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June 12, 1975
Morning Session

The first meeting of the Special Committee on Natural
Gas was called to order at 10:00 a.m., June 12, 1975, in Room 529
by Chairman Harold Dyck.

Introductory remarks were made by Chairman Dyck. He
ammounced that all meetings will start promptly at 10:00 a.m. on
-the first day of each two-day meeting, and at 9:00 a.m. on the
second day. The goal of this Committee will be to arrive at some
concrete answers to the problems of the natural gas shorta e and
develop valid suggestions to present to the next session of the
legislature. It was unanimously agreed that future meetlngs will
be held as follows:

July 7 and 8

August 11 and 12
September 11 and 12
September 29 and 30
October 20 and 21

, The first conferee was Dr. R. J. Robel, Chairman of the
Advisory Council on Energy and Natural Resources. He presented
a prepared statement to the Committee. (Attachment No. I).

A member asked for clarification of "interruptible
consumer" Dr. Robel explained that a company, such as KPL,
buys gas for electrical generation at a lower rate than charged
the average consumer and, when a shortage exists, theirs is the
first service 1nterrupted to insure sufficient gas for domestic
use.



The Chairman introduced Dr. William W. Hambleton,
Director of the Kansas Geological Survey. Dr. Hambleton intro-
duced Ronald G. Hardy, Chairman of the Energy Analysis Committee.

Mr. Hardy presented Margaret 0. Oros, head of the 0il
and Gas Division of the Kansas Geological Survey for presenta-
tion of "Overview of Kansas 0il and Gas Occurrences". Ms. Oros
presented the following exhibits to the Committee: a typical
core sample was passed around; a drilling log; and the printed
result of a study of samples from a well. She also exhibited
several large maps showing gas and oil fields over the state.
The Chairman requested that copies of these maps be sent to the
Committee.

Ms. Oros stated the average depth of a gas well in
Kansas is 2,800 feet. She showed some transparencies of maps,
the first of which was a general geological map of Kansas. The
next was the sub-surface map showing underground formations.
The primary gas production field in Kansas is in the Hugoton
area. There are impermeable beds that trap this oil and gas
and keep it from flowing eastward. The next map was a cross
section from Kansas City to Lawrence showing the rock formations
leaning west. There followed exhibits showing "shoestring sands"
where limited production is found; a drawing of an anticline
where there is gas on top and water below; a map showing classi-
fication of rocks illustrating shales and limestone formations;
a chart showing relation of drilling of wells to production; and
@ chart showing relationship of drilling to reserve estimates.

Mr. Hardy introduced Gary A. Waldron, Kansas Geological
Survey, to speak on Federal Power Commission Regulations. Mr.
Waldron presented a statement to the Committee. (Attachment No. % i i

A member asked if expiring gas contracts are considered
new gas. Mr. Waldron stated that it is considered new gas.
Chairman Dyck asked if the FPC regulates price and production
amount on interstate lines only. Mr. Waldron stated they do not
regulate the amount, that is done by the Kansas Corporation Com-
mission. The price is regulated by the FPC. Chairman Dyck
asked if it is true that other states also regulate the volume
and Mr. Waldron stated that other states do regulate their
volume of production.

Dr. Robel stated that much of what happens in the
legislature will depend on what happens in federal legislation.
He pointed out to the Committee that a former member of the
Kansas Geological Survey is now Director of the National Gas
Survey, Edwin Goebel. : B

Mr. Lewis Brock of the KCC stated that he had asked
Lester Wilkinson to appear and testify before the Committee but
that he is in the hospital and could not be here but that he
would be glad to come before the Committee at a future date if
they should so wish.
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Mr. Hardy introduced Dick Carlisle of the Kansas
Corporation Commission. Mr. Carlisle spoke on '"State Regula-
tions". He explained some of the history behind gas legislation
including the regulations on spacing of wells. He stated that
the Commission may establish market demand for a field. Every
six months, in March and September, the KCC holds market demand
hearings. Several factors are taken into consideration including
how much a field can produce without harming it. Allowables
are established and each well in a field gets its share. '

A member stated that the Committee had several inquiries
from citizens regarding companies discovering gas reserves then
capping the wells and holding them for higher prices. He asked
if there are wells being capped and held back and not asking for
connection to a pipeline? Mr. Carlisle stated they were not sure.
He advised that all KCC gets is a notice that they are going to
drill and that it is hard to tell from completion reports
whether the well is capable of producing.

Dr. Hambleton stated that Senator Jackson had looked
into this and an analysis was given to the Interstate Compact
Commission that there are virtually none in Kansas.

Mr. Brock stated that the only ones they know of are
due to no lines being available to connect to.

A member ésked if, in fact, the KCC did not regulate
price by the regulation of flow. Mr. Carlisle stated that yes,
the income from wells was probably regulated by the allowables.

The meeting recessed at noon to be reconvened at 1:30 p.m.

The meeting was called to order at 1:30 p.m. by
Chairman Dyck. Dr. Hambleton requested the floor for the purpose
of making a statement.

Dr. Hambleton explained the difference between permeability
and porosity of rocks. He also explained the differences between
trapping conditions and the continuous production system as
exists in the Hugoton area. He stated they feel there are many
untouched areas in Kansas where gas could be found but that it
would take good economic conditions to make people. invest in
wells.

-



Chairman Dyck asked if the making of oil and gas is
still occurring today? Dr. Hambleton stated they think it is
still happening in the delta regions but that it takes appropriate
conditions.

Representative Southern asked if the reserve figures
are based on first and second recovery or are they actual re-
serves or recoverable reserves? Dr. Hambleton stated they have
included secondary recovery.

George Sims explained that tertiary projects include
water flooding, gas flooding, and other techniques. They are
now using detergents and similar materials to which surface the
0il and gas will adhere. Each new condition must be tested.

Chairman Dyck asked if two different persons could own
the mineral rights and the royalty rights. Ms. Paul responded
yes.

Representative Foster stated that the interest in
minerals is severable from the ownership of the surface of the
land. He clarified the difference between surface and mineral
rights. Usually 1/8th of the production is the owner's share.

Senator Moore asked that if you will the mineral in-
terest, do you control the right of leasing? Dr. Hambleton
stated no, you do not control the leasing of the property.

Dr. Hambleton introduced Shirley Paul, Petroleum
Geologist, to speak on the subject of "Production and Distribu-
tion of Natural Gas from Kansas Gas Fields, 1973." (Ms. Paul
distributed a printed handout to the Committee.) She referred
to pages 3 and 4 showing interstate pipeline movement of gas in
the United States. She pointed out that six states sell gas to
other states, Louisiana, Texas, Oklahoma, New Mexico, Wyoming and
Kansas. The rest of the country gets gas from these six states
and also some from Canada. (A copy of the report used by Ms.
Paul is on file in the Legislative Research Department.)

Shirley Paul reported that Kansas production was about
900 billion cubic feet at the last report. Actual consumption
was 500 million cubic feet. About 797 comes from the Hugoton
area. Production from the eastern part of Kansas is used almost
exclusively for domestic purposes. She referred to pages 4 and 5
of the handout. She pointed out that our largest gas company is
Cities Service. They have a 26-inch pipeline running from Hugoton
to northeast Kansas. She pointed out the storage areas and ex-
plained that those areas are depleted fields that are filled
with gas to be used later in the year. Cities Service sales in
Kansas are 607%. She also pointed out that when gas purchased
interstate is comingled with gas in the intrastate lines, it is
all considered interstate gas.

Dr. Hambleton discussed S.B. 692 which has been passed
by the Senate Commerce Committee and which would place intrastate



gas under federal control, i.e., new gas produced would be called
interstate. Effect of the law would be that all new gas would be
allocated by the FPC.

Representative Graber asked where the power of the KCC
and FPC ends. Dr. Hambleton stated there are a whole series of
court procedings relating to this. The KCC regulates gas in
Kansas going into 1intrastate pipelines, however,
if this gas is comingled with any interstate gas, it all becomes
interstate gas.

Ms. Paul referred the Committee to page 24 of her hand-
out. She explained that the Kansas Gas Supply company operates
separately from Cities Service and that their sales run about
32.3 billion cf. Also, Northern Natural is another large company
as shown on page 27. They purchase about 215 billion cf.

Senator Janssen asked who determines whether it should
be called natural gas or not? What would happen to manufactured
gas? Could we still run it through these lines? Ms. Paul stated
that yes, it could be run through existing lines, however, if it
comingles with other gas it would come under FPC regulation.
Manufactured gas is not, at present, under the regulation of the
FPC,

Ms. Paul pointed out that she has taken each company
operating in Kansas and tried to go through their sales, ex-
changes and transmission. Maps are included in the book. She
also stated that of the natural gas reserves in the United
States, Texas has the most, following in order are Louisiana,
Alaska, Oklahoma, New Mexico, Kansas, California and Wyoming.
Reserves are tested by drilling a test well, much the same as
is done with oil. 1In the back of the book is a glossary of terms
regarding proven reserves. )

Chairman Dyck asked if it is expensive to liquify gas?
Dr. Hambleton stated it is a relative thing. It was cheaper to
transport gas from Alaska by pipeline than to liquify it. It
costs about $1.00 per Mcf for liquifying gas.

Dr. Hambleton introduced Carol Zarley, Research
Associate for the Kansas Geological Survey, to present her
report on '"'Supply and Demand and Effects of Curtailment and De-
regulation'". Ms. Zarley projected a graph showing natural gas
requirements for dollar of output. She pointed out that the
industrial requirement is 1.27 cf per dollar output. Farming
requirement 1is low, .069, while the electric industry is very
high, 438.80 cf for every dollar output. As an example she
shows in grain milling production the requirement is 1.41 cf
per dollar output. So for grain mills, 1 cf of gas will support
71¢ of output which provides a multiplier of 7.18. This infor-
mation will be found in Jordan Emmerson's report. Farming,



according to Dr. Emmerson, has a requirement of .069 cf for
every dollar of output. 1 cf will support an output of $14.49.
The multiplier for farming is $1.97. She read a part of a
report from the FPC guidelines regarding curtailments.

The Committee requested that Ms. Zarley send a copy
of the written report showing multipliers and their effect on
each of the industries as shown on her projected chart.

Ms. Zarley stated that a number of people think if we
deregulate gas it will solve all our problems. She presented a
supply and demand graph. She pointed out that when the supply
accommodates demand we would have a steady price. As people get
used to deregulation, they will be more responsive to supply and
demand. She stated that everything she has seen shows that the
grice for gas with deregulation would be somewhere from 55¢ to

1.00;

Mr. Sims stated the Department of Commerce has a film
on this subject. He thought it would be available through Pete
Amstead, 4th National Bank, Wichita, Kansas, and would try to
secure it to show to this Committee.

Ms. Zarley stated that without deregulation and with
priority we have only delayed the crisis in solving the problem
for five or so years.

Dr. Hardy introduced Gary A. Waldron, Kansas Geological
Survey, for a presentation on "Resources, Reserves, Production
and Distribution Systems: National'. A prepared sheet was
handed out to each Committee member. (Attachment No. III.)

Mr. Waldron explained the relationship of these figures.
He stated that under present economic conditions you cannot drill
for non-identified reserves. He stated that the American Gas
Association has been responsible for years for supplying figures
on reserves to the FPC. The Hubbert figures shown on this page
have been used by a number of analysts.

Ronald G. Hardy, Chairman of the Energy Analysis Com-
mittee, presented the attached handout "Exploring Kansas Energy
Choices" (Attachment No. IV). He projected a graph showing
Kansas production and projected requirements. He stated we can
raise production or lower requirements to bring these graph lines
together. The curtailment graph shows industrial allowance cur-
tailed by 97% by 1980 leaving the remainder for residential use.
Consideration should be given to regulating both the amount of
gas required for electrical utilities and the amount for space
heating and industrial heating from the year 2000 on. Mr. Hardy
discussed a possible overall plan and time schedule for phasing
in new energy materials:

1. Convert one-half of investor-owned utilities
from natural gas to coal by 1980-85;



2. Convert remaining investor-owned electric generat-
ing plants to coal and require new residences to
be heated electrically by 1990-95;

3. All new electric power to be generated with nuclear
energy by the year 2000.

Mr. Hardy distributed a sheet illustrating natural gas
production and consumption in Kansas. (Attachment No. V).

Dr. Hambleton stated this concluded their presentation.
He stated it is felt that there are several things to be done to
encourage industry to do more toward solving the natural gas
crisis. There could be increased imports. Also, in a telex to
the National Governor's Conference in New Orleans, the FEA asked
for support for the national association's effort for a conserva-
tion effort in the states.

Mr. Harold E. Wills, State Fuels Coordinator, presented
a prepared statement. (Attachment No. VI).

Chairman Dyck asked what we are doing at the state
level in our efforts to conserve energy? Mr. Wills replied that
his office was involved in an extensive news media campaign to
emphasize conservation efforts. '

Dr. Hambleton stated that states have been unwilling
to get into conservation efforts. Another factor is the difficulcty
in selling the public on a conservation program. He said there
is not a worldwide interchange of product at this time. It is
an import-export problem. It is a problem of price, i.e.,
whether we are willing to buy at OPEC prices or become self-
sufficient.

The meeting was adjourned at 4:30 p.m.

June 13, 1975

Morning Session

The meeting was called to order by Chairman Harold Dyck
at 9:00 a.m., in Room 519-S. All members were present with the
exception of Senators Doyen and Janssen and Representative Brewster.

The Chairman introduced Donald P. Schnacke, Executive
Vice-President of the Kansas Independent 0il and Gas Association.
Mr. Schnacke passed out an outline of the program to be used at
this meeting. (Attachment No. VII). He stated his association
was founded in 1938 and represents 652 natural gas producers in
Kansas. There are 326 known producing gas fields in 39 counties
in this state. He stated that their objective in appearing be-
fore this Committee would be participation in all these delibera-
tions throughout the summer and fall. They desire to assist
this Committee in coming to grips with the problem of the natural
gas crisis.
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The first speaker was James Gear of Gear Petroleum
Company, Wichita. He exhibited a map showing the oil and gas
fields in Kansas. He stated there has not been much progress
since 1966 due to the depressed price of the product. KCC is
responsible for conservation of the natural resources, but as
in the case of the Spivey Grabs field, it is almost impossible
to regulate a field like that. The bulk of Kansas gas and oil
is in the western half of the state. There is a small amount
of gas throughout the central area of Kansas where gas has been
trapped and it has only recently become economical to produce.
The cost of drilling is directly related to the depth of the well
and around central Kansas it costs from $40,000 to $50,000 to
drill and equip a well. In western Kansas it costs from $100, 000
to $150,000 to drill. He stated the most important thing to

remember is that gas will be produced in a relatively small part
of the state.

Mr. Gear discussed the general geology of Kansas.
There are more and younger beds on top of the older beds in
western Kansas and this creates more potential producing forma-
tions for future production. There is a small potential in
northeastern Kansas but it has not been developed. Future gas
reserves will be deeper and more expensive to produce. Gas
reserves are those reserves of gas which are economical to pro-
duce. As the price of gas gets higher, we can develop out re-
serves. Exploration costs are much higher and production must
wait for higher prices.

Representative Southern asked what Mr. Gear thought gas
should sell for. He replied that $1.00/mcf is the figure used
most frequently. :

‘ The next conferee was Robert C. Spurlock, Clinton 0il
Company, Wichita. He presented a prepared statement to the Com-
mittee. (Attachment No. VIII). ‘

Senator Simpson asked why our price for gas has not
increased in Kansas. Mr. Spurlock stated it was a lack of
competition in intrastate pipelines. Representative Graber asked
if Mr. Spurlock would object to a priority system? Mr. Spurlock
stated he would have no objection. Mr. Spurlock stated that
Clinton 0il Company has dedicated a portion of its gas to Wichita.
Also, they have been in steady negotiation with KPL the last three
to four months and have reached an agreement for the contract.

The price that was offered was $1.50/Mcf.

Representative Southern asked if this was similar in
dealing with other production in this area. Mr. Spurlock stated
that KPL wanted everything to be the same and as a result of
that request all meetings have been open. =~ -
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Chairman Dyck stated that he noticed an attempt was
made to work out a contract with Anadarko to use their transmis-
sion lines. Does this line have the capability of transmitting
gas to El Dorado as well as Wichita? Mr. Spurlock stated that
any comment of his would be 3rd, 4th, or 5th hand but that he
understood from Wichita Industrial that they had reached agree-
ment with Anadarko for transportation, and they do have the
capability of transmission.

Senator Burke asked if the consumers of intrastate gas
in Oklahoma are paying in excess of what Kansas users are paying?
Mr. Spurlock stated he did not know. The pipeline companies are
paying more. Oklahoma has allowed an automatic pass-through on
transportation cost. Gas has only gone up 4¢ over the last few
years which is lower than the national average.

Mr. Spurlock explained that Oklahoma does not regulate
at the well head and does not regulate purchase of gas. They do
regulate what the utilities can charge. 1In Oklahoma they have
allowed an automatic pass-through for cost of supply. Kansas
has not allowed that pass-through. Everytime the price increases,
they have to go to KCC and ask for right to pass this cost through
to the consumer,.

Larry Pain spoke briefly on the proposal before the FPC
with regard to carrying gas from well head and only through
interstate pipelines.

Chairman Dyck said that, in essence, Mr. Spurlock is
saying that, since KPL is the major purchaser in the Hugoton
field, this creates a lack of competition. How many interstate
lines are getting gas from the Hugoton field? Mr. Spurlock
stated 12 lines get gas from Hugoton areas. ,

Roger Messman, Messman-Rinehard 0il Company, addressed
the Committee. He stated his remarks have been confined to the
cost of an exploratory program and how they have increased over
the past two years. Cost in exploration projects have increased
about 150% to 200%. One item alone, the seismograph, has increased
from $100 a shot point to $280 to $300 a shot point. Drilling
costs have escalated. The price per foot to drill increased from
$2.15 for a 3,500 foot hole in Barton County two years ago to
$4.95 on a recently drilled hole. This represents an increase
of over 1007 over the two-year period. Completion costs have
increased. The shortage of new tubular goods has been the prin-
cipal factor. Seamless 5% inch pipe cost $1.50 per foot: two
years ago and recently it cost as much as $6 per foot. This is
used pipe, not new. New pipe is not even availablé. Operating
costs are up about 150%. This applies to labor costs, servicing
costs, etc. During the past 12 months the national average cost
of drilling per foot has increased from $22 to $26 per foot.

