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Department of the Environment 

Amendments to COMAR 26.09.01, 02 and 
26.09.02.03, .06-.09  

Maryland CO2 Budget Trading Program 

Purpose of the New Regulations/Amendments 

The purpose of this action is to amend regulations under COMAR 26.09, Maryland CO2 Budget 
Trading Program, with regard to the following:  
 
1. Add certain definitions. 
2. Revise the process by which allowances are allocated to the set-aside accounts. 
3. Revise the requirements for the distribution of allowances from the Long Term Contract Set-
Aside Account.  
5. Revise the amount of allowances allocated to the Long Term Contract Set-Aside Account and 
the Clean Generation Set-Aside Account. 
6. Specify that the only renewable energy credit purchases that qualify to have RGGI CO2 
allowances retired are renewable energy credits generated in RGGI states.  
 
Background 

The Healthy Air Act 
 
The Healthy Air Act was signed into law on April 6, 2006 and required Maryland to join the 
Regional Greenhouse Gas Initiative (RGGI) by July 2007. Maryland joined RGGI when the 
Governor signed RGGI's multi-state Memorandum of Understanding (MOU) on April 20, 2007. 
The Department subsequently adopted Code of Maryland Regulations (COMAR) 26.09.01 to 
.03, implementing the “Maryland CO2 Budget Trading Program,”, which became effective on 
July 17, 2008. COMAR 26.09.04 (“Auctions”) became effective as a permanent regulation on 
August 25, 2008.  
 
The Regional Greenhouse Gas Initiative 
 
The Regional Greenhouse Gas Initiative is comprised of nine states in the Northeast and Mid-
Atlantic regions. These states adopted market-based carbon dioxide (CO2) cap and trade 
programs designed to reduce emissions of CO2, a greenhouse gas, from fossil fuel-fired 
electricity generators with a nameplate capacity of 25 megawatts or greater. RGGI currently is 
comprised of Connecticut, Delaware, Maine, Massachusetts, New Hampshire, New York, Rhode 
Island, Vermont, and Maryland. New Jersey discontinued participation after the end of the first 
compliance period, 2009-2011. Participating RGGI states each require electricity generators to 
have acquired, through regional auction or secondary market transactions, one CO2 allowance 
for every ton of CO2 emitted over a three-year compliance period. Auction proceeds fund a 
number of state programs, including energy efficiency programs that result in lower CO2 
emissions through reduced electricity demand.  
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The RGGI program has several unique features unlike other cap and trade programs in the U.S. 
The allowances are controlled by the states and can be allocated or sold to sources. Most states 
have opted to auction the allowances to sources through quarterly auctions. Proceeds from the 
auctions are used to fund energy efficiency programs to reduce demand for electricity and 
provide a means to lower CO2 emissions. The states conducted the first quarterly regional 
auction in September 2008, and the program officially began in January 2009.  
 
The electricity generation sector is a major contributor to climate change because a large amount 
of CO2 is released during the combustion of fossil fuels. With this in mind, RGGI set a cap of 
188,076,976 tons of CO2 emissions for the region, based on averaged emissions in 2000 to 2002 
from eligible electricity generators. Maryland receives 37,503,983 CO2 allowances for each year 
from 2009 through 2014. Between 2015 and 2018, Maryland will annually receive 2 ½ percent 
fewer CO2 allowances as the RGGI cap reduces by 10 percent during that time. Maryland has set 
aside 7,388,491 allowances in 4 different set aside accounts to account for special needs or 
programs.  
 
Maryland Set Asides 
 
The four set aside accounts are: 1) the Limited Industrial Set Aside; 2) the Long Term Contract 
Set Aside; 3) the Clean Generation Set Aside; and the Voluntary Renewable Set Aside. The 
Limited Industrial Set Aside allows the Department to retire allowances equal to the emissions of 
industrial sources that generate their own electricity but have been exempted from RGGI because 
they do not sell electricity to the grid. The Long Term Contract Set Aside allows sources with 
long term contracts prescribing what those sources may charge for electricity to obtain 
allowances free of charge in cases of financial jeopardy. The Clean Generation Set Aside 
provides allowances to new, clean electric generation sources as an incentive. The incentive lasts 
for six years. The Voluntary Renewable Set Aside allows the Department to retire allowances 
proportional to renewable energy credits purchased voluntarily to be retired on behalf of RGGI. 
Currently, allowances from these set aside accounts that remain unused are either retired or 
offered for sale at auction. The purpose of this regulation is to improve utilization and 
dispensation of these set asides. 
 
Current Market Conditions 
 
RGGI has completed its first control period, 2009-2011. In many ways RGGI has been very 
successful. The regional auctions have generated almost a billion dollars in revenue for the 
states. These funds were used to provide funding for energy efficiency programs, rebates to 
ratepayers and energy efficiency projects for the states as well as bill payment for low income 
residents and general fund relief. At this time, the participating states have undertaken a 
comprehensive review of the RGGI program. 
 
