Cooperative Capacity Coverage

In the days of sailing ships and Britannia ruling the waves, commercial ship owners gathered at a tea room in London.  They recognized that a lot of ships didn’t come back, because of storms, privateers, etc.  So they decided that, if the owners of 50 ships got together, and that one ship in 10 didn’t make it back, the 50 owners would each chip in 1/50 of the cost of 5 ships, or 1/10 of the cost of a ship.  Whoever then lost a ship could call on this “sinking fund,” to pay for his loss.

This arrangement was so successful that it was ultimately formalized, and became a company known as Lloyd’s of London.

A similar cooperative concept could be used to cover the capacity needs of gas-fired generators in a region.  Rather than calling on each individual generator to sign up for 100 percent of its peak requirements as pipeline firm transportation, large groups of generators, possibly through the mechanism of the ISO, could commit to one package of pipeline firm transportation capacity.  That package would be far smaller than the combined peak requirements of all the generators.  Most of the time, all the generators would get their fuel using interruptible and released capacity.  However, if an agreed-upon set of circumstances happened, each generator would have a right to call on some or all of the group capacity.  Those circumstances would presumably be a combination of gas-system stress (peak-day loading) and orders from the ISO that the generator needed to run.  

The capacity package might be composed of pieces of capacity on multiple pipelines, with release and secondary-point arrangements among the generators and with third parties holding firm capacity, such as LDCs.  So for instance, if capacity were held on Texas Eastern but a specific generator needed capacity on Tennessee, the generator’s Texas Eastern capacity might be released to an LDC served by both pipelines, who would then release an equal amount of Tennessee capacity to the generator.

The generators involved in these arrangements would all contribute a ratable share of the cost of the “sinking fund” capacity.  Thus, say 12 generators were involved.  Each would contribute the cost of 1/12 of the annual cost of the capacity, or one month’s worth.  This cost would correspond much more closely with what the generators can afford than does the full cost of a year’s worth of capacity.

Obviously, this approach would not allow full service when gas systems are fully loaded and all the generators need to run.  However, if the generators are spread over a broad enough region, there is a good chance that weather diversity (such as a cold front moving sequentially across the region) would allow the capacity to be moved around where and when it was needed, with the rest of the generators finding capacity as the gas system loosened up.