Senator Moore asked if the national average included
the drilling of dry holes? Mr. Messman replied that it includes
figures for every foot drilled. The Kansas cost is on the average
of $12 per foot.
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Mr. Anderson stated that the Committee should add the
footage cost of dry holes to the cost of producing wells. The
$12 average in Kansas does not include drilling of dry holes.

Representative Foster asked Mr. Messman to tell the Committee
what they do to drill a well. Mr. Messman stated that when you
contract for drilling the first thing is to get a bid on the cost
per foot to drill. In addition, the contractor gives you a day-
work rate. Daywork figures has increased from $800 per day to
$2,400 per day. Included in daywork is circulating for samples
and the drill stem test. Testing service is what you call a
third-party service.. Other third-party services include the
supply of mud used to prevent the caving in of the hole.

Representative Farrar asked for the cost to have a gas
well "fracked". Mr. Messman stated it depends on the size of the
"frack', but the average cost would be $5,500. '"Fracking' is
a method to increase the permeability and porosity to stimulate
flow.

The next conferee was R. D. Randall, General Counsel
of Petroleum, Inc., of Wichita, Kansas. His subject was ''Govern-
mental Regulation of Natural Gas Industry'". (Attachment No. VIII A).
He stated that they are a major producer in 10 states. They do
explore extensively in Kansas, having about 100 gas wells in
Kansas about half of which are interstate and half are intrastate.
He discussed the history of the 1938 Natural Gas Act which
regulated transportation and sale of natural gas. The FPC
method of gas producer regulation is through price. In 1954
they used the cost-of-service concept. In 1961 they used the
area rate concept. In 1974 they had to scrap the area rate
concept and move to the national rate concept. The producer had
to get a certificate to sell gas from any well. The FPC also
approved temporary contracts that were conditioned to refunds.
Drilling with old contracts with general low prices did not
justify exploration. The FPC finally raised the area rate from
12¢ to 18¢ up to about 40¢. Then a year later jumped it to 50¢
and six months later to 5l¢. Mr. Randall stated that producers
should not be regulated by price. Kansas has not had the activity
of some other states but has had a lot of increased activity in
the last few vears. We suffer from lack of markets, not just
lack of pipelines.

In answer to Mr. Rogg's question asking Wﬁat the pur-
pose of the dual pricing system is to be, Mr. Randall stated it
would hopefully keep the supply available and the price-down.

Representative Foster asked Mr. Randall to discuss
natural processes of exploration. Mr. Randall said you first
consider geology of the area. You must consider the gas market
because if there is no way to sell the gas it is not worth any-
thing. His company has wells in Canada and Wyoming that are
"shut in'", in other words they are too far from a pipeline to
sell the gas. The availability of a market is crucial. It also
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makes a difference whether it is interstate or intrastate gas
because of price. His company is exploring very actively for
gas particularly in Texas, Oklahoma and Wyoming, and the main
consideration is price. They are drilling in higher priced
areas and selling primarily intrastate.

Mr. Schniacke called the attention of the Committee to
SCR 23 introduced during the last session of the legislature
that asked Congress to deregulate gas. He stated that the
passage of this resolution is of utmost concern to them.

Mr. Bob Williams, owner of the Imperial 0il Company,
and Chairman of the Natural Gas Committee for KIOGA, was intro-
duced as the next speaker. Prior to reading his prepared
statement, Mr. Williams suggested that this Committee have a
visit with the Kansas Economic Development Commission and find
out what they can do. He stated that we have only one intra-
state line in the prime gas producing area, Hugoton, and that
we need to get several lines out there. Also, the price of
51¢ will not pay for exploration wells to be drilled. His
company has drilled 13 wells since the first of the year and
finds they cannot afford it at the 51¢ price. In the Council
Grove or other shallow well areas, wells can be drilled and sold
at 5l¢ but they are not expensive wells. When they are looking
at deeper exploration they must have a certainty of price.

Mr. Williams then read his prepared statement entitled "Pending
Federal Legislation'". (Attachment IX).

Representative Foster asked why the Kansas independents
haven't gone into the pipeline business themselves. Mr. Messman
answered that back in 1960 they drilled in an area where they
discovered sour gas and they built a pipeline. They were forced
to sell as they had to become a utility or go out of business.

Representative Foster asked what do they expect KEDC
to do? Mr. Williams stated that they are specialists in the
area of keeping business in Kansas and developing new industry.
They have the expertise for these matters. Representative
Foster pointed out they have no money for this type development.
Mr. Williams suggested they could encourage companies to raise
money through industrial revenue bonds.

Senator Burke asked where the 13 wells were located,
how many are producing, and what type of line they will go into.
Mr. Williams replied the wells were located in Barber and Seward
Counties. Ten out of the thirteen wells are producing. They
will go into the interstate:line. "

The next speaker was Bill Wells, District Manager for
the Texas 0il and Gas Company. The district office is located
in Wichita and the main office in Texas. He read a prepared
statement entitled "Governmental Activity in Other States'. He
commented that if S.B. 564 is adopted, drilling in Kansas will
practically cease. He urged the Committee to vote against S.B. 564.
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The following conferees submitted written statements
to the Committee opposing the regulation of interstate gas in
Kansas: :

Roger McCoy (Attachment No. X)
Jack Gurley (Attachment No. XI)
Byron Thomas -(Attachment No. XII).

A closing statement was made by Don Schnacke. He first
submitted to the Committee copies of his statements as presented
to the Senate Ways and Means Committee during the last legisla-
tive session (Attachment No. XIII), and a copy of his remarks
presented on April 26, 1975 to the Governor's Natural Gas Supply
Conference (Attachment No. XIV).

- Mr. Schnacke commended the Committee on their approach
to this problem and believes they are handling it in the right
way to reach a solution to the problems. He stated the big
issue is S.B. 692 in the U.S. Senate and they have been very
active in that area. They are pleased with Senator Pearson's
bill and they believe his approach is a better one. He suggested
that the use of intrastate lines as common carriers be further
explored. The 1975 Legislature authorized 625 cities in Kansas
to purchase gas and interstate lines could be used to help trans-
mit this gas to the purchasers. He recommended that the Corpora--
tion Commission should permit the automatic pass-through of
cost of supply. He stated he thinks the newly created Kansas
Energy Office will be useful. Mr. Schnacke stated he would be
attending all meetings of this Committee to be of whatever help
he can.

Meeting recessed at 12:05 p.m. to reconvene at 1:25 p.m.

Afternoon Session

The afternoon session was called to order by Chairman
Dyck. All members present with the exception of Senators Doyen
and Janssen.

The Chairman introduced Bob Anderson from Midcontinent
0il and Gas Association. Mr. Anderson stated that the mere fact
that this Committee is studying the intrastate gas situation is
already having an effect on .the producing community. He sug-
gested that if a decision is to be made, that it be announced
so that business can get on and have some reason to believe that
Kansas is not going to regulate the price of gas. He urged the
Committee not to regulate the price of gas.
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Mr. Anderson introduced Larry Pain, Attorney for
Phillips Petroleum Company, Bartlesville, Oklahoma. Mr. Pain
stated he did not have a prepared statement but had brought
along a great deal of material prepared by a group studying
policy covering regulation, or deregulation, of gas by the fed-
eral government. He pointed out that gas has been price regulated
for 21 years. The current legislation has failed by not maintain-
ing an adequate supply through restrictive price regulation. All
three current members of the FPC, as well as two recently
resigned members, are on record as favoring decontrol of new gas
prices at the federal level. Former Commissioner Rush Moody
resigned a year before his term was up in disgust over the FPC
not taking the steps it needs to.

Senator Moore asked why the FPC is continuing to support
pricing regulation if they want to repeal it? Mr. Pain stated
that in the view of the law, price is to be based on consumer
cost. Gas production will be an inherently increasing cost as
we are having to move our search for gas to more expensive areas.
They have recently found gas in Oklahoma at about 19,000 feet.
Kansas is the only state considering this kind of producer regula-
tion and it would be unwise for Kansas to limit gas with regard
to intrastate regulation. He recommended the Committee not pass
the bill they are considering (S.B. 564).

Senator Bell asked how soon profit would be used for
exploration? Mr. Pain stated that gas well footage drilled in
1974 had increased. Exploration has more than doubled since
1960. These results were not brought about by price incentives
in the interstate market, but by price incentives in intrastate
market.

Senator Bell also asked who determines when profit
goes into exploration? Mr. Pain stated that Phillips made pro-
fits last year of four hundred million dollars and that they are
hoping to invest in new projects approximately nine hundred
million dollars this year.

Representative Brewster asked for Mr. Pain's comments
on the fixing of rates. Mr. Pain stated that it is the rate
that forces us into ever decreasing exploration. The FPC has
established a two price system for gas - a lower price for old
gas and that keeps incentive down. The price for new gas is
higher and based on historical cost and study. The result is
that you must drill more profitable wells.

The next speaker was George Sims of Mobil, Hugoton.
He commented briefly on deregulation and priorities. He stated
that other energies cannot complete with gas because of the
regulated supply at low prices. He also stated you could only
give priorities until you run out of product. When you run out
of the product you will have to meet the crisis.
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Representative Farrar asked if Mr. Sims favors any
priority system. He answered no, only perhaps on a temporary
basis. Representative Farrar then asked if the company would
decide who would get the gas. Mr. Sims answered by saying that
natural gas is the only energy being used and as long as people
get it at the lower price they won't look at other energies.
Representative Farrar then stated he would favor looking at a
priority system so that interruption of service for companies
would be equitable.

Senator Burke asked if we are not going to run out of
natural gas at some point? Mr. Sims answered yes, at some point
we will. He believes given the free enterprise system we will
resolve this problem and be using atomic or solar energy. At
present we are delaying the point in time when we have to look at
other systems. Senator Burke then asked if it would not be
appropriate to establish some sort of priority system and decide
which companies will be cut off first. Mr. Sims stated he be-
lieved a temporary system might be necessary. He believes if
people are curtailed they will take care of themselves by search-
ing for other energies. Senator Burke stated he was going to be
hard to convince that a priority system would not need to be
established in Kansas.

Bob Anderson introduced as the next speaker, Mr. Richard
Byrd appearing on behalf of Mesa Petroleum Company, the largest
intrastate seller of gas in Kansas. He stated his principal
concern relates to processing gas. Gas in its natural state
contains several types of hydrocarbons: methane, butane, propane,
nitrogen and helium. S.B. 564 would prohibit the stripping of
these several hydrocarbons. Mesa has a stripping plant at
Hugoton for propane and butane and proposes to build a new plant
to strip methane, propane and butane, and by keeping the nitrogen
out they can do this. ©Liquid hydrocarbon can be stripped and
still maintain BTU contract requirements. Eliminating 197% of
the nitrogen from the gas would increase the efficiency for
domestic use. The value of liquids is such that it has prompted
several states to require (Texas particularly) removal of liquids
from gas before it is sold. Mesa has promised that if this
plant is built we will offer these liquids first to Kansas
consumers. Of liquids now processed in Kansas, 72% are used for
residential purposes, 19.5% for agriculture, 5.5% for industrial
and 3% commercial. He feels this Committee would not want to
legislate away peoples' rights to use the more efficient hydro-
carbon liquids. The FPC has set up categories for priorities.
They have asked for priorities for Cities Service. On June 24
they will eliminate all category 8 customers and curtail their
service to 307 of demand for the next three months. The problem
arises if a state says one type of customer is a 6 and the fed-
eral government says it is another category. "We must have legis-
lation for producers to have authority to regulate who gets gas.



= 5 =

In discussion regarding the loss of volume by stripping
natural gas of the "heavies'", Mr. Byrd stated their contracts
require certain BTU volume and distributing companies must deliver
gas that has that minimum amount of BTU.

Senator Simpson commented that he had strong feelings
that industry is certainly not a place where we should be using
natural gas. He asked what he thought about cutting off in-
dustrial use in the near future? Mr. Byrd stated some industries
cannot use coal but some can, especially for boiler use.

Mr. Byrd stated he would appreciate an opportunity to
put into the record the relative value of liquids taken out of
gas.

The Chairman thanked those attending and invited their
specific recommendations for legislation. He announced permission
for the addition of one member to the staff with expertise in the
field of energy. He announced that they would endeavor to secure
the Department of Commerce film for showing at the next meeting.

Meeting adjourned.

Prepared by J. Russell Mills, Jr.
Approved by Committee on:
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THE NATURAL GAS SITUATION 1

R. J. Robel, Chairman
Advisory Council on Enexrgy and
Natural Resources

Nobody needs to tell you that we have problems with supplies
of natural gas. I am most pleased to note that the Honorable Robert
Bennett considers natural gas supplies a serious problem for Kansas
and placed it in the highest priority ranking for study by interim
committees of the Kansas Legislature. This natién does have serious
problems with supplies of natural gas----we are already experiencing
significant natural gas curtailment schedules nationwide. Even
though we in Kansas have fairly good reserves of natural gas, we too
have experienced problems of aeliverability, resulting in industrial
curtailments.

This nation is facing a general energy problem because its
leaders focused on only one aspect of energy at a time. For years
we were concerned only with keeping prices of natural gas low, we
imported foreign oil because it was cheaper, we switched our elect-
rical generating plants from coal to oil and natural gas because
it was cleaner and cheaper, we built high speed interstate highways
for ease of travel, we subsidized air and truck transﬁortation at
the expense of more energy efficient rail and barge transportation,
and so on. I trust we will not continue to be myopic in our approach

\.
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1Remarks presented 12 June 1975 to the Kansas Legislative Interin
Committee on Natural Gas, Room 529 of the State House, Topeka.



to our energy problems. I respectfully urge that as you wrestle
with our natural gas problems,-you consider natural gas supplies

as only a portion of our overall energy problem, arproblem which
involves both rates of consumption and rates of production. For
your information, I am attaching to my remarks today, a more general
overview of our national energy problem.

Since Dr. William Hambleton and the staff of the Kansas
Geological Survey will be presenting a detailed analysis of pro-
duction metheds, state and national reserves, and other such technical
information, I believe my time can better be spent briefing you on
broader issues such as national curtailment schedules, some pending
legislation, and political moods in Washington.

As you are aware, the natural gas supply problem is not some-
thing that developed overnight. The problem is complex and inter-
related.Our Governor sponsored a natural gas supply conference in
late April 1975 to obtain some facts on natural gas supplies. Each
of you will be provided a summary of.presentations made at that
conference. Facts presented at the Governor's Natural Gas Confer-
ence will be of use to you as you consider actions for state
government.

The facts behind our overall gas supply situation are cause
for grave concern: |

1. not since 1967 have the interstate lines increased their
net reserxves.

-
-,

. in 1967, interstate pipelines had 198 trillion cubic
feet (Tcf) of natural gas in reserves; while at the end
of 1974 those reserves had dropped to between 120 and
125 Tef (almost 40%. less. reserves).

. = in 1968, natural gas production exceeded resexrve additions '



by 3 Tcf; in 1974, withdrawals exceeded reserve additions
by 13 Het.

Thus, for seven consecutive years, the interstate natural gas
system has been eating away at natural gas reserves. The reserves
are not being systematically replenished, therefore, our reserve
supplies are being depleted. A result of this exploitation is that
our interstate system can no longer meet the demands of its customers.
Curtailments of firm customers began in 1970, and today have increased
to between 15% and 20% of total marketed production on the inter-
state system. {EﬁLQZir 19 of the nation's 44 major piplines cur-

tailed firm service; this year 25 of he 44 pipelines will be cur-

tailing firm customers.

Total firm requirements in the United States amount to approx-
imately 15 Tcf; only about 12.1 Tcf will be available this year,
therefore, average curtailment will approximate 19%. However, the
shortages will not be spread equally across the nation; customers
served by some intefstate lines will be curtailed more drastically
than others. For example, firm customers &f the United Gas Pipeline Co.
in the south central and southeastern states will experience a 48%
curtailment in 1975-76. Other interstate systems which will exper-

ience 25% or higher curtailments during 1975-76 are listed-below.
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United Gas Pipline Co. . 4%?
Trunkline Gas Co. ) 47%
Transcontinental Gas Pipeline Co. 40%
East Tennessee Natural Gas Co. | . 36%

Eastern Shore Natural Gas Co. L 33%



75 176 Curtailment

Arkansas - Louisiana Gas Co. ' o 30%
Columbia Gas Transmission Corp. . 28%
Cities Service.Gas Company _ 26%
Texas Eastern Transmission Corp. 26%

Obviously, curtailments of interruptible customers are, and
will continue to be greater than fof firm customers. In 1973-74,
iﬂterruptible customers suffered 38% curtailment; in 1975-76,
they can expect to be curtailed 60%.

Sl e
The outlook is not good, in fact, I personally feel it is

gloomy at best. In 1973, this nation's interstate pipeline system
delivered about 14 Tcf of natural gas to its customers, that
" deliverability will probably decline to 11 Tcf in 1976, and to 9.5

Tcf by 1978. The 9.5 Tcf is only 63% of the reguirements of today's
L________r—-———*—"——_—‘_——_-_-‘ -
iirm custoners.

Few people have faced the real problem of increased costs of

less gas flowing through existing pipeline systems. If we assume

it costs 50¢ per Mcf to transport natural gas from the well to the
customer when the lines are full, handling of that natural gas could
cdst as much as 93¢ per Mcf if the pipeline volumes are reduced by 45%.

Because of the declining reserves of interstate supplies of
natural gas (due mainly‘E;—;;;;;;E—EZZ;I;;_;;;;;;;;;;HQHE reserve
depletions), some conéUming parts of the country are turning toward
the intrastate supplies of natural gas available in the producing
states. Likewise, within producing states, competition between the
intrastate and interstate markets is becoming acute.

A bill which should be of great interest to each of you is

S. 692, introduced into the U. S. Senate by Senators Hollings ( South
S. 634, lollings

Carolina) and Magnuson (Washington). S. 692 is an exceedingly complex
WE S L




21ill which, if any of its major provisions are enacted, will
directly effect your deliberations. A 1l0-page summary of S. 692
is attached. Because of time constraints, I will not discuss the
bill in detail today, But rather, will mention only a few of its
major provisions. .S. 692 was reported favorably out of the Senate

Commerce Committee on 6 May 1975. The Hollings - Magnuson bill

proposes to:

1. create a complex multi-tiered price control system for
new natural gas.

2. extend Federal control of interstate natural gas to intra-
state natural gas.

3. prevent natural gas produced on Federal lands from being
available (as intrastate gas) to the state in which it is
produced.

4. prohibit joint exploritory and production ventures by
major oil companies . . .a step which could result in

greater concentration of natural gas ownership rather
than less.

5 essentially nationalize the pipeline system, and negate
the successful efforts of some pipelines to obtain supplies
of natural gas for their customers.

6. extend FPC pricing authority to some synthetic natural
gas.
7. extend Federal controls to many areas previously under

state jurisdiction, i.e., retail price of natural gas,
exploration and production reporting requirements, state -
owned royalty gas, end use priorities, etc.

8. infringe on the freedoms and normal business activities
of producers.

9. create a condition which is not economically suitable for
production of natural gas costing over 4¢ per®Mcf to produce.

\\\‘ 10. favor major producers, and discourage independent producers.



I doubt if S. 692 will be passed in its entirety, however a
nodified form could be adepted. Likewise, some of the provisions
of S. 692 could easily end up as amendments to one of the innum-
erable energy bills now circulating in the House and Senate. Short-
ages of natural gas in the consuming states coupled with depressed
economic conditions are causing great pressures for politicians
to obtain supplies of cheap natural gas for their constituents.
Politicans from consuming states are seeking any séurce of natural
gas, including here-~to-fore untouchable intrastate supplies.

You may be interestedrto learn also that natural gas currently
used in agriculture is being sought by the "have nots". The first
attack was made on natural gas ﬁsed to pump irrigation water in the
Jfexas, Oklahoma, New Mexico, and Kansas area. Governor Bennett
prepared a statement (attached) defending the use of natural gas

to pump irrigation water in Kansas. I travelled to Washington

s ————
and presented the Governor's statement at Federal Power Commission

hearings on 20 May 1975. Much to my éurprise, I was confronted and
quastioned at the FPC hearings bX_Z;EEEEEEl_@EEEE'S lawyers who
were trying to reduce the priority of the natural gas now being
used‘for'irrigation agriculture, so that it would be available for
general industrial use.

T believe S. 692 and the General Motors attempt to acquire
additional natural gas for industrial use, reflécts the*mood of
consuming states relative to natural gas, i.e., supplies are

insufficient to meet demands, therefore, let us do anything'in our
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wer to capture some cheap natural gas for our specific use.
Hopefully, these brief comments will be of help to you as

you begin your important deliberations.

Thank you.




* FUTURE ENERGY CONSTRATNTS!
R. J. Robel, Chairwan
Advilsory Council on Energy and
Ratural Resources

It has been a year and a half now since the OPEC cartel flexed their
composite muscles and imposed the oil embargo on the industrial nations. This
nation squirmed a bit, felt some minor temporary discomforts, formed a few new
agencies, created some short-lived energy Czars, engaged in political dialog'and
even threatened to use force to acquire oil i1f our shortage became severe enough.
We muddled through the fuel shortage during the winter of 1973-74. .. .thanks to
mild weather. We are still getting by, but, today thisHNation faces an energy
situation more serious than we had during the summer of 1973, and worse than
during the oil embargo. Today's energy problems are being compounded by citizen
complacenc;political rhetoric, bureaucratic red tape, short—sightéd provincialism
by certain segments of our country, and untenable economic policies which boggle
your imagination. Today, 20 months after the OPEC imposed petroleum shortage, we
still do not have a national eﬁgrgy policy for this country. Instead we see
the develepment of regulations and decisions which may in fact worsen our enexrgy
problem rather than resolve it.

Let me emphasize right now, our energy problcms are rezl, and they are most
serious. I personally feel our energy problems pose greater hazards to this
country than the current runaway inflation because most people do not desire
to accept the facts concerning our energy problems, and also, most people do not
realize the potentlal economic impact of an energy shortage on an industrialized
nation. Our energy shortage can be liﬁened to a ticking time boﬁb————it 1s not
a matter of "will {t explode?",——wm- but rather, "when wiii it explode?" The

energy problem facing thls nation is baslcally one of Imbalance, that is, domestic

Address presented 7 June 1975 to the 16th Annual meeting of the Kansas Council
of Chapters, Soll Conscrvation Socicty of America, Theme: Energy {or Land Use,
Food and Living. Manhattan, Kansas,



enerpgy consumption 1s extoeding domesticrenergy production. Our current energy
problém is fundamen£ally one of petroleum and nﬂtural'gas, with a complex
mixture of politics and economics.

Most of you are aware that petroleum production in this country has been
declining steadily since the late 1960's. We are becoming more and more dependoﬁt
on expensive impqrted crude oll and refined products to make up the difference
between our domestic production and domest;c coﬁsumption, Today the crude oil
production in the United States amounts to approximately 8.4 million barrels
per day, 11 percent less than the 9.4 million barrels per day which was produced
in the summer of 1973. 1In December of 1973, we had to import petroleum at the
rate of 5.1 million barrels per day to meet our domestic consumption, this past
Decembeyr we had to import 6.9 mil;ion barrels pex day, that is an increase of
35 percent over December of 1973. In the summer of 1973, 38 percent of the petroleum
available in this country was imported, in TFebruary and March of 1975, 43 percent
of the petroleum available in this country was imported. Increased prices
of foreign oil coupled with our greater reliance on foreign supplies, has resulted
in higher energy prices for every segment of our societﬁ, a serious balance of
payments preoblem for this nation, and a gréater vulnerabilityrto actions by
foreign powers and cartels. We now pay $75 million per day for foreign petroleum;
that ambunts to more than $25 billion per year. Just to give you a comparative
figure, 1f we sold a2ll of the 1974 Kansas wheat crop for §4 per bushell, the income
would be approximately $1.5 billion. People who feel we can simply trade crops

~

for foreign oil need to examine thelr figures first.
\‘ . b
As 1 stated ecarlier, our energy problem 1s a simple imbalance betwveen

.

productlon and consumption. We can liken 1t to your personal budget when spending

exceeds earnings. The possible solutiens to your budget problem are obvious;



either decrease spending, and/or Increase carnings. A lonp-term solutlon to
our energy problem can only be attained by attacking both sides of the equation,
that is, reducing cnergy consumption while at the same time increasing energy
production. However, this is not as easy as it sounds.

As far as Increased production goes, almost everyone agrees that refineries

and deepwater ports must be built———jﬁsf build them somewhere else. Nuclear power
plants hold promise, but don't build them too close to my home. On the whole,
offshore drilling holds great potential...;..but don't put the platform in my view,
or drill off my coast, or pipe the crude to my shores.

The same viewpoint applies to reduced consumption: lower speeds and fewer

gadgets on a car give better gas mileage —- but don't encroach on my freedom to
drive how and what I'want. Sure, mass transit systems reduce fuel consumptioz....
but don't infringe on my right to drive my car to work. Agreed, storm windows
and proper insulation reduce fuel waste, but don't establish building codes which
require me to include these energy conservation measures in the home I build,

We simply cannot afford the luxury of automatic opposition--opposition to
reducing consumption and opposition to increasing production. Automatic oppositioﬂ

will significantly delay the solution to our energy problem.

The Cause of Our Problem

Let us digress now and examine some of the causes of our current fuel®
shortage. Tirst I want to review a few of the reasons for increased fuel

consumption. I am not inferring that they were or are incorrect or bad

4
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policies or actions, but rather, each has contributed to:our increased fuel

-
.

consumption in the United States.

1. Price of Fucl. Until a year ago, energy was a bargain compared to
most other dtems. The price of enerpgy, relative to the prices of other goods

and scrvices acgtually declincdrduring the 1960's. Low prices cncouraged
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Inefficient usage of cnergy.

2. Rate Structures. Rate structures for natural gas and electricity
prompted more consumption by offering large-volume users a significantly lower
price per unit of encrgy than small users,

3. Promotional Advertising. Mass media advertising encouraged the use

of energy-consuming goods such as automobiles, air conditioners, home appliances,
electyric heating systems, frost-free freezers, color televisions, petrochenical
products, etc. Obviously, the more of these products in use, the more energy

is consumed in their operation.

4. Interstate Mighway System. Construction of 4-lane Interstate Highways

encouraged a rapid increase in inter-city, high-speed auto travel. Higher

speeds require larger cars for comfort, both of which (vehicle speed and weight)
increase fuel consumption. A 5,000-pound car consumes almost twice the fuel of a
2,000-pound car -~ a 1975 "intermediate-sized" car weighs about the same as did the
1972 "full-sized" model. In 1960, total passenger car mileage was 950 billion
miles, compared to 1.03 trillion miles in 1873, an increase of about 480 billion
miles.

5. Truck and Air Transportation Subsidies. Public expendatures for road

and alrport construction plus military development of aircraft later used for
freight and passenger travel, were in essence subsidies to truck and air trans-—
portation. These subsidies encouraged a shift of freight away from rail transport.
It requires more than twice as much fuel to transport a ton of_@atcridl by truck
than it does to transport a ton of material bﬁ rall, and about 10 times as much

to ship by air compared to rail.

6. Passenper Alr Fares. Between 1950 and 1970, air fares increased by only




8%, while during the same period, bus farcs Increcased by 90% and rall fares
increased by 47%. These price shifts stimulated air travel and discouraged moré

_energy-efficlent bus and rail travel.

7. Vage Increases. A combination of steadily rising wages and investment
tax incentives, encouraged industry to expand with energy-intensive capital
equiﬁment. Such economic forces reduced reliance on expensive manpower, but
increased reliance on energy consumptive machinery.

‘8. Suburbia. Encouraged by tax incentives for home ownerakthe urban sprawl
has resulted in soaring use of fuel for commuting by the single-femily dweller.
In addition, poorly constructed single-family dwellings tend to be large consumers
of energy, i.e., they tend to lack insulation and storm windows, and contain much
energy inefficient equipment, etc.

Many aéditional examples of actions which have contributed to increased
energy consumption could be cited, however suffice it to say, many factors are
responsible for the increased energy consumption in this nation. Let us now
turn our attention to actions which decreased, or at least failed to increase
petroléum energy production in this country during the last deqade.

1. Toreign IggﬁCrédits. Allowing oil companies to subtract payments to
foreign governments from their U.S. income taxes, became a great incentive
for oil production abroad —- rather than at home. During the 1950's and 1960's,
such foreign tax credits to international 0il companies were enough in most
cases to climinated U.S. income taxes on income from 0il produced abroad.

2. ¥IPC and Natural Gas. Tederal Power Commission contr%} of interstate
naturai oas prices has discouraged exploration. Costs_oﬁ_exploration for
natural gas have continued to rise, however the price of interstate natural gas
has been held at an unrealistically low level.

3. DPrrice Controls. Federal price controls imposed in 1971 on fuels (as



well as other goods and services) distorted marketplace actions which normally
balance supply and dcmand.

4. Yederal Leases.. Offshore oil and gas lease sales on Tederal land

were virtually halted after 1969 for a year and a half.
5. Safety. VImplementation of the Coal Miﬁe Health and Safety Act of 1969
resulted in lower productivity in undcfground coal mines. That Act combined
with citizen concern against environmental damage from surface coal mining,
resulted in little iﬁcrease in coal production during the 1260's and early 1970's.
6. NEPA, The National Environmental Policy Act of 1968, requiring environ-
mental impact assessment of major federal projects, caused delays in the
cpnstruction of the Trans-Alaskan Pipeline, nuclear power plants, and other such
‘energy sources.
7. Clean Air. The Clean Air.Act;of 1970 caused industrial and power plant
operators to change fuels to meet sulfur oxide standards. This was a shift
from cozl, an abundant domestic energy source, to less abundant‘energy sources,
natural gas and oil. P
Most of these actions have been formulated around desirable social éoals:
environmental quality, higher standards of living, and the economic well-beirg
of tﬁe nation. As seen in hindsight, our actiors were not bad; rather, we
simply failed to assess the total impact of our policies. We did not.view
encrgy consunption and energy production as an equation. We must now.

Gasoline Prices — Everybody's Concern

A result of the OPEC petroleum power play which I am surk has attracted
your atteatlon is one of fuel prices. We all know gasoline, dicsel fuel,
heating oils, and other petroleum products are more costly now than they were
prior to the embargo. But few people understand why. Presented lLiere is a

breakdown of average gasoline prices in this country during June 1973 (pre-



embargo), and March 1975 (post-embargo). These prices do not include any of

the gasoline taxcso recently proposed by Congress.

Costs of Gasoline (cents per pallon)

June '73 March '75
Transportation to refinery and refining 5.3 5.5
Wholesaling costs (jobbers, ete.) ' 6.9 6.9
Retailing costs (local gas station) ; 7.0 2.0
State and Federal taxes 131 . ddwd
Crude oil o Dl _ 24 Tx*

39.9¢/gal. 57.8¢fgal.

*based on 70% domestic crude @ $4.15 per barrel and 30% imported crude @ $2.95
per barrel.

*%based on 56% domestic crude @ $8.27 per barrel and 447 imported crude @ $13.01
per barrel. :

" 1t should be pointed out that small companies relying solely on local old
domestic crude oil for refining can still sell gasoline for as low as 38¢ per
gallon and make a profit while companies relying ;olely on imported crude oil
must sell gasoline for at least 63¢ per gallon to even break even. Other fuels
have shown similar increases in price. We will continue to gee the cost of fuel
rise as our local petroleum production decreases and we rely more on imported
fuels. The President's recent energy-—economic proposal could add another 12¢ to
20¢ per ggllon to‘the price of gasoline.

How About our Conservation E{forts?

As you recall, the President made an appcal to the nation on November 1973,
s ol £ o

requesting that we reduce our energy consumption. Yrom November 1973 on, the

e

Federal Lnergy Office has wonitored the jdtroleum consumption in the United States.
Followlng is a summary of our usage pattern comparing 1973-74 with comparable

1972--73 periods.
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Post-Embargo vs. Pre-Imbargo fuel usage in the United States. TFipures
in percent; 1973-74 usape comparcd with same months in 1972-73, 1.e., ~6.1 = 6.1%
less gasoline used in November 1973 than in November 1972, TEA statistics.
' ' ' Wedghted

Gasoline Distillates*  Residual* Jot Fuel  Avernges
Nov. '73 <fi.d . =} 50 6,5 493 ~7.1
Dec. '73 -8.7 -1.0 -2.5 <17 .6 ~6.7
Jan. '74 =13.1 ~10.8 | -16.2 -26.1 ~14.3
Feb. '74 ;13.7 BZO.é | -25.6 —=35:06 ~19.4
Mar, '74 ~-8.8 ~-11.6 | -23.4 -30.9 -13.8
Aprs 174 -6.3 -4 .4 -22.7 -22.9 -9.8
May '74 ~5.9 423 -19.6 -16,9 -6.9
Jun. '74 -1.3 +10..3 -6.9 ~13.5 ~-0.2

#'Distillates” are used for trucks, tractors, and home heating while "residuals"
are used mainly for generation of electricity.
July 1974 on —- consumption of most petroleum pro-
ducts was equal to, if not greater, than consumption
in 1973. During April 1975, our petroleum consumption was 6%
greater than dﬁring April 1974,
Essentially these data show that the public respounded quite well to the
requests to reduce petroleum consumption. However, the response was of short
~duration. The conservation ethic was lost in March 1974 probably coincidental
with the lifting of the OPEC oil ewbargo. Consumption from July 1974 to now, has
been equal to or greater than our consumption during comparable periods of the
previous year. That increased consumption coupled with our 6% annual decrcase in

h ) o
domestic production causes us greater concern cach day. :

How about our Increased Rescerves?

We all recad the storles of refinery storage tanks overflowing, of the increased
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reserve stocks of fuel oils and gasoline ana so on. Yes, I will agree our reserve
stocks increased when pecple used less. The refinery system in this country is
désigned to refine crude oll, not store the products. Thus when consumption
decreases, stocks do build up, and storage tanks do overflow. Let's look more
closely at the current status of these ”in;reased stocks". I am afraild our past
Yestra inventories" gave false assurance to the average public. For example,

at the end of May 1974, we had 226 million barrels of gasoline in storage: we

had 208 million barrels in storvage in May 1975 (18 million barrels less). The
following 1s a comparison between our May 1974 inventories and our May 1975

invetories, and remember, our 1973-74 stocks were dangerously low.

Petroleum Inventories (million barrels)

May 19875 levels minus 19741975

Products May 1574 levels changes
Gasoline ' -17.4 -7.7%
Distillate fuel oil ' - 2.3 -1.6%
Residual fuel oil + 1.8 +3.4%
Jet fuel - 1.6 : | -4.9y

Relative to reserve petroleum stocks, this nation 1s in a worse position

now than it was last year at the end of the oil embargo.

*

The Petreleum Outlook = Not Encouraging

The average American seems to forget that the petroleum shortages during the
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summer of 1973 Dccugrcd five months prior to an Arablan oll embargo. DLstimates
which our Council made in September 1973 projccted a 2.6% shﬁrtage of petroleunm
products for the winter of 1973-74. As you know, the Arablan oil embargo increasecd
that.wintcr fuel shortage to about 15%Z.

The potential of increascd prices for crude oil stimulated drilling activity
in Kancas during 1974. Increased drilling activity has been concentrated in
known fields, not new arcas. The total number of exploratory and development
wells drilled in Kansas during 1974 was 2,917, up 864 over 1973, but, the succcss
ratio was down. In 1973, the success ratio for exploratory wells- i.e., success
of finding new oil or gas- was 18.7%Z; in 1974, success declined by about 30% to
a success ratio of only 13.3%2. 1In 1973, the chances of developing new producticn
in areas of known reserves was 63.87; in 1974 that success declined by 33% to
a success ratio of only 42.7%. These ére not encouraging signs, in fact, sub-
staﬁtiate some of the more pessimistic predictions we have been making during the

last few years. O0il production from Kansas wells was 66.2 million barrels in 1
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production dropped to 61.7 million barrels in 1974 (a 6.8% decrease).