Carbon dioxide emissions in the RGGI region have decreased substantially. One factor 
contributing to the decrease in regional emissions has been a shift in use of natural gas over oil 
for fuel at electricity generators due to a significant decrease in the price of natural gas. Another 
factor is an economic downturn that began in late 2008 and continues today. As electric 
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generating companies acquired CO2 allowances equal to their emissions, some CO2 allowances 
offered at the regional auctions were not sold. Maryland regulations allow these allowances to be 
offered for sale at a subsequent auction or to be retired. With demand for allowances through the 
auction smaller than the amount of allowances offered, the participating states have held the 
unsold allowances until the end of a compliance period. This allows the states to determine 
whether demand exists for the allowances or whether retirement would provide the best 
environmental benefit.  
 
In addition to some of the allowances going unsold at auction, many of the CO2 allowances 
allocated to Maryland’s set-aside accounts were not utilized. The Department reviewed the need 
and usage of the set asides. The Department determined the set asides served useful purposes but 
recognized usage could be sporadic. The process for populating the set aside accounts was 
revised to retain unused set aside allowances in the accounts and only add new allowances to 
replenish the accounts to their regulatory limit. In this manner, more current year allowances 
would go directly to auction. Although some of these allowances may go unsold, this process 
allows a greater percentage of Maryland’s allowances to enter the marketplace earlier. 
 
Affected Sources 

AES Warrior Run 

Requirements 

This proposed action includes the following revisions to the existing regulations: 
 
1.Definitions: 
In Chapter 01, the Department added the definition “long term contract price” to indicate the 
price at which allowances from the long term set aside account would be sold. 
 
2. Revise the process by which allowances are allocated to the set-aside accounts. 
 
The process for populating the set aside accounts was revised to retain unused set aside 
allowances in the accounts and only add new allowances to replenish the accounts to their 
regulatory limit. In this manner, more current year allowances would go directly to auction. 
Although some of these allowances may go unsold, this process allows a greater percentage of 
Maryland’s allowances to enter the marketplace earlier. 
 
3. Revise the requirements for the distribution of allowances from the Long Term Contract Set-
Aside Account.  
 
The Department revised the Long Term Contract Set Aside account to allow sources with 
qualifying long term contracts to purchase allowances directly from the Department. This option 
is reserved for sources with long term contracts that do not allow the source to recoup the cost of 
purchasing allowances through electricity pricing. The price of allowances for 2012 is set at 
$1.93, the current reserve price. The price of allowances is increased each year by the percentage 
increase of the Consumer Price Index. This price is termed the long term contract price and it is 
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equal to the reserve price, the lowest price states will accept for the purchase of allowances. 
 
4. Revise the amount of allowances allocated to the Long Term Contract Set-Aside Account. 
 
The allowances allocated to the Long Term set Aside account is decreased to 1,600,000. The 
decrease is based on a change in the number of sources eligible to utilize this account. Only one 
source remains eligible. The number of allowances allocated to this account is based on the 
average of the last 12 years of CO2 emissions for the eligible source rounded to the nearest 
hundred thousand. 
 
AES CO2 Emissions: 
 
2000 1,536,726 
2001 1,599,235 
2002 1,570,012 
2003 1,606,756 
2004 1,580,557 
2005 1,751,923 
2006 1,546,789 
2007 1,655,318 
2008 1,513,663 
2009 1,219,525 
2010 1,559,223 
2011 1,626,207 
AVE 1,563,828 
 
5. Specify that the only renewable energy credit purchases that qualify to have RGGI CO2 
allowances retired are renewable energy credits generated in RGGI states.  
 
These amendments add more specificity to the renewable energy credits that can qualify under 
the Voluntary Renewable Set Aside provisions. For a renewable energy credit to be eligible to be 
used under this set aside, the renewable energy credit must have been generated in a state or 
states participating in the RGGI program. The retirement of the renewable energy credit under 
these circumstances reduces the RGGI cap and prevents an equal amount of electricity from 
being generated with fossil fuel. 
 
6. Remove the provision allowing direct purchase of allowances by electric generating units 
above the price trigger of $7.00.  
 
In the event that allowance prices reached $7.00 or higher during the first control period, 
COMAR 26.09.02.03(c) and 26.09.02.03D allowed electric generating units to purchase 
allowances directly from the Department at $7.00. Since this provision only applied to the first 
control period, 2009-2011, it is being removed. 
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Expected Emissions Reductions 

No emissions reductions are expected from this action. 

Comparison to Federal Standards 

There is no corresponding federal standard to this proposed action. 

Economic Impact on Affected Sources, the Department, other State Agencies, Local 
Government, other Industries or Trade Groups, the Public 
 
These amendments have minimal economic impact.  
 
As a result of these amendments, one source will be able to purchase allowances directly from 
the Department at the long term contract price. The long term contract price is equal to the 
auction reserve price and all allowances sold at auction currently sell for that price. If allowances 
begin to escalate in price and sell for more than the reserve price, the source will receive an 
economic benefit.  
 
As a result of these amendments, the Department will be able to offer more current year 
allowances for auction earlier than without these amendments. This may result in more 
allowances being sold and more proceeds distributed under the Strategic Energy Investment 
Fund. 
 

Economic Impact on Small Businesses 

The proposed action has minimal or no economic impact on small businesses. 
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