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An LDC is in a “captive” position when the LDC has no economic alternative to
the service received from a pipeline.

To some extent, most LDCs are captive on a peak-day for at least some portion of
their system requirements. At that time, there may be little or no excess capacity
available for sale in the capacity release market or on another pipeline capable of
delivering gas to the LDC at the location where it is needed.

A significant number of LDCs are captive during on a year round basis. In
capacity constrained markets, an LDC may have no alternative other than to sign
a maximum rate annual contract for a term of five years in order to assure that the
LDC will be able to retain the needed capacity. Under FERC regulation, a “right
of first refusal” is granted to shippers with firm contracts with a term of one year
or greater. But to exercise this right, the shipper must be willing to match any
maximum rate offer for a term of up to five years.