The Natural Gas Situvation —— Less Incouraping

If you feel I have presented a gloomy picture of the petroleum situation,
let me just briefly review an even more serious situation, the supplies of natural
gas. You are all aware of the natural gas usage in Kansas. Most of you have heard
of the large Hugoton gas field In southwestern Kansas. The Hugoten field produces
about 70% of the natural gas produced in Kansas., Natural gas is an important

X ‘ B
fuel in Yausas; 82% of our homes are heated with natural gas, and 787 of our clectri-

-
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clty is penerated from natural pas. In fact, 83% of our non-transportation encrgy

1s supplied by natural gas. Natural gas is used In many Industrlal processes,
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it le used to wanufacture anhydrous ammonia fertilizers, and fo dry grain. Tor
years, natural gas has been a very cheap fuel. Jts price has been held at a
level so low as to encourage wasteful use. The current price of interstate
natural gas —- (51¢ per MCF) is approximately equal to crude oil at $2.25 per
13

barrel. The rccerves of natural gas have declined rapidly due to hipgh con-
sumption, and lack of successful explora?ory activity.

In 1959, ouf proven natural gas reserves in Kansas were 20.2 trillion
cubic feet (we use approzimately 640 billién cubic feet each year in Kansas),
Five years later, our proven reserves were 18.0 t¢rillion cubic fcét, and by 1969,
our reserves had declined to 14.5 trillion cubic feet. At the end of 1973, our
knovm natural gas reserves were down to only 11.7 trillion cubic feet~---and we
age withdrawing from those reserves at a rate of almost 1 trillion cubic feet
per year. Last year, we punched a great many holes in the Kansas landscape in
search of new natural gas reserves.....but we didn't find much. Only one significant
pool was discovered, and that pool probably contains less than 1 trillion cubic
feet of new natural ges. Natﬁral gas will be in short supply in the future.
Maybe you can help me, who Shouid get less natural gas? The petrochemical
company that males gaskets for the drilling rigs in western liansas? The fertilizer
company that uses natural gas as a feed stock for nitrogen fertilizer? Your
local electric gencrating plant? Or should we cut the supply of natural gas to
your home? How about cutting the supply to your local hospital? Should we curtail
natural gas uscd to pump lrrigation watcr in southwestern Kansas this summer?

Present prioritles include maintaining natural gas service for residential
%
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and commercial usape and curtalling industrial usage of natural gas. Assuming that
we allow no additlonal residentilal or commercial natural gas customers in the

future, we wlll probably be able to supply our current residentlal and commercial

users for 15 to 20 years......at the expense of Industrial users. Nationally, in 1975
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industrial customers will be curtailed 29%, and in 1976, their use will be curtailed
42%. By 1980, there will be little if any natural gas avallable for industrial
usage.

The outlook for Kansas is mot much better. VOur three major suppliers of
natural gas anticipate cupply problems in 1975. Many industrial consumers
have already been notlficd of summer curfailment schedules; the major natural
gas suppliers predict 1975 curtailments will be twice what they were in 1974,
In general, large industrial users in Kansas can expeet to recéeive no more than
40% of their needs. I mentioned earlier that 78% of the electricity used in
Ransas is generated from natural gas. . . by 1977 to 1978, matural gas will not
be available for peneration of electricity. Obviously, a switch to other fuels
to generate electricity will be coétlygfor every scgment of the Kansas economy,
be it industry, a municipality, an irrigator, or a private home owner. It
might be of interest for you to know that our inventories of propane were G4
million barrel at the end of April 197%; at the end of April 1975 they were 59

million barrels . . . .down 8%!

Wherce do we go from here?

1 hope by'now you realize we have problems--serious problems. I don't
recall how many times Kansas has testified at federal energy hearings during
the last two or three years, but I do know we forcefully stressed the need for
the development of a balanced national energy policy. Over the last one and
one-half years, we have seen the development of a federal fuelppolicy, one
based on regulations and vedtape-—-that policy dees not attempt to elther increasc

production or rcduce consumption. Tormer President Nixon's Project Independence
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was an effort to deve}opra national cnergy policy, and Kansas actively participated
in those hearings. However, that project sunk with Watergate. We now see the
emergence of a new attempt to develop a national enecrgy policy. President Ford
stimulated Congressional action with his Economy-Encrgy State df the Union

message on 15 January 1975. Certain aspects of the President's proposal were
distasteful enough to some legislative-meﬁhers that Congress began working on
their own encrgy program. Compromises between the President's proposal and the
Congressional plan, could provide us with a long awaited national energy policy.
Hopefully we can eliminate partisan politics-as we deyelop our national energy
pelicy.

ased

The solution to our energy problem can be achieved only through incre
energy production and decreased energy consumption, ‘Our plan to increase energy
production must include an expanded energy base. Expanding our energy base will
allow us to increase our producticn without exploiting our resources, sacrificin
our environmental quality, or degrading one section of our country so another
section can benefit. Expanding our energy base means we cannot concentrate
only on massive energyldevelopments such as converting all the western oil shale
into o0il, or drilling all the areas of the Continental Shelf or exploiting all the
strippable coal iq Fhe western states, _ _

All energy production, whether it be from coal, oil, uranium, or whatever,
produces some environmentally distasteful effects. Ve as a nation must decide

on how much envirommental degradation will be tolerated by the public, and then

develop our encrgy reserves under those constraints, Carcfully planned energy
. % o)

development will allow increased energy productilon with minilmal environmental

-
.

damage.
We must strive to reduce energy consumption so that we will have time to
develop an cenvironmentally acceptable and balanced national cner gy propram.

You who are knowledgeable, industrial leaders must help set the pace,
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We must accept the fact that the availability of cheap enerpgy will be
a constraint on our future activities. We must develop plans now so that we
can live wlth these encrgy constralts. If we do not plan intelligently now,

encrgy shortages will cause chaotic disruptions in the future.

Thank you.



U.5. PETROLEUM SUPPLY TRENDS
(millions of barvels per day)¥®

Period Domestic Imports Total % Imports
Nov. 72 9.5 4.9 14.4 34.0
Dec. 72 9.5 51 14.6 34.9
Jan. 73 9.4 5.9 15.3 38.6
Feb, 73 9.4 . 6.0 15.4 39.0
Mar. 73 9.3 6.3 , 15.6 40.0
hpr. 73 9.3 5.9 15.2 38.8
May 73 9.4 6.0 15.4 39.0
Jun. 73 9.4 5.7 15.1 37.7
Jul. 73 9.3 5.9 15.2 38.8
Aug. 73 9.4 6.0 15.4 38.9
Sep. 73 9.3 6.3 15.6 39.7
oct. 73 9.3 6.5 15.8 4.1
Nov. 73 9.1 6.2 15.3 40.1
Dec. 73 9. 5.8 14.9 38.5
Jan. 74 9.2 5.0 14.2 35.2 %
Feb. 74 9.2 4.8 14.0 34.3 | &
Mar. 74 9.1 5.3 14.4 36.8 %
Apr. 74 9.0 5.6 . 14.6 . 38.4
May 74 9.0 6.3 15.3 41.2
Jun. 74 9.0 6.8 15.8 43.0
Jul. 74 8.9 6.7 15.6 42.9
Aug. 74 8.9 - 6.4 15.3 41.8
Sep. 74 B.9 6.7 15.6 42.9
Oct. 74 8.7 6.3 15.0 42.0
Hov. 74 8.6 6.9 15.5 44.5
Dec. 74 ' B.7 6.9 15.6 44.5
Jany 75 - - 8.6, 6.7 ‘ 15.3 43.9
w5 . 85 o A T8 TR
Mar. 75 B.4 6.2 146 42.5
% APT statistics Compiled by G
' 027" Q&JV(

R.J. Robel, Chairman
Advisory Council on Inerpy
and HNatural Resources

7 May 1975
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The CAPITAL ENERGY REPORT features a thorough review and summation of the
people, policies, and legislation making energy news in Washington. It is conipﬂedr
with the cooperation of the State of Louisiana and distributed weekly to the Chair-

man and his advisory committee by the Interstate 0il Compact Cormmission. -

Senate Commerce Committee Reports Watural Gas Bill —-S. 692. On Tuesday,
May 6, 1975, the Senate Commerce Committee, by a vote of 10-8, ordered.
reported the Hollings-Magnuson natural gas re-regulation bill, S. 692, as
amended by an amendment gffered by Senator Cannon. The basic provisions

of S. 692, as originally reported to the full Committee by the Subcommittee,
have been discussed in prior memoranda. As the delegation has been aware,
the Committee has been deadlocked since the Easter recess. In order to
effect a "compromise,'" Senator Cannon offered his amendment to S. 692, which
apparently satisfied the majority, resulting in the 10-8 vote.

Voting for the bill were Chairman Magnuson, Senators Hart, Moss, Pastore,
Stevenson, Inouye, Hartke, Cannon, and Ford. Voting against the bill were
Senators Long, Tunney, Pearson, Stevens, Griffin, Buckley, Weiker and Beall.
If S. 692, as awmended, is enacted into law, it will produce profound changes
in the current law. Reports concerning the bill, appearing in the media,
grossly misrepresent what the bill will accomplish. ?thc misconceptions
apparently are the result of representations by the Senate” Commerce Com-
mittee staff and some of the Senators who voted favorable upon the bill.

S. 692, as modificd by the Cannon amond-ent becomes a tremendously complex
piece of legislation, which is extremely dlfficult to understand and produces
a complex multi-tiered pricing structure for new natural gas, with numerous

anomalies and clear disincentives to a supply response. TFor cxample, it
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“creates four different classes of producers. Tirst, there is the "producer”
which is defined as "a person who produces and sells more than 10 million
Mcf of natural gas per year or who produces and sells natural gas and does
not qualify as a small producer." Then there is the "small producer,"
which is defined as "a person-as determined by the Commission (A) who is
not an affiliate of a person who produces and sells more than 10 million
Mcf of natural gas or an affiliate of a person engaged in, or who is not
himself engaged in, the transportation by pipeline of natural gas in inter-
state or intrastate commerce; and (B) who, together with all affiliates, if
any, has not produced and scold more than 10 million Mcf of natural gas in
any calendar year (subsequent to 1973) preceding the year in which he wants
to qualify for small producer pricing under Sec. 204 of this Title as de-
termined by the Commission; Provided that the provisions of Sec. 204 of
this Act shall be applicable only to the first 10 million Mcf of matural
gas production in any subsequent year." The "independent producer" is
defined as "a producer or small producer who 1s not a major integrated
petroleum company." A '"major integrated petroleum company" is defined

as "any petroleun company who owns total assets (including assets of all
affiliates) that exceed $1 billion, and which is engaged in production and
in refining, transporting, or marketing of crude o0il or product refined."

In light of the misconceptions one might gain from the media reports
concerning this bill, coupled with the apparent confusion as te its impact
.and effect upon the current regulatory structure, both inside and outside
the Senate Commerce Committee, we feel it necessary to afford the delega-
tion with an analysis of the Committee print dated May 6, 1975, of S. 692,
as amended and ordered reported by the Senate Commerce Committee on the
same date. At the time of this analysis, we are led to understand that
the Senate Commerce Committee staff is perfecting'substantive changes in
the Committee print, prior to its reporting, although we have no idea
under what authority the staff is acting. Obviously, depending upon the
extent of those changes, if any, the following analysis might also be
~changed.

The "Natural Gas Production and Conservation Act" changes the structure

of the industry, the relationship between the state and Federal government,
the relationship between different agencies, and the structure of Federal
regulation of the producer and pipeline industries. A summary of the
changes effected by this legislation in each of these areas will be
discussed as follows.

1. Changes in the structure of the industry.

1. S. 692, as reported, extends Federal price regulation to the
intrastate market for the first time [Sec. 202(6) and Secb_ZOB(a)] and
through the redefinition of what constitutes "interstate commerce' [Sec.
202(4)), those intrastate pipelines, which have traditionally relied
upon supplies from Federal lands, onshore, which are transportcd and
consumed within the state of production, will not have access to new
gas produced from those Federal lands by operation of Sec. 206(f). This
provision requires that all production of new natural gas from Federal
lands, after January 1, 1975, must be sold to an interstate pipeline.

N



This will primarily occur in the Rocky Mountain states where there are
large tracts of Federally-owned lands leased, and subject to lcase, by
the Department of the Interior, whercin those states' intrastate pipe-
line systems buy substantial quantities of their traditional supply.
The cnactment of this bill is tantamount to saying that a state with
Federal lands within its borders, which state bears the cenvironmental
impact incident to drilling, production and transportation, will not
have access to gas produced from those lands within its borders, but
must instead stand by as the gas moves into the interstate system and
beyond the reach of the citizens of the state which supports the de-
velopment of the resources.

2..The bill, immediately after enactment, would outlaw future joint
venture arrangements, on Federal lands, between'major oil companies" [Sec.
210(a)(1)]. Within one year after enactment, no major oil company may
continue to engage, directly or indirectly, in any joint venture, established
prior to the date of enactment, on Federal lands, with any other major oil
company. [Sec. 210(2)] This will result in a major restructuring of the oil
and gas exploration and production effort, on Federal lands, and will most
certainly result in a greater concentration of ownership of gas reserves
on presently leased Federal acreage, at a minimum. Clearly, on currently
leased Tederal acreage, wherein one or more majors are co-owners, it is
difficult to conceive how any such joint venturer, other than a major,
would have the capital to buy out the other joint venturers, when consi-
deration is given to the huge lease acquisition costs incurred on such
ventures, and the value of productive reserves to be so sold or bought.
As to future Federal lands acquisitions or ventures, it remains to be seen
'just how much diversification of ownership will occur, should this bill be
enacted. o

Insofar as joint ventures on private lands are concerned, effective imme-
diately after enactment, it would be unlawful for a major oil company to
enter into joint ventures with any other person, whether a major oil company
or not. [Sec. 210(b)(1)] Joint ventures have historically formed a principal
means whereby capital can be pooled on high risk ventures, and whereby sound
production methods can be maintained in a common reservoir where there is
multiple ownership of minerals. Joint venture arrangements are a virtual
necessity as production moves into secondary and tertiary recovery phases.

he language employed with respect to joint ventures [Sec. 210(4d) (3)] very
probably would preclude the continued use of farmout arrangements which operate
largely in favor of the independents, both small and large. Much of the
acreage controlled by the major oil companies has traditionally been made
available for exploration by the independents on a farmout basis, whereby

the major will authorize the independent to conduct exploratory operations,
with the major o0il company also maintaining some ‘degree of control over the
timing and extent of the exploration or development effort. Most certainly,
should the party owning the lease farm that lease out to ancther, and rectain
an interest in the minerals produced, as is consistenﬁly the case, such an
arrangement would establish a "community of interest in the purposes of the
undertaking." Clearly, if the present practice of farming out acreage by

the majors is inhibited, the result will be that the majors will be compelled
to explore and develop the large blocks of acreagewhich they have under lease,
and here again the end result will be a greater concentration of ownership
of gas reserves in the hands of a few.

-



The effect of the bill's prohibition of joint ventures, and its consequen®
effective prohibitlon of farmout arrangements, will have a pronounced ar
competitive effect and unquestionably many of the independent producers v i
be forced out of business. The major companics currently have the financial
capability of asscembling large blocks of acrcage and paying the large lease
acquisition costs therein involved. Most of the independents do not. The
majors also have the financial capability of supporting the extensive seismic
and geophysical work which is necessary for a preliminary evaluation of any
potentially productive acreage, prior to its exploration. Most of the in-
dependents historically have not demonstrated the financial capability to
undertake these aspects of gas prospect acquisition, evaluation and explora-
tion. 1f, therefore, many independents are denied the opportunity of making
farmout arrangements with the majors, it is most reasonable to assume that
these independent producers will be compelled to leave the business since
they do not have the financial capability to undertake those functions which
the majors have historically performed in assembling acreage blocks and con-
ducting the necessary preliminary work.

The Federal Trade Commission is charged with the responsibility of enforcing
these joint venture prohibitions. [Sec. 210(b) (3), et seq]

As to joint ventures between major o0il companies and independent producers,
the Federal Trade Commission is authorized to permit such ventures, on a

case by case basis, if it determines that to do so would be "consistent

with the policy of maximizing competition in the petroleum sector of the
economy." Insofar as this proviso is concerned, it should be noted, however,
- that for the first time the Federal Trade Commission is called upon to
exercise expertise in an area.where none has heretofore been developed.

The standards it might therefore employ, at least in the short or mid-term,
may be totally inconsistent with the national goal of increasing domestic
energy supplies. '

3. The bill converts interstate pipelines into common carriers.
[Sec. 207(c)] This is a marked departure from the pattern developed in
the industry over the past thirty-five years, for historically each pipe-
line has maintained its own gas procurement effort and has obtained gas
supplies for non-discriminatory distribution among all its customers.
When the pipelines become common carriers, as mandated by this Act, this
means that the pipelines can be compelled to transport gas for certain of
its customers who have the financial resources to purchase their own gas
supplies, and unquestionably this provision will result in situvations where
some custcmers on the same pipeline are receiving adequate gas supplies
while others are not, and where certain localities served by the pipeline
arce receiving adequate service while others are not. Smaller gas users
will be disadvantaged under this arvangement inasmuch as the gas supply
which the pipeline would have obtained for the benefit of all customers
will be subject to ownership and control by the larger gas user who has
a supcrior bargaining position in contracting for its own gas supply.

4. The bill empowers the Federal Power Commission to allocate gas
supplies among interstate pipelines. [Sec. 209(b) and () As previously
noted, each pipeline has historically maintained its own gas procurement
effort, and today we find a situation in which some pipelines have achieved
a greater degree of success in seccuring pas supplies for their customers
then have other pipelines. With the advent of FPC allocation authority
between pipelines, the provident, well-managed pipeline will be compelled
to share its gas supply with the pipeline which was less successful or
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agpressive in its gas procurcment efforts. The customers of the provide.
pipeline will see the gas supply which they have in part paid for taken
from them and sold to customers of the less provident pipeline. While
the bill provides for compensation to be paid to the pipeline from which gas
is taken, there is no adequate provision for protection of that pipeline's
customers in terms of future availability of gas. That gas which is di-
verted today from one pipeline for the benefit of customers on another
pipeline will, in all probability, never be replaced, and accordingly,
the customers of the pipeline from which gas is taken can never truly be
made whole after the allocation effort is once undertaken. The effect
of FPC allocation of supplies between pipelines upon the developing re-
gional polarization threatening national unity is evident. '

5. The bill also works a fundamental change in industry structure
through its extension of FPC control over an emerging synthetic natural
gas industry. [Sec. 203(d) (2)]

At the present time, SKG facilities are non-jurisdictional with the Federal
Power Commission, and this means, most simply, that pipelines and distri-
butors which are considering entry into this line of endeavor are not
able to obtain rate base treatment of the investment to be made in SKG
facilities. This will change if S. 692 is enacted and there will be a
complete rate payer underwriting of the risks inherent in a line of acti-
vity which has yet to demonstrate economic feasibility. Another conse-
quence of the extension ef FPC jurisdiction to SNG operations will be

a drain upon the very limited quantities of hydrocarbon feedstocks pre-
sently available in this country. I1f-SNG activities rcceive rate base
treatment, vitually all impediments to the development of this industry
will be removed, and those who engage in SNG activities, with the finan-
"cial underwriting of the pipeline rate payers, will demand and unquestion-
ably receive such scarce national resources as naptha, refined from petro-
leum, and natural gas liquids. Since the total cost of the SNG feedstocks
will be of no real concern to the pipeline SNG operation, then we may
reasonably expect to see large quantities of very scarce natural gas
liquids diverted from higher and better uses to the SNG process. There
are, of course, tremendous conversion losses involved in making SNG from
natural gas liguids and from naptha, and these feedstocks are vital to

the continued existence of such industries as the petrochemical industry
and the textile industry. DMany uses by the petrochemical industry of the
same feedstocks, which will be diverted to SNG plants, have no substitute, and
the diminished Advailability of the feedstock, and the higher prices which
will result from vastly increcased demand, will produce a severe impact
upon the petrochemical industry and consumers of its products. All of
these observations do not, however, apply to coal-based SNG.

The changes to Sec. 2 of the Natural Gas Act [Sec. 4 of the Committee
print], and the definition of "synthetic matural gas" thereunder-would
appear, at a minimum, to extend FPC pricing authority over the delivery

of synthetic natural gas to an intrastate pipeline. Howe&ér, it is dif-
ficult to determine from an examination of the proposed amendments to

Sec. 2 of the Natural Gas Act, in this particular, whether FPC jurisdic-
tion will end with the pricing of such deliveries to the intrastate market
or the ramifications of such expanded FPC authority.

v
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I1. Changes in the Federal-state relationship.

1. As already noted, the bill extends FPC jurisdiction to the
intrastate market.

2. The bill also requires Federal control over one aspect of the
retail rates at which natural gas is sold. [Sec. 206(a)] Uistorically,
retail rate regulation has been a state or local prerogative, but the
present bill dictates end use rate designs and charges state utility com-
missions with the duty of enforcing the Federal standards. [Sec. 206(b)]

3. The bill extends the jurisdiction of the FPC to empower the
Commission to compel reporting by states and local units of government
with respect to all aspects of natural gas exploration, production, develop-
ment, conservation practices, and regulatory functions. [Sec. 207(g)] The
bill also extends FPC reporting jurisdiction to producers and pipelines
which have, heretofor, been subject only to whatever reporting require-
ments may have been imposed by the state or local regulatory units with
respect to intrastate operations. [Sec. 207(g)]

4. The bill purports to limit the amount of state-owned royalty
gas, which is subject to the ownership and control of the state, to a
total of one-eighth of production [Sec. 203(j)(3)], ignoring the fact
that most producing states have for years provided for a state royalty
"on state-owned lands of one-sixth productien. Such notwithstanding, the
provision raises serious constitutional questions.

5. The bill extends Federal controls over the end use of natural
gas in the intrastate market. [Sec. 208] Specifically, boiler fuel usage
within a state, whether a result of intrastate or interstate production,
is subject to control by the FPC without regard to the wishes or needs of
the local community involved.

6. In establishing a preference or priority for agricultural natural
gas usage, the bill extends FPC authority to force allocation of natural
gas supplies to agricultural usage, in the intrastate market, should the
Commission determine that the state has not, "within 180 days after the
date of enactment ..., taken action substantially consistent with the
purposes' of this provision. [Sec. 209(a)(2)]

III. Changes in the structurc of regulation.

l. The structure of producer regulation is changed in the following
respects. Many producers neot heretofore subject to FPC jurisdiction are
made subject thereto.[Sec. 203 (j)(2)] Producers are told what length of
contract they may lawfully enter. [Sec. 202(g)] Producers are told that
they may not have gas produced from Federal lands transported to their
own facilities for company use. [Sec. 207(f)] Producers are told that
their production activities on Federal lands must be specifically spelled
out and approved by the Department of the Interior and by the Federal Power
Commission. [Sec. 207(d)] The reporting requirement of producers is
vastly expanded. [Scc. 207(g)]

S



2. With recpect to the pricing of natural gas at the wellhead,
the bill creates a multi~ticred pricing structure which is difficult of
conclse summation. Before it can be determined what the lawful price is
for a producer sale in either inter- or intrastate cowmerce, it must first
be ascertained when the particular gas in question was dedicated to either
inter- or intrastate commerce [Sec. 202(6)];and, the specific character of
the producer who proposes to make a sale, i.e., whether he is a "small
producer" [Sec. 202(13)], an "independent producer" [Sec. 203(1)(4)(c)],
a "producer" [Sec. 202(9)], ora "major integrated petroleum company"
[Sec. 203(1)(4)(b)]. Again, before the appropriate price can be deter-
mined, one must also know whether that gas is associated or non-associated
[Sec, 203(1) (4)(C)]) and whether it comes from Federal lands offshore
or vhether it is produced onshore. After these determinations are made, and
they will in the future be made by the Tederal Power Commission after
protracted proceedings, then the appropriate price for a producer sale
can be determined in accordance with the following:

a. If the sale is a sale of old flowing gas is intrastate
commerce, the bill has no apparent price effect. It should be noted,
however, that should an independent producer who is delivering non-
associated gas from an onshore well to an intrastate pipeline, under a
contract entered into prior to enactment, and that contract expires sub-
sequent to enactment, with the producer recommitting or rededicating

. that supply to the intrastate pipeline; the new contract or rededication
would seem to qualify as "exempt natural gas," or "natural gas which ...
was not dedicated to interstate commerce prior to January 1, 1975."
[Sec. 203(1)(4)(C)] 1If so, the producer would thereby be entitled
to receive the exempt Btu equivalent price. [Sec. 203(1)]

b. If the sale is of old interstate gas, the price to be
received by the producer is that price determined by the Commission for
old gas; these prices are frozen in perpetuity, except to the extent that
the Commission specifically and individually grants rate increases on the
basis of added costs or the costs of "deeper drilling." [Sec. 205}

c. New interstate gas produced from the offshore Federal
domain will qualify for one of two rates -- either a rate as yet unde-
termined by the FPC but falling within the range of 40z to 75¢ per Mcf
[Sec. 203(g)], or a rate for a small producer which is 1507 of the
latter rate. [Sec. 204] If, however, the producer proposing to make
the sale of new gas from the offshore area has had the gas available
for sale more than two years and cannot demonstrate justification for
failing it to sell it on an earlier date, his gas will be priced at
the FPC set rate for old flowing gas. [Sec. 203(e)]

d. New gas produced onshore whether sold inter— or intrastate,
will qualify for any onc of several rates dependent upon the particular
circumstances presented. (1) If the onshore sale is by a major producer,
the rate will be that set by the FPC in the range of 40¢ to 75¢ per Mcf.
[Sec. 203(g)] Once commenced at this rate, it cannot escalate except in
accord with the very limited circumstances set forth in Sec. 203(b) and
(c) of the Act. (2) If the gas is produced from Federal lands, and if
the seller has withheld the gas from market for two years without justi-

.
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fication, he will be denied this rate and will be cofipelled to sell at th.
old FrC rate for flowing gas in the particular arca in question. [Sec. 203(c)]
(3) 1If the onshore sale is by a small producer, he can sell at 150% of the
. rate permitted the large producer (Sec. 204). (4) If the onshore

sale is by an independent producer, he may receive any price up to a

price which equates, on a Btu equivalency test, with the price for new
crude oil. [Sec. 203(1)] At current new crude prices, this Btu rate will
be in the range of $2.00 per Mef. It should be noted, however, that a
producer who attempts to take advantage of the Btu cquivalency rate is
subject to a plowback requirement which will be discussed hereinafter.

The Btu equivalency rate is by no means certain; if the appeal presently
pending before the Temporary Emergency Court of Appeals in Consumers

Union v. FEA results in a decision that the FEA unlawfully decontrolled
new crude prices, then it is impossible to predict at this time what rate
will be. generated for new gas sales since that rate will be tied to what-
ever determination may be made by the FEA as the proper price for new
crude, subject to Congressional review. Also, if the Congress takes af-
firmative action to control new crude prices or roll back prices from
their current levels, this would have a direcct impact upon the Btu
equivalency rate for new onshore gas. Thus, the application of this
pricing standard is one of uncertainty at the present, and will be sub-
ject to monthly variations even if the FEA is permitted by the courts and
by the Congress to let the price of new crude float at market levels.

e. Associated gas -- that which is produced in conjunction
with the production of crude 0il -~ can never qualify for the Btu equi-
valency rate, but can qualify for the FPC new gas rate of 40¢ to 75¢
per Mcf if the associated gas in question meets the tests of new gas
as set forth in the Act. [Sec. 203(1) (L) ()]

f. All of the price conditions discussed-above are subject
to further change through operation of the new gas definition contained
in the bill. [Sec. 202(6)] If the contract of sale is one of twenty
Years or more, then the pricing standards set above apply, if, however,
the con tract of sale is for a period of time between ten and twenty
years, then the producer can obtain a rate of only 75% of the rate
which would otherwise apply.

3. The Btu equivalency rate discussed above for new onshore dedi-
cations 1s structured so that the producer who attempts to collect such
a rate is under an obligation to "plowback" all revenues in excess of
50¢ per Mcf which he receives. [Sec. 203(1)] The plowback obligation
shall be enforced by the Commission, and the Commission is authorized
to collect from the producer all plowback sums not properly invested
and deposit these suwms in the general fund of the United States Treasury,
thereby becoming a collector of revenue. [Sec. 203(1)(3)] In order to
meet the plowback obligation, the producer must, within two years of
the receipt of funds in excess of:50¢ per Mcf, expend all such excess
revenues in activities relating to the effort to produce new gas.

[Sec. 203(1)(2)] M



Sec. 203(1) 1is entitled "Excemption of Independent Producers Onshore"

and at first reading might secem to accomplish that result. As a practical
matter, however, any independent producer attempting to utilize Sec. 203(1)
will find himself far more heavily regulated than he is under other pricing
provisions of the bill, and may find that gas exploration and development
is potentially disastrous, from a financial standpoint, under the excempt
price mechanism,

The problems inherent in Sec. 203(1) are legion. First, as pointed out
above, the lawful rate therein established is tied to the price of new
domestic crude oil, which as also noted above may float up or down. ‘But,
of course, the producer who commences deliveries under Sec. 203(1) must
do so under a minimum ten-year contract, and he may not discontinue
deliveries without FPC approval even if downward price fluctuations
render his operations totally unprofitable.

Secondly, Sec. 203(1) is economically unsound for gas costing over

4¢ per Mcf. Ifaproducer sells under this Section at $2.00 per Mcf,

he must, from date of first receipt of revenues, pay his royalty owner

a percentage of the gross revenues. This percentage, on the average,
for new gas will be at least 16%, or 32¢ per Mcf. The producer is also
obligated to pay state severance taxes, which currently run in the range
of 14¢ per Mcf on a $2.00 sales price. Thus, while Sec. 203(1l) apparently
. provides a producer with a 50¢ per Mcf price to cover his costs, it is
obvious that after payment of royalty and severance taxes the producer
will have only 4¢ per Mcf to cover his actual costs of exploration and
preduction and provide a return on his original capital investment. He
cannot use the $1.50 per Mcf balance of his $2.00 sales price to cover
costs and return, because this $1.50 must be expended for additional
production efforts, "in the succeeding or next succeeding year following
the collection of revenues." [Sec. 203(1)(2)]

In every instance, therefore, where the cost of new gas exceeds 4 per
Mcf, use of Sec. 203(1) will result in a loss to the producer.

Thirdly, consider the following. Sec. 203(1)(4)(d) describes plowback
expenditures, for which credits will be allowed as "any expenditures

for reasonable and prudent activities to explore, develop and produce
exempt natural gas or new natural gas ...." Does the use of the con-
junctive "and" require an interpretation that should the producer under-
take to explore for new or cxempt natural gas and encounter a "dry hole,"
would such expenditures fail to qualify as credits or offsets against

the §1.50 realized in the sale? If so, and if the producer took advan-
tage of the exempt price mechanism and sold his new or exempt gas for $2.00
per Mcf, he would first pay 32¢ per Mcf to the royalty owner, l4¢ to the
state in severance taxes, expend $1.50 per Mcf in the unsuccessful venture,
only to find that he was required to pay or remit an additjional $1.50 per
Mcf to the FPC at some time in the future. This would clearly inhibit

gas exploration efforts since the independent producer would be.placed

in a position of incurring a substantial cconomic penalty in all instances
where his exploration effort was unsuccessful.



Fourthly, it is anomalous that a major integrated petroleum company may
“lawfully sell new gas at 75¢ per Mcf, under Sec. 203(z), and incur no
plowback obligation, while an independent producer, if he sells at 75¢

per Mcf under Secc. 203(1), would incur a 25¢ per Mcf plowback responsi-
bility. The obvious theory of the "all over 50# per Mcf" plowback feature
is that revenues over 50¢ per Mcf represent a windfall to the producer.
This cannot be reconciled with the recognition in Sec. 203(g) that costs
plus fair return may justifya current rate of 75¢ per Mcf, with escalations
for inflationary changes.

Fifthly, inasmuch as the provisions of Sec. 203(1) (2) preclude the "banking"
of costs end require the expenditure by the producer of his plowback money
within the first two years following receipt of revenues in connection with
a Sec. 203(1) sales, it is questionable whether = prudent operator can
always have sufficient new gas prospects to absorb his plowback obligations;:
the legislation may thus force an uneccnomic expenditure for gas activities
when the operator could put the funds to be better use in searching for oil.
This raises yet another anomaly. ’ :

Under the plowback provisicn of the exempt gas mechanism, expenditures on
new ventures, which result in the discovery and production of o0il, would
clearly not qualify as an offset against the $1.50 per Mcf excess over
the 50¢ per Mcf threshold. Thus, should the producer, in an attempt to
earn qualified plowback credits, undertake to drill for and produce natural
gas, and suffer the misfortune of finding oil, this discovery would operate
to require that he remit to the FPC, at some time in the future, $1.50 per
Mcf. This then has the result of rendering the prior successful gas ven-
ture uneconomic. ’

Next, waht are the _
Next, what are the overall income tax consequences of the plowback mechanism?
Clearly, the producer would be required by current income tax law to pay
income taxes on the basis of gross receipts. Therefore, should he make
a sale under the exempt mechanism, and sell gas for $2.00 per Mcf, and
either fail to reinvest $1.50 per Mcf, in accordance with the plowback
requirements, or make such investments, which do not qualify thereunder,
because he discovered oil or encountered a dry hole, the producer would
then be required to remit to the FPC at some time in the future $1.50 per
Mcf, with no provision whatsoever for recovering or recouping the income
taxes paid on the gross producer price in the ﬁast. By no means does this
analysis propose to make an indepth study of the interrelationship and
impact of the Internal Revenue Code and IRS regulations, however, the
potentially disastrous economic consequences of the implementation of
the plowback mechanism, without regard to Internal Revenue taxation
policies is self-evident. )

4. The pricing structure built into the legislation discriminates
between producers and constitutional questions under the equal protection
clause are clearly raised. In addition, the plowback provisi%n, since tied
to payment of funds Lo the United States Treasury is clearly a revenue
measure, which did not originate in the House of Representatives, Additional
problems are raised thereby, ‘

- 10 -
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Statement before the Federal Power Commission
Re: Priority Use of Natural Gas for Irrigation
Hearing Room F
Federal Power Cormmission Building

Washington, D. C.
20 May 1975

Judge Curtiss L. Wagepr; «J presiding

Judge Wagner, thank you for affording me the cpportunity to preseont
my views on the Federal Power Commission's Opinion Number BO7-A,

Docket Number RP72-6 of 19 December 1974, which downgradec. the priority

of natural gas used to pump water for irrigation, from Priority 2, to

Priority 3. As the Covernor of the State of Kansas, I wish to express my
3 ’ !
~oncern relative to that decision, and to respectfully reqguest that you reverse
that decision. VI feel strongly that use of natural gas to pump irrigation water
for agr"iciiltu:*m production should be given high priority, the highest priority
practicable in these trying times of dwindling natural gas supplies.
M. Chairmah,:]ﬁ speak as Gpvernor of an ener*gy'pr*o?;ucing;state,

and a state in which agriculture is of great importance. In 1974, we in

KKansas produced closc to 900 billion cubic feet of natural gas, and consumed



onl-y GO0 billion cubic lfeet within our boundaries. Th@“CFor*c; we p;;ovidcd
approximately 300 billion cubic feet of natural gas to other parts of‘this
country. In addition, of the 600 billion cubic feet of natural gas consumed
in Kansas, over 100 billion cubic feet was used to extract oil and gas. from
our oil and gas fields, and to move those fuels through pipelines leading to
consumers throughout this great nation. Like you, I am greatly concerned
to see the natural gas reserves of our great Hugoton field being depleted.
We have observed the pressures in the Hugoton pool gradually decline over
the past decade, from G03.4 psig iﬂ_1968, to 212:2 psig in 1874. We now
estimate that the Hugoton pool has a life expectancy of less than 12 to 15
yéar-s . This Office is well aware of the SG:I"'IOUSI’WE"SS of the natural gas
situation, and fully appreciates the urgency to use ouf remaining natural
gas‘supplies for only the most essential needs.

In addition to being ah energy producing state, Kansas is als;o an
important agricultural state. We export foodstuffs, some of which are
grown on irrigated land. 1 trust there is.no need to amb,}if’y the importance

1

of Kansas as.an agricultural state; we rank No. 1 in wheat production, No.

2 in 1-;o’ca1 cropland under cultivation, and No. 3 in total farm acreage in ti;@
United States. Last year, Kansas ranked fourth in the United States in

total agricultural exports, with a total dollar value of over $1.6 billion. We
in Kansas, exported ov‘er‘ G7 percent of our wheat pr;oduction ,=050 pe.r‘c:ent of |

our soybean crop, and 25 percent of our grain sorghum @nd corn production. *

These exports are an important ingredient in this nation's balance of pay-
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ments. Approximately 4 percent of our wheét is produced on irrigaled
land, 19 peréent of our grain sorghum is r*aiéed on irrigated land, and
80 percent of our corn is grown under irrigation. Thus, crops produced
on irrigated land in Kansas play a significant role in the total food pro—
duction in this country, the food exports of this country, and the balance
of payments for this nation. If it had not been for the extra exports of
agricultural products in 1974, the dramatic decline in exports of non—
agricultural products would have resulted in a negative balance of péy— ,
ments for this country. Instead, exports of agricultural products, many
of which were grown on irrigated lands, more than offset the reduction in
exports of non—agricultural pr*odulcts, giving the United States an overall
trade surplus of $2.8 billion. 1 believe- the above facts must be given
careful consideration as we decide priority uses of natural gas.

In Kansas, approximafely IQ percent of our cropland is i:ﬂrigéted.
That irrigated land produces more than 25 percent of our annual crop
yield.: Of the 2.5 million dcres of irrigated land, 77 per.“_c.ent is irrigated
by surface me‘athods and 23 percent by sprinklers. There are an estimated
28,000 irrigation pumping units in Kansas, 60 percent fueled by natural gas,
15 percent by propane, 10 percent by diesel, 2 percent by gasdlme, while
15 percent are electr‘icl:“power‘ed . The 22.8 billion cubic feet of natural
gas used annually to opérate our irrigation pumps in Kansas 4 Pepre$ents

only 2.5 percent of the annual production of natural gas in IKansas.

Interruptions of irrigation due to non-availability of fuels could
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résult in dramatic reductions in agricullural pr*oducti(}n on irrigated lands
in Kansas. The mggnitude of the effect of intor‘rupti_ons of irrigation water
depends on many factors: water storage capacity of the soil, amount of
water stored in the soil at time of interruption, stage of crop development,
duration of interruption, and water requirements of the crop. The watef
storage capacity of most irrigated lands in Kansas averages 1.0 inch per
foot of scil. Most of the important agricultural crops grown in Kansas use
approximately 0.8 inch of water per day for normal growth, and the need
for this anmount is especially critical at tasseling and silking stages in
corn, and the boot to heading time in grain sorghum. Yield reductions

of 25 to B0 percent can be expected by lack of water for periods of as

little as one to two days during the tasseling stage of corn. Under optimal
conditions, one can expect significant reducticns in corn and sorghum
yields if the soil is not completely Pechar*ged every 5 to 6 days. Obviously,
the amount of yield reduction will increase as the period of water denial is
increased, leading to total crop failure in as little as 13 days. The impor—
tance of proper water management can be illustrated by comparing the
following 1972-74 production figures from irrigated and non—irrigated landé. .

in western Kansas.

non—irrigated irrigated
wheat " - 23.6 bu./a. 48.3 bu./a.
sorghum ) 58.2 bu./as . 84.3 bu./a.

corn 87.0 bu./a. 101.7 bu./a.



It is apparent, therefore, that proper, uninterrupted irrigation is necessary
to sustain the food preduction which is so important to this nation. As
exemplified- in the preceding material, use of na;tur‘al gas for irrigation might
‘be considered in the same light as Priority 2 use of natur‘él gas for irndus.tr*ial
plant protection.

Basically, it might be argued that natural gas use for agricultural

irrigation could be considered "process gas"

, and, therefore, qualify for
inclusion in Priority 2 as defined on page 18 of Opinion No. 697-A. The
critical part of that definition involves the non-—avail_ability of alternate
fuels for the irrigation pumps. To be sure, alternate fuels are technically
available for the 16,800 natural gas fueled irrigation pumps in Kansas,
however, since natural gas fueled pumps cannot be convérted to diesel or
electrfcity by merely installing a simple attachment, 16,800 pumps would
need to be replaced. |

Replacing 16,800 natural gas fueled irrigation pumps with heavy
duty industrial diesel engines in the 100 to 225 horsepower range is not

possible in less than 8 to 10 years. The total United States annual pro—

Y k.

duction of industrial diesel engines suitable for use fco power irrigation
pumps is approximately 12,000, Even if Kansas irrigators would be
fortunate enough to secure 20 percent of the total annual United States
production of heavy duty diesel éngiﬁes, they would neced seven years to
replace the 16,800 natural gas fucled pumps. Such a E;tl*%’itegy of course

would not provide a supply of diesel engines to replace worn out diesel



engines already in service in the irrigation ficlds of Kansas and other
irrigated ar*c:as in the United States. Therefore, although it is theoret—
ically possible to replace our 16,800 natural gas; fueled irrigation pumps
with diesel engines, it is not a realistically feasible option at this time.
The same type of reasoning applies to gasoline powered pumps, with
even greater supply constraints.

- A second alternative would be to replace the present natural gas
fueled ir‘:*igatibn pumps with electric powered units. In this case, both
the supply of industrial electric motors and availability of electricity wculd
be severe constraints, with electrical supplies being tl.ﬁe most critical. In
1974, the state of Kansas had 3,871 MW of firm electrical generating capac—
ity; the peak demand during the irrigation season was 3,870 MW. The 100
MW excess would not be sufficient to absorb even & small portion of the
600 to 800 MW requirement of irrigation now served by natural gas fueled
pumps. At the present time, irrigators in western Kansas are being
refused hookups For irrigation needs. Significant additions to the electriczal
_generating capacity in Kansas are not expected uhtil 1978. Therefore,
conversion of our natural gas fueled irrigation purnps te electricity wiil An-ot
be a technically feasible alternative until at least 1978 when we expect some
additions to our electric generating capacity. )
Judge Wagner‘, as you arc aware, a significant part ef our state szt

cope with the problems of insufficient rainfall. The solithwestern portion of

our state, in particular, is often subjecétcd to drought conditions, and the
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ability to produce agricultural commoditics is d&:pendcnt upon it“r“igation.
Therefore, basced on the critical need for an uninterrupted supply of
water for agricultural irrigation, and the unavailability of .alter‘nate fuel
sources for irrigation pumps, I respectfully petition you to reverse the
Federal Power Commission's decision to downgrade natural gas used for
agricultural irrigation pumps from Priority 2 to Priority 3.

As T stated in my o_pening remarks, I am well aware that this
nation currently faces a serious natural gas shortage, a shortage which
will become even more momentous within the next two or three years.

In view of an increasing Shél"ta.ge of all forms of energy, Kansans
have unselfishly responded to the urgency of the situation through successful
conservation efforts. The signif’licant reduction in. gasoﬁne cdnsumption frormn
1 billion 518 million gallons in 1€73 Lo 1 billion 481 million gallons in 1974
(5.7 percent reduction) exemplifies the effectiveness of rmeasures being
undertaken. However, this approach in itself is not adeguate. We must
proceed to increase our exploratory efforts in a favorable economic
atmosphere. We cannot expect exploration to increase our supplies of
ﬁatur*al gas unless we create economic incentives for exploration. 1 am
of course referring to the need to deregulate the wellhead price of new
natural gas, and to provide some types of incentives so that high risk capital
can become available for exploration, and for enhancéd recovery oF]oun“

. S
known reserves. [ am also advocating exploration and production on the

outer continental shelf arcas. We must accelerate our efforts to increase



oup cnergy reserves.

- While we are attempting to increase the jamour\t of energy available
for this nation, increased efforts must likewise be made to reduce encrgy
waste. As you realize, agriculture accounts for less than 3 percent of the
total energy consumed annually in the United States, however, we in Kansas
are conducting an aggressive program to reduce energy waste in agriculture.
Three major agricultural activities are relatively large consurmers of energy
in Kansas: ir*r‘ié;ation, fertilizer production, and gl"ain drying. Realizing
the need for more efficient use of energy and water for irrigation purposes,
the Kansas lLegislature and the Kansas Agricultural Experiment Station
established the E{vapétr‘alnspor‘ation Laboratory at Kansas State University
in the late 16680's. Basic and applied research of the Evapotransporation
Laboratory have resulted in the development of technigues which make
possible higher crop yields, while at thé same time using less fuel and
water. As early as 1889, the Kansas Water Resources Board established
" procedures and policies whidh would result in a 25 percent decrease in the
guantity of fuel and water necded pzr acre of irrigated land in Kansas.
Active programs by our Cooperative Extensioh Service and the Kansas
Agricultural Experiment Station are malking progress towa.rd the realiza—
tion of that goal.

<

The relationship between nitrogen fertilizer and crop production

g
-

is well known. For several years now, agronomists in Kansas universities

have been actively engaged in rescarch to maximize crop production, yet
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minimize fertilizer usage. As you know, natural gas is the feedstock in
the manufacturae offﬂtroger1fertﬂizcr3 thus any‘roduciion in fertilizer usage
is a reduction in natural gas consumption. Im1974ﬂ75,1he Cooperative
Extension Service at Kansas State University conducted training sessions
for farmers and fertilizer dealers in each of our 105 counties, stressing
the efficient usage of fertilizers. Soiltesthwéis an excellent method to
reduce fertilizer waste; Kansas is one of only a-handful of states which
offer this service to its producers. During the last year alone, the number
of soil samples analyzed by our state laboratories increased by 30 percent,
a direct result of our educational program.

Much grain produced on irrigated land must be dried before it can
be stored in elevators. Most grain drying is done with natural gas or
propane. Beginning in the 1260's, the Department of Agricultural Engineering
at Kansas State University began sfudiés on the use of solar energy for grain
drying. That research effort was accelerated in 1873. It appears that within
- the next five years, grain drying utilizing solar energy, dryeration, and low
heat will significantly reduce the amount of natural gas currently being used
fo dry grain in IKansas.

This shoutd give you a good idea of some of our effarts to reduce
consumption of natural gas. But these efforts should not be negated by the
imposition of a low priority for the ytilization of natural gas f;Egr‘ irrigation

purposes. -

Gentlemen, I wish to again emphasize that uninterruptable supplics
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of natural gas arc ess_ential to irrigation agriculture, and that we in Kansas
are making every cffort to reduce waste of mnatural gas in agriculture. Thanlk
you for your concern and attention. | I trust you will give serious consideration
to reversing your Opinicﬂn of 19 December 1874, and will reinstate use of

natural gas for irrigation pumping into the Priority 2 category.

Robert F. Bennett
Governor

4
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Natural Gas Regulation by the FPC.

Presented to Interim Study Committee on Natural Gas
June 12, 1975

Natural gas field-price regulation began in 1938 with the passage of the

‘Natural Gas Act by the 75th Congress. The Natural Gas Act resulted from
"a report by the Federal Trade Commission on the inability of state

regulatory bodies in two different regions to be efiective. In the east
the switch from manufactured gas to cheap natural gas was creating

- enormous profits for the pipeline companies. West Virginia, the state
primarily concerned, attempted to put a 1lid on prices but the pipeline
* companies had only to extend their services to Ohio and Pennsylvania

which were eager markets for the product. A number of legislative

“attempts to halt the export of this gas were ruled uncomstitutional.

In our region, the problem was one of an excess supply of gas. Well-

- owners could cap their wells, hoping to avoid bitter price wars and
*expecting to realize a better profit at some later date, but if one well

in the field opened production then pressure and supply for all of the

‘capped wells were reduced. This problem could only be solved by regula-
tion which controlled production so as to prevent drainage or by nege-

© tiation among all producers in the field. Unfortunately the fields were
‘large, producers numerous, and the common interest was poorly understood

so only regulation was a viable alternative. The Natural Gas Act was
designed to respond to the problem in Appalachia, regulation of the
*pipeline companies, not producers, leaving the second problem to the
states.

Section 1b of the ﬂatural _Gas Act contains the crux of the FPC's role
and is the source of most of the subsequent litigatiom.

1. (b) The provisions of this chapter shall apply to the transpor-
tation of natural gas in interstate commerce, to the sale in interstate
commerce of natural gas for resale for ultimate public consumption for

‘domestic, commercial, industrial, or any other use, and to natural gas
- companies engaged in such transportation or sale, but shall not apply to
~any other transportation or sale of natural gas or the facilities used

for such distribution or to the production or gathering of natural gas.

‘[emphasis added]

In 1948 the FPC decided to clarify the limits of its jurisdiction with

~finality. The case chosen involved Phillips Petroleum Company, the

biggest independent gas producer. In 1951 the FPC voted 4-1 that Phil-
lips' sales to interstate pipelines were an integral part of its exten-
sive gathering process and, as such, were exempted from regulation under

- the Natural Gas Act.

As you all know, the case ended up in the Supreme Court in 1954 as
Phillips Petroleum Company v. State of Wiscomnsin. I might note paren-
thetically that a brief in support of Phillips was entered by the State
of Kansas. The Supreme Court ruled that sales directly to interstate
pipeline transmission companies by independent producers were subject to



FPC regulation but that gathering lines behind processing plants are
exempt from jurisdiction. The intent of the decision was protection of
the consumer from monopoly pricing measures. As a result the FPC has
kept natural gas prices far below the market-clearing level every since

~then. . :

In response to the Court's ruling, from 1$54-1960, the FPC attempted to
regulate natural gas producers' prices on an individual cost of service

‘basie. In 1960, during hearings on the case known as the Second Phil-
-+'Iips case the independent cost of service method was abandoned. One

reason was the terrific backlog of cases which had developed. The
second was the Commission's realization that natural gas producers by

‘their nature could not be classified as public utilities. Contrasted to

natural gas pipelines, which have an opportunity to earn a fair rate of

‘yeturn on their investment, the producer must make high-risk investments
--in the effort to discover gas with no guarantee of success. Because
-producers are very heavily involved in exploration and development as

- well as selling such gas as may be found and produced, production costs
- vary considerably in individual situations.

With the end of the cost of service basis for pricing, the FPC began
regulation by an Area Rate Method. The U.S. was divided into 7 pro-

‘ducing regions and a composite price for each region was determined.
- After more than ten years of adversary hearings and appeals through the

court system, including the Supreme Court on a number of occasions, only
two of the seven areas had complete area price systems. In April 1974,

the FPC issued a rule ending area-rate pricing and establishing a sin-

gle, national price on new gas. New gas is gas from expiring contracts,

‘gas produced from new wells, together with new dedications from intra-

state to the interstate market. This price was initially pegged in

- 50¢/thousand cf, but has risen since then. Actually, the entire re-
‘gulatory function of the FPC is more or less in limbo right now awaiting
the outcome of measures in the present Congress.
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formations throughout the earth in which oil
Is liksly to exist; on probability distributions
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historical discovery rates. Several of these
methods have been combined by the
guthors and their associates in the
development of probability distributions
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EXPLORING KANSAS ENERGY CHOICES
INTRODUCTION

This report highlights and/or summarizes facts pertaining to tﬂe
following: (1) Kansas energy resources and reserves, (2) current patterns
of Kanéas energy consumption, (3) future energy consumption in Kansas;

(éj energy supplies available in the short run, and (5) longer run prospects
for energy éupplies.

Briefly, resources refers to identified energy supplies whicﬁ may or

may not be recoverable under present technologies and economic conditions;

reserves are the assured volumes that can be produced under existing

technology and cost-price relationships.
RESOURCES AND RESERVES

Energy resources within the boundaries of the State of Kamsas include

the following:

" (1) Conventional primary sources

coal-=bituminous and lignite
_natural gas
crude oil

hydro-energy

~ (2) Unconventional primary resources

0il shale
tar sands

solar



~wind
fissionable material
organic products and waste
.U;ilizing the U.S. Geological Survey and the U.S. Bureau ;f Mines
standardized mineral resource terminology, Figure 1 shows the current
ataﬁué of Kansas energy resources and reserves.
Based on the 1973 production of coal, natural gas, and crude oil; the
measured and indicated rés;rves have the following life expectancy if no

new reserves are identified. : , ¥ et

'.Haterial Total Reserves 1973 Production Life Expectancy
' (Years)
Coal 900 million tons 1.3 million tons 692
Natursl Gas 11,900 billion cu. Et. 897 billion cu. ft. 13.3
Crude 0il 454 million barrels 66.2 million barrels 7.0

Figure 2 shows the historic trend of enmergy production in Kansas.

CURRENT PATTERNS OF ENERGY CONSUMPTION
The pattern of Kansas energy for 1973 use is shown by Figure 3. In
ad&ition to the use distribution of primary energy materials the chart
includes electric power.

Data selected from this chart are summarized as follows:

%

Natural Gas . ' _ p_-
Gross production (million cu. ft.) 897,289
Imports : 2,079,962

Total available ‘ ' 2,977,251
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T 5and USBM Standardize
M. .al-Resource Terminology

New definitions for mineral-resource terms havebeen announced jointly = * %

y the U.S. Geological Survey and the U.S. Bureau of Mines. The classificas

ion system adopted is based on the extent of geologic knowledgo about * - v e

nineral deposits, including fuels, and the economic feasibility of their recov-

ry. The chartthataccompaniesthis article was supplied by these ngenciesto 5L

clp demonstrate relationships between the terms.

The Oklahoma Geological Survey has not yet adopted the new classie %

ication system but ig evaluating its applicability to Oklahoma terminology. .
forms of the new system are defined below. Please note that “measured,”
indicated, and “inferred” are applicable for both the reserve and the iden-
ificd-subeconomic components. | g

Resource—A concentration of naturally occurring solid, liquid, or gascous materiale in -
or on the enrlh’s crust in such form that economic extraction of & commodity is
currently or potentially feasible.

[dentified resources —Specific bodics of mineral-bearing material whose location, quale

ity, and quantity are known from peologic cvidence supported by enginecring

measurements with respect to the demonstrated category.

Undiscovered resources—Unspecified bodies of mineral-bearing material aur:_'nised to p

cxist on the basia of broad geologic knowledge and theory.

Reserve—That portion of the identificd resource from which a usable mineral and e
energy commodily can be ecenomically and legally extracted at the time of detere -

minalion. The term ore is also used for reserves of some minerals.

Mecasured —Mnterinl for which estimates of the quality and quantity have been come -

puted, within a morgin of error of lcss thon 20 percent, (rom analyscs and mens.
urcments from closely spaced and geologically well-known samplo sites,

Indicated—Material for which estimates of the quality and quantity have been coms
putcd partly from sample analyacs and meagurements and partly from reasonabla
geologic projections. ‘

Demonstrated—A collective term for the sum of materiala in both measured and
indicated resources.

Inferred—Material in unexplored but identificd deposits for which estimates of the

quality and size arc based on geblogic evidence and projection. .
Identified-Subcconomic resources—Known deposits not now minable economleally.

Paramarginal—The portion of subeconomle resources that () borders on bolng
cconomically producible or (L) Innot commerclally availablo solely becauso of logal
or palitleal circumatances.

Submarginal —=The portion of aubeconomle resources which would requlre a subntons *
tially higher price (moro than 1.6 thnes tho price at the time of dotermination) or g

mnjor conl-reducing advance In technology.

Hypothetical resonrces—Undiacoverod matorialn that may ronsonably bo oxpocied to -

.

exlatin & known mining district under known goologle conditiona, Explorationthat “..p | o

2]
g

b’ - <

v b

TOTAL RESOURGES -

IDENTIFIED. UNDISCB“""?@__“_W E
DEMONSTRATED | HYPOTHETICAL k3
{in dnown lzesvared
Moogurad Indlcaldd tnfarrad’ dhatriets) sistelets) W
= . = : _
ar. & . e ' T
2| ' RESERVES s L
- e} R -
- C o 8
: ) N
g . AR A ' $
vl & ) ) : 2
il - RESOURCES ?
: LU S S 18
4 ‘ f
¢
0 . .
L ! 1 1 |

B mmmnmed UL LT dagraa of geologle espurengs —=—="—

confirms their existence and revenls quantity and quality will permit their reclag-
sification as a reservo or identificd-subeconemic resourca. :

o Bpeculative resources—undiscovered materiala that may occur either in known typee

of deposita in a favorablo geologle setting where no discoveries have been made, or
in aa yet unknown types of deposits that remain to bo recognized. Exploration that

. confirms thelr existento and rovenls quantity and quality wili permit thelr reclas-
siflcation as sesorves or ldentiflod-subeconomie resources,

-

olgtn



T T
ke _ o = 2 = I oo £l E oy ] s ) S I S e i o B G [ R R O N RS S i SOR CE O B e e B B B B e e e e e B e e B e e e B B e e e B R i = (B B
G A I S 08 AL O I O I O B ] 1 = N (P S B 91 0 O W O N T ) ) . % [N N v R 0 (A ORS00 O o ) i 0 L O
) | 1 RN, N A O I 0 O 0 0 i I A

=TS
cT.f‘J'/’,C'?iT—'
i
PR RayA
b
!
i
i
R :
1 ! :
!

’,‘C:'::‘ crs

" .
- _,u‘ R A - —f- PO (DU DU U OO DU (O (DU RO O O D D S DS —|-1..4 |- B D U O S - - he | -
=ladi= = uﬁ =) o o .m.in = B i faafedlis = 5 salyalat = = |_4!11 .\Jlﬁ\nLr - ) — e JE . - = ».4_\\..
L N R E ANNR RN RS g T : : -
S . . - g - -..lwa.\ - U T O - = - -

—
Wa N

L {"
|
|
i
|
1
P lr‘rz' Ve
&6
7O

v.
L
;_;_'/“4’-“

72
i
]
[
\.,
\.
!
|
[
i
L}
L
y
17
[
[}
[

Z
7
N i
PPl P leds B

R AT S

L

|
J |
I
1
|
1.7
prd
Fied
7
S
TN
™~
|
L

AL
/,
e

s
o

|

[

!
F

t
i
]
i
i
i
i
i
i
1
i
1
i
[
]
|
!
i
1
|
!
]
T
i
]
!
]
]
i
i
!
i
=

TR R LN e LA e 1 3 I M b Lk
;M_,,:;nui (o o e -\\;f-#,/ui: A A R
i I - fu_r g 8 & 2y . I I 1.- o 4/1[.... | . I | Y U0 O O O N O O O A A o ) (I [N R o i (o = I o BN
r[-mw_MWFP;MMJ.@mMmH”n-1-¢wlw_“u_.-uhlwl-,wuh, 5 O A e e e e e e
.Ea.w|wﬁ @ 4a=,ﬂ;:i-,14}J,a- S ] e 5 -r,=+r\L;

NN IS T WE AL SN o R 1 1 A
Tx;[w.&m“ B0 001 T R B S - W W i e

4] A N

ol
1"{
|
]
|
o
|
25
}
|
! ]
|
it
T
ZeE
| T
|
b4
A
7
/
|
|
1
1
|
I |
U
i
[
i
T
]
T
i
1
'_
=
<7

]
-

8, 56

|
i
i
3
]
1
|
i
i
/lfl

|
|
1
T
]
]
]
1
T
i/
|
[
|
|
]
1
1
i
]
|
|
|
1
i

-I;
I
|
'

|
1
i
'

i
Ord o =

1

| L
L !

]

|

|

:

[}

]

i

i

\

i

I

|

A

|

]

I

yd

7

|

-

1

]

|

|

]

|

!

|

|

I

\

|

L
l[lﬁ

|
!
¥
2
T
"'i—-t
i
ol
!
;
]
i
|
|
[
]
[
|
|
A
i
i
]
|
T
i
A
i
|
I

|

|
-
s

1

A

]
TG
74
|
|
T
/
[
|
|
]
|
)
|
T
i
T
&/l
SD

1

$ . A

I 1l
FISE
|

i

1

4

|-
i
i
|
“ i

|
[
[
]
i
DS 1T
T
t?jl’ﬂ

1

|

|

[

|

|

|

|

1

|

|

|

1
I

1

7

'

1

i

i

|

1

i

i

]

|

1

]

1

i

]

|

T

1)

|

il
I

A

7]

1

1

[

1

|

T
L

]
Ll

s

|

T

|

i

[

i
i

il
HElk!
1

£
]
]"ch.r
&
Wiy,
i
1
|
|
1
/,r
V.
?
]
‘““‘4\

(=)

- 4 . ‘ iR % -8 N &
_ Q p . Q A
- . N 9 . % N
“ F o e/ au\ Wsaﬂi\%li \h@%\%% l ,_ LR g u_ﬁwmmau cuacw_“muw“m“_uﬂ =Dt N

s b A o om PRV

)

masuiss



4 FOFIT NN el Tt . Y YErTTE YOy Tw e

4 agjuased 1972 duta .

Lapaty laghode sa

eshinstod 1,8 billlen e

. i1, ichen bem < a

wder i aund Baegl. ‘

ecat (lachiding watlen sad”
S AMln RWN )

NATURAL GAS ELECTRIC POWER

Noduced = 004.0 Billen eu. (1,

_ - KA B2
Precomed-1,503,7 billlea ¢, o A OCLETING PLANTS

Geascied « V8.9 bikea KWH
= w{ 1ok vso = 17,0 billloa KWH 2

s Iedyii ol
Ly 3B.4%
g’l:
54
1¢

. ; i.

. T NATLIAL GAS fLcIug powen
E 2 L 100%T, b Billlen cubic fast 160%=17.0 billien KWH
NATURAL GAS !
LIQUIDS ¥

1.4 millicn Bhly,

COAL

' g Y
Prodoced = 1,305,000 teu
INTERINDUSTRY FLOWS OF ENERCY Ei
2 ' ' et Eapshe Rol wa B, B
<1‘.'.s million Ebly. u.‘-.mﬂasu-:>- COAL - | 25,3 thomend by, "QE,“ o
PLANTS .
_ 3 g STATE UM OF CO4L .
‘ 3 B o 10707 wlllien tew
£ /
2 < Il.?b:ln«- cu, fi, Oil ond gwe Fiald unli s e esaii
=5 U.5%
Bevdanticd \ T | e 1.1 billlon cu. n‘. - Pipolives
b : INTIRNAL USE | &
Elechic Powat
1.3 billion KWH i
{meatly 1teticn wa) | -
Notual Ges 1.04 milllon tem 34,0 biklien BIFINIEY GASOUNE
9. billion eubic faot i L 0w Il o 107%034.7 milllen bih,
' Balinaey Sactar 1.1 alilion bbli, 12,4 million
C L8 mllien bbIk, diatlitetes i ‘ kil NGL
ond 1aridualt
e 30.7 million cu. Mty 1ofinery pae | 0.7 billion K\YH : .
N 2.3 wc lllon 885, o3 aillion 1o pemslovm gake !
vaghudat iafney piadwiad LG) N
Mot goialing = 83,9 millics bbls,
) STAR{ CONIUMPTION OF *
BEFINLRIZS . FIOUEUM PRODUCTS
Dlnilicles =34.0 mlilien bhls, @ i el
ol Goreling
Crida tuea tellila : 34,7 wiliion bl v, DISTILLATE
. 134.1 &lition bbla, - _ {1,456 i lilen galiena) 1009, 1 maliien bhls,
Nowae! gas llaulds ok ol oo E Biuitlarest
. CRUDE OIL ' 2.4 oillics bbliy 8,1 million Llla,
. Beilduol Fual Ol®
Procheaod = 43,0 milion bbls, Usfalshod clly Job hal-d.2 milllon Lo, ; 2.0 sillion Lhls,
3.0 miltien bila, HED LxrO2TS o el Flarnic atilings
: Meda Cureling o8 aillien bbla,
/ (Net mocan pela Uauifed relinsey pases (PG = 3,4 aliilen bhls, 31,2 miltion bl N
Ry dudaililon b1} i Distillutes .7 millicn Lbhs,
J;; . 37.7 million bbli, *Lagludes militery sale
S : Cihat » 21,4 willicn blls, Basidual
LR " . ' : 1.0 million bbls,
X . ., . Jot Fual .
3.8 millicn Lbla,
: . LG (1PG)
1.9 millien bbla, »

LANLAS CLOVGSK AL uIY . : ‘ 2
c,. ALY ‘ .



Natural gas (continued)
Exports
Net available
Repressuring, storage & losses
Available for utilization

Utilization

| Pipeline and transport fuels

Natural gas liquids plants, extraction loss
Electric utilitieé
Résidential
" Commercial
Ammonia plants

All other industry

2,314,562

662,689

14,320

648,369

105,595
43,909
176,174
- 96,468
48,902
26,148

147,401

3,772

L

Other

Total 648,369

Crude 0il "

Gross production (barrels) 66,227,000
Imports 79,481,000
Total available : 145,708,000
Exports 9,630,000
Net available (rumns to stills) 136,078,000



Utilization (production from refining)

Exports 185,000

Available for utilization 1;120,000
Utilization

Electric utilities 1,04é,OOQ

Industrial | 67,000

Other 11,000

Motor gasoline (barrels) 85,900,000
Distillates 36,800,000
Residéntials 3,000,000
- Jet fuel 4,200,000
Liquefied petroleum gases 3,600,000
- Other 22,400,000
" Bituminous Coal o
- Gross production-(tons) 1,?05,000
Imports none
Tofal available 1,305,000

FUTURE ENERGY CONSUMPTION IN KANSAS
To have some indication of the potential future requirements for energy
in Kansas forecasts were made by Emerson based on the Kansas input—output

1 ;
model~. Forecasts were made for nmatural gas requirements, gasoline and

.'\ N )
. =
lEmerson, M. Jarvin, Interindustry Projections of the Kansas Economy 1980~
2020. Department of Economics, Kansas State University, Manhattan, Kansas.
1971. .



crude oil, refined petroleum other than gasoline, coal, and electric power,
and are shown on figures 4, 5, 6, 7, and 8 respectively. These forecasts

are basically from historic trends; such things as allocation and conser-

‘vation programs or increased car mileage will alter requirement growth rates.

The overall effect could be one of changing time schedules.

These schedules are also based on continued availability of adequate
quantities of matural gas; crude oil, and coal; Actually, only coal
appears to be present inlgtfficient quantity for long range use whereas

natural gas and crude-oil are being depleted.

ENERGY SUPPLIES AVAILABLE IN THE SHORT RUN
The short run supplies of'energy to meet Kansas needs must of necessity
consist of the following:

(1) increased use of coal for generating electricity and possibly

some other uses;

(2) increased imports of crude oil and natural gas and, if foreign
crude or gas, at a substantially increased price;

(3) the development of as much ﬁew 0il and gas as can be found by

_stepped up exploration; and

(4) continued withdrawals from present in-state reserves of crude
o0il and natural gas.
Available crude o0il and natural gas supplies will need to be allocated

to present uses which in turn suggests restrictions on new gonstruction,

I
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new industry, and possibly exports of crude oil and natural gas from Kansas.
At the same time new types of energy materials should begin to be developed

to prepare for the longer run.

LONG RUN ENERGY PROSPECTS FOR KANSAS

Faced with depleting reserves of natural gas and crude oil in Kansas,
which have been corner stones of the Kansas economy, Kansas citizens are
going to be faced with chqosimg alternate fuels.

Kansas coal with its substantial reserve and resource position should
be one of thé leading energy materials utilized for-electricity generatiom.
Utilization could be either raw coal with 502 removal, coal gasification
add on units, or solvent refined coal. Minimally, all investor owned elec-
tricity generating plants could convert to a coal based fuel. The needed
basic research is cbmpleted with.coal conversion plants already operating
'in other countires. They need only té be adopted in the U.S.

Tar sands and oil shales could become sources of large quantities of
crude oil and/or gas. The immediate need is to define the eﬁtent of the
reserves and develop methods of obtaining the oil and gas from the host
rock.

Nuclear energy is the sleeping giant and its use should be programmed
into the Kansas energy picture as part of long range planning. This could
carry the anticipated increased eleﬁtrical energy load as well as the added

electrical load needed to supply residential, commercial, and industrial
: o

heat. - & -



Energy needs in BTU to the year 2000 and anticipated supplies frém
Kansas are listed in Table 1. These data point to a much needed overall
plan and time schedule for phasing in new energy materials as present
"supplies become inadequate. -

The use of nmatural gas is an issue that can well illustrate the need

for action. It appears that by 1980 practicélly 100 percent of industrial
Vand power generation use of natural gas will be curtailed. Most all

* remaining gas will be reéé%ved for residential/commercial use. Figure 9
illustrates a probable'curtailment schedule.

One scenario that might be followed consists of the following steps.

(1) Convert one-half of present investof owvned utilities now using
natural gas to coal by adding low to medium BTU gasification plants. Com=
ﬁlete.this change over by 1980-85.

7 (2) Convert remaining investor owned electric gemerating plants to
coal firing and require ali new residences to' be heatéd electrically.
Complete this by 1990-95.

(3) Finally, all new'electric power to be generated with nuclear
energy, with one-half of commeréial heating to be done electrically as
well as one-third of industrial heating. This step to proceed from year 2000.

There are several important ommissions in the foregoing schedule such
ag: availability of capital, availability of equipment, and the lead-time

needed for each conversion. Interminable delays to prepare acceptable
y :
B



Natural Gas
Crude 0il

Total

Coal

Total

1

" Table 1: Kansas Energy Needs and Anticipated Supplies in BTU (x 1012)

BTU produced . Estimated BTU Requirements Estimated Projected BTU
1973 : Historical Growth Scenario Available--Most Likely Events
1980 1990 2000 1980 1990 2000
709 T 949 K\ 1,342 1,990 | 765 426 197
762 1,043 1,438 2,120 263 140 €7
1,471 1,992 2,780 4,110 1,028 566 264
27 2 30 45

1,498 2,013 2,810 4,155
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impact statements and to obtain approvals are virtually unknown time
constraints. Neverthe;ess, contingency plans must be formulated.

The present situation and the effects of changes are disp}éyed graphically
in Figqfes 10-13 inclusive. The;;\;how this use distribution ;f-natural

gas with projections to 2000 and the effects of the stepwise change over

from natural gas to other energy sources.

b
o
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Kansas

% of Total

United
States

% of Total

NOTES:

Residential

96,468
14.88

4,879,387
21,25

(ALL VOLUMES IN MMCF @ 14.73 PSIA)

1973 - CONSUMPTION OF NATURAL GAS BY TYPE OF COMSUMER (1)

Commercial

48,902
7.54

2,288,041
9.96

Industrial

173,543
26.77

8,743,514
38.07

Electric
Uellltles

176,174
27.17

3,605,333
15,70

(1) SOURCE - U. S. Bureau of Mines - Mineral induéfry Surveys

(2) Extraction Loss, Lease and Plant Fuel and Pipeline Fuel

Misc.
3.772
.58

308,996
1.35

Other (2)
149,504
23,06

3,140,643
13.67

Total

648, 369

22,965,914
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gtatement by Harold E. Wills, State Fuels Coordinator
[nterim Special Committee on Natural Gas, State Legislature
Thursday, June 12, 1975. (App. 2:30 p.m.) ‘

——

‘I would like to present some conclusions about thé ﬁatural'
gaé‘problém which have been drawn both from my experiencé in the-
fuel allocation office, and froﬁ éxchanges'with éther states
during periods of natural géé curtailment. H

One misconception in coﬁsideration of the natural gas
problem is the segregation of this ﬁroblem apart from those
involving other forms of energy, and products or results
-deriQed from energy. The problems not only have hugelareas
of 6Verlap but, in their end results, they are only separate
segments of the same problem.

There is no practical way to segre%?te natural gas from
petroleum energy. I wouid like to itemize a sequence which I
have séen repeated, over and over, whenever é natural gas
curtailment occurs. For illustration, I will use the largg
50 per cent curtailment sustained last winter by manf of the
industries and utilities in Kansas. ' ’

First, the curtailment‘oqcurs; This triggers an immediate
demand for alternate fuel as a replacement for natural gas.- In
almost all cases, this alternate fuel —— usually diesel fuel
or heating 011 - 1s much more cootly than natural gas. Thus,
-1Ls continued usage is reflected in the financial flex1b111ty
of the plant or utility which is curtailed.

When the curtallment occurs, an immediate upsutrge is
recorded in the demand for diesel fuel or heating oil, with
the demand coming from the curtailed users. This upsurge,
almost always, is accompanied by a dip in demaﬁd from other

industry-connected users of diesel fuel. It is my opinion,



'Based upon discuesions with thoée personaliy involfed,[thet.phe
d1p in demand from commer01al ueers dependent upon curtalled .
1noustr1es is a dlrect reflection of lessened flnan01al
sctivity as a direct result of the increased cost of the -

| alternate fuel being burned as a replacemenp for gae.

To me; this cycle means one thing: Thersubject,of fuel,
whether it is petroleum fuel or natural gas, is not en end f
topic in itself. Instead, the fuel is only an economic tool
used to produce an economic reSult.‘ The basic question
involves ﬁot only the physical_availabiliﬁy of this fuel,
but the economic coﬁsequences surrounding this availability.

In the case of curtailed industrids, and particulariy the
smaller powerplants, simple availability is not the key_faotor,
because alternate fuel has been avaiiableg my office has seen
to that. However, the addltlonal cost of this alternate fuel
has, in many cases, translated the problem from the phy51cal
to the economic arena. | ‘

From the time I entered the allocation office, I have
followed two parallel courses.. My office has suppliedrthe
fuel to prevent or alleviate hardship, but at all times the
,economic ramifications of .the need have also been'establisheg;
This awareness of the economic consequences of the problem
has allowed us, many .times, to act to prevent need —— and its

economic overtones ~- from arlslng.

w
e

I stress the cconomic side of the energy problem because
it is a side which cannot be discounted or overlooked. It is,

in my opinion, as great or greater than the question of energy
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availability-becausé of thé ripple effect it triggers in all .
segnenfs dependent upon the_primafy usef of the fuéi itself;

A simple priCe.risé of thé fuel itself, even ﬁhough ik
is badly neéded as an‘inéentive for proddction of additionai
energy supplies, 1is onlf a partial answér if it does not'alsd 
include a thorough and complete i@entificatiOn,df allrecoﬁomic
consequences arising from the additional cost to users.

I will cite one illusﬁfation of a possible chain-reaction
" effect of additional costs. This involves the city-owned
municipal powérplants, of which Kansas has 67, éerving a verﬁ
large percentage.ofAthe total population.

These plants are votér—owned and*thus exist at the mercy
of the voters. Eecause they were curtailed heavily last winﬁer,
they are experiencing a severe financiél pinch. They are
approaching the point'where their voter-owners are being
strained to sﬁpport them( ‘

If their dperational costs, péésed on to customers in the
form of utility bills, reach an unsupportable level, the voters
will order these plants abandoned, with power theﬁ to be bought
from the.major utilities. A

Can the major utilities absorb the added burden of these
67 plants without overtaxing their capacities? If these 67
plants fall, what will be tHe economic results? These are the
types of questions for which hard answers are“needed as part

of any planned energy price rise.
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Another area where hard answers are needed is that 1nvolv1ng

agrlculture, and I do not mean spe01flca11y the farmers because

‘they are only the pTOdUCELS of a raw wauerlal which has 11ttle

value unless it is translated into a merketable product.

Directly, in raw productlon, the farmer's dependence upon gas_

is limited mainly to ;rrigation'usage.-i | -
Indirectl& and economically, the farmer is extremely

vulnerable because his entire marketlng cycle is based totally

upon adequate supplies of gas when and where needed This is

the area where hard answers are needed, and quickly.' I will
cite one example of dependence by the farn marketing chaln-
There are, in Kansas, about 1,00@Agas—fired grain dryers
in public elevators._ These dryers were installed to allow ‘the
elevators to buy wet corn and mllo, dry it at once and move it
immediately into market channels. As a result todsy S entlre
marketing cycle revolves around the post harvest avallablllty

of Storable or usable corn and milo, in direct contrast to’

- the earlier pattern of winter crib drying, and spring sale.

Two alternatives seen to be ahead for these elevators.
If natural gas is curtailed, thus making grain drying 1mp0551ble
at the normal time, the marketing chain will be disrupted. ,If-
natural gas prices rise sharply w1thout adeouate time for
pPreparation, the farmers simply w111 absorb thesephlgher'cqsts
in the form of lower prices paid for their £rain. |

In either alternative, the key factor 1s not solely the
natural gas, but the economic consequcpces arising from a

change in the status of the gas. The entire marketing cycle
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should be gtudied'now, before any such change occurs, to learn‘
the conSequgncés of the change. After it has oécurred is too.
late. Time is running out. Answers are-needed now while sohe
tlme remains. | | _ | o |

Repeatedly,'ln my conduct of the fuel allocaulon offlce,"
T have seen patterns appear such as T nave outlwned here,

with the phy51cal fuel as only one of two 00“8qual factors

" in the problem. Any attempﬁ made to solve only the fuel aspectj

f the problem without an accurate identification of, and

'actlons in, the economic aspbcts is only a partlal solution.

The point I want to make is thlS: Even though a study of -

the production and availability factor's of natural gas is very

important, a study of the economic factors as they relate to
society is eqﬁally important, and possibly more important
because the economic capabilitj of society determines to a
grgat extent all of the other factors.

. Hard, realistic answers are needed in this area, which.
has been overéhadowed for too long by the problems of
availability énd production. If, before I cease to be fuels
coordinator on June 17, I do-nothing else but creéte an
awareness of this aspect of the problem, it will be worthwhile

-

because this is the part of the problem which reaches directly _

to the people themselves. B
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HEARING - SPECIAL COMMITIEE ON NATURAT GAS

June 13 - 9:00 A.M. - Topeka

I Special Committee on Natural Gas.

Senators

George D. Bell (D)
. Roags 0. Doyen (R)

Kansas City
Concordia

John M. Simpson (R) Salina
Vincent E. Moore (D) Wichita
Jack W. Janssen (D) Lyons
II Hearings.
June 12 - State agencies (KCC

June 13 -~ Gas producing industry

8:00 A.M. KIOGA meeting

9:00 A.M. Ga

IIT Industry Objectives.

Maintain favorable gas

s Committee

exploration

Representatives

Paul Burke

+FE. Richard Brewster
Harold P. Dyck
Walter W. Grager
Ben Foster
Herbert A. Rogg
William Southern
Keith Farrar

& KGS)
(KIOGA, et al)

- Jayhawk Hotel, Coffee Shop

Hearing - Capitol Bldg., 5th Floor

climate

Increase intrastate natural gas supply

Assist Legislative Study Committee

IV KIOGA Presentation. (D

on Schnacke,

Moderator)

Opening remarks
Industry objectives
KIOGA format
Introduce speakers

2. Where is Natural Gas Found in Kansas?

Gas fields
Geology

Reserves

Future prospects

1, Introductory statement.

(Don Schnacke)
(KIOGA)

B

(R)
(D)
(R)
(D)
(R)
(D)
(R)
(R)

v«fﬂ LTI
W

Leawood

Topeka
Hesston
Pretty Prairie
Wichita
Russell
Ellinwood
Hugoton

A )

(Jlm Gear) qu,Lﬁézf 27

(Gear Operatlng Co. )

LL\LKL
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Market and Supply Conditions.

Kansas market
Other states
Intrastate pipelines.

Industry Exploration Plans.

Economics
Drilling
Production and distribution

Effect of Governmental Regulation.

FPC - History & today
Regulation by price
Market disturbances
Other problems

Pending Federal Legislation.
Less of depletion

Gas regulation
Other legislation

Governmental Activity in Other States.

Oklahoma response
Texas response
Other

[3

(Bob Spurlock)
(Clinton 0il Co.)

(Roger Messman)
(Messman-Rinehard 0il Co.)

(Dick Randall) Ce-iiscatds il
(Petroleum, Inc.) ~%~vf1” s

P | /—"
St N

L{J }// \_"]_‘/’}) /)/,r:l (s

(Bob Williams) (-7
(Imperial 0il Co.) é—f’ff

i I

. Pt
(Bill wWells) e

(Texas 0il & Gas) p)

Producer Opposition to Intrastate Gas Regulation.

First statement -
Second statement -

Third statement -

Closing Statement.

Summarize
Recommendation to committee
Assistance in future hearings

(Roger McCoy - McCoy Petroleum Co.)
(Jim Gould - Consulting Geologist)

(Jack Gurley - Pickrell Drilling Co.)

(Don Schnacke)
(KIOGA)
;:.
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STATEMENT OF ROBEkT C. SPURLOCK, OPERATIONS ATTORNEY

CLINTON OIL COMPANY

Re: Testimony relating to 1975
Interim Committee Proposal No.43
Natural Gas, June 14, 1975

Introduction

Mr. Chairman, members of the Committee, my name is Robert C. Spurlock. I am-
employed by Clinton 0il Company as Operations Attorney. My responsibilities
include the negotiation, renegotiation, and administration of all gas sales
contracts for Clinton 0il Company. Clinton O0il Company produces 80 million
cubic feet of gas per day in 11 states under 500 separate gas sales contracts.
We average one new gas sales contract each month, and for the past 18 months
have been averaging between six to seven renegotiations per month. The condi-
tions of the intrastate markets in several of these other states f think should

be pointed out to the committee.

Market Conditions in Other States

In southern Louisiana we experience offers for the purchase of gas ranging from
$1.10-$1.120/MCF. In the Texas Gulf Coast prices range from $1.50-$1.90/MCF.

In west Texas current offers are $1.30-$1.80/MCF. In Oklahoma we have offers
ranging from $1.00 up to $1.50/MCF for a recent contract in Blaine County,
Oklahoma. These prices originated ih these areas because of the complex network
of competitive intraState gas pipelines. Prices started increasing in these
areas two years ago and we have seen a leveling of these priges within the‘last

three to four months. —

In southern Louisiana, west Texas, and Oklahoma we have very recently been ad-

vised by one or more pruchasers that their lines are full. In southern Louisiana
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two purchasers have advised that their lines are full and one of these purchasers
has asked us to delay additional development. In west Texas two purchasers have
advised that their lines are full and one of these purchasers has further advised
that a third purchaser has 500 million cubic feet of gas per day for sale. These
purchasers are now contemplating going to the Railroad Commission and asking that
allowables be decreased. In Oklahoma one intrastate purchaser has advised us that
its line in Major County was full. This condition arises because of the increased
exploration and development activity in these areas in the past two years. This
increased activity is due to the improvement in the intrastate market price avail-

able for natural gas.

I think that the condition of the intrastate markets in these areas offer a start-
ling contrast to the condition of the FPC controlled interstate pipelines which

are currently experiencing curtailments ranging from 10% to 20%.

Conditions in Kansas

As we take a look at the map of Kansaé, the intrastate pipelines in Kansas located
in the primary gas producing area of Kansas are shown colored in this map as fol-
lows: Black, Peoples Natural; Red, Kathol; Yellow, Kansas Gas Supply Corporation;
Green, Kansas Power § Light. As we look to the map moving in a westerly direction,
proceeding past the Kathol and the Kansas Gas Supply sfstems, and entering the
southwest portion of the-state, which is the primary gas producing area of the
state, we find that there is only one intrastate purchaser in that area. There
are many additional pipelines shown in red and all of these are interstate linés.
These interstateilines are 1imiteg to S51¢ base ﬁrice/MCF. This baée price can be

5.
increased by 50% for small producers, but this is subject to refund.

T

As far as intrastate markets in this southwest portion of Kansas, we experience

offers ranging from 65¢-75¢/MCF. This price is just enough above the interstate
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price to enable the intrastate purchaser to buy any gas that any producer
stumbles onto in this area. This price is not sufficient to bring about the
increased level of exploration and development that has been experienced in

Louisiana, Texas, and Oklahoma.

Clinton 01l Company

I hope you understand that Clinton Oil Company with its home office and prin-
cipal place of business in Wichita, Kansas is amxious to participate in the
effort to assure an adequate supply of natural gas to the state of Kansas. 1

am sure you also understand that as a corporation we have the responsibility

to our stockholders to invest our money in a prudent manner. With the explora-
tion opportunities that we have throughout the United States we find that the
economic incentive for natural gas exploration in Kansas does not compare favor-

ably with the incentives in Louisiana, Texas and Oklahoma.

Summary

To summarize, the competitive intrastate markets in other areas have in a short
time shown that increased natural gas prices will bring about a level of explora-
tion and development that will assure adequate supplies of this premium fuel.

In that same period of time, because of the lack of competition among intrastate
purchasers in Kansas, there has been a very modest improvement in natural gas
prices and a much less significant increase in natural gas exploration in the

state of Kansas.

Recommendations

i ' S
I believe that this committee in order to assure development of adequate supplies
of natural gas for the state of Kansas. should take steps to make gas exploration
an attractive venture in this state. I would suggest that the Kansas Corporation

Commission be encouraged to adopt an automatic cost through system for intrastate
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gas purchasers in the state of Kansas just as they have adopted a cost pass
through system for electric utilities in the state of Kansas. The Oklahoma
Co}poration Commission adopted such a rule approxihately a year ago and this

has enabled the Oklahoma intrastate purchasers to provide the necessary incen-
tive to bring about an increase in exploration and development. I would further
suggest that this committee consider adopting for the state of Kansas, a provi-
sion which has been proposed by the FPC for interstate markets, which would
allow certain end users of natural gas to negotiate for the purchase of natural
gas at the wellhead with transportation being arranged through existing intra-

state l1ines.
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SPECIAL _COMMITTET ON_NATURAL CAS

June 13, 1975

OUTLINE: Statement of R, D. Randall, General Counsel
Petroleum, Inc., Wichita, Kansas

SUBJECT: Govermmental Repulation of Natural Gas TIndustry

Regulation of Natural Cas Industry by Kansas Ceorporation Commission.

1. Purpose - Prevent physical and economical waste.
2, Basic statutes for conservation:

a) 1935 - 0il conservation statutes.
b) 1945 - Gas conservation statutes,

3, Conservation Division authority for gas regulation:

a) Establish monthly well allowables.

b) Require uniform testing of wells.

¢) Set monthly pool allowables.

d) Prorate production between wells by field rules, etc.
e) Control over and under production of wells.
f) Hold market demand hearings.

g) Regulate salt water disposal.

h) Regulate plugging of wells.

i) Prevent pollutiomn.

j) Regulate repressuring and secondary recovery,
k) License pipeline common carriers.

4. TLvaluation and conclusions:
a) Conservation activities benefit public and industry.

b) Performance of KCC has been excellent over all.
c¢) Statutory authority of KCC should not be expanded for natural gas.

Federal Regulation of Natural Gas. (Federal Power Commission)

1. FPC legal autheority for gas regulation:

a) 1938 - Natural Gas Act passed.
Regulation of transportation and sale of naLural gas.

b) 1954 - Phillips Petroleum Co. v. Wisconsin Independent Producers
selling gas in interstate commerce. '

2. TPC method of gas producer regulation - Price.

a) 1954 - Cost of Service concept.
b) 1961 - Area Rate concept.
c) 1974 - National Rate concept.



FPC procedures for gas producer regulation:

a) Regulation of natural gas in interstate commerce,
b) Certificate of Public Convenience and Necessity.
c) Periodic Rate Increase Tilings.

d) FPC refund orders to reduce price,

e) Approval for abandonment of wells.

Problems created by TFPC regulations

a) Inadequate price for natural gas.

b) Inefficient useage of natural gas.

c) Distortion of energy use between basic fuels,

d) Declining gas exploration by producers.

e) Declining natural gas reserves and supply.

f) 1Increase in gas sales to "intrastate" markets.

g) TInevitable delays in producer application approval.
h) Unreasoneble regulatory expense to producers,

Response of FPC to regulatory failure:

a) Orders for end use control of natural gas.
b) Efforts to extend authority to intrastate gas sales:
Commingling - CIG Colorado case
Legislative - Pending bills in Congress
¢) Small producer - large producer concept.

Conclusions and recommendations:
a) Regulation by price produces scarcity.

b) Regulation distorts energy use between fuels,
¢) Natural gas should be de-regulated.
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PENDING FEDERAL LEGISLATION

SB 692 is the Democrat Gas Bill by Magnuson, Hollings, Stevenson
and Cannon,Enactment of this Bill as now written-and passed by a 10
to 8 vote by the Senate Commerce Committee, would be a devastating
blow to the immediate and long-range supply of natural gas available
statewide to Kansas. No village, town, district, province or area
within the state would éscape an immediate reduction of available
supplies of gas.

This is brought about by a number of provisions within the
Bill, one of which would place all intrastate gas lines under
regulation of the Federal Péwer Commission, who, in turn would re-
quire deliveries of gas from intrastate to interstate lines for
delivery fo far-away places. Obviously, such action would diminish
the already short gas supplies available for delivery within the
borders of Kansas. That's when the real panic will begin.

There are other pro?isions within the Democrat Bill 692 that
would have an adverse impact on the Kansas economy and create more
and more uncertainty within the natural gas industry, so that in
total it is a bad bill not only as it effects Kansas, but for the
entire nation.

"
&
Fortunately for Kansas our Senior U. S, Senator, Jim Pearson,

-
e

has a Substitute gas Bill ready for consideration on the Senate



‘ Page 2

Floor which will be debated and-voted on by the Senate prior to
the consideration of the Democrat's Bill. Pearson's Bill does not
contain any provision for Federal take-over of intra-state gas,
nor does it contain other provisions which would inhibit a vig-
orous exploration and development campaign for new gas reserves in
our state. Pearson told me this week he believes his Substitute
Bill has é 50-50 chance of being passéd by the Senate, and, if
passed, the House has agreed to consider it promptly. My.educated

guess is there will be a new gas Bill before year-end. I recommend

this Interim Study Committee continue their investigations and
studies of tﬁe gas supplies, present and future, but to await pas-
sage of Federal legislation prior to making final recommendations
to'the Legislature and Governor Bennett.

I could speak for hours as to the uncertainties involved with
exploration, development and day-by-day production of natural gés,

Examples - FPC set area rates of 20¢ for Kansas - Then allowed
arms length transactions with interstate pipe lines by small pro-
ducers provided prices had a reasonable ratio to prices offered by
intra-state purchasers in the area. Then a Consumer Group took
this Small Producers Exemption to Appeals Court who ruled against
FPC Order - FPC appealed to U.S. Supreme Court. After 18 months
Supreme Court said FPC had authority but did not have proper hear-
ings and they must issue newVOrder. Another 12 menths has passed

with no positive action by FPC - Any funds we collect above 22 cents
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for old gas and 51¢ for new gas continues to be subject to rebate.
We ugderstand FPC is now considering a ruling whiéh would allow
~ Small Proéucers to sell gas at prices up to 50% more than the 51¢
allowed large producers, for a maximum of 76%¢. Many new gas pro-
perties are not economically feasible to develop at such prices,
so future drilling of these properties will lag until a more
favorable.market is avéilable from interstate lines or there is
a greater expanse of intrastate lines to accomodate a broader
area of serﬁice to newly discovered gas fields in Southwestern
Kansas.

Certainly, the myriad of uncertainties confronting the natural

gas explorationists are inhibiting a truly aggressive search for

additional Kansas gas reserves.

(Robert L. Williams)

(Owner, Imperial 0il Co.)
(720 Fourth Financial Center)
(Wichita, Kansas 67202)
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OPPOSITION TO REGULATION OF KANSAS TNTRASTATE GAS

INTRODUCTTON

My name is Roger McCoy. I am a Petroleum Geologist and the managing
partner of McCoy Petroleum Company. I have been actively engaged in the
search for oil and gas in Kansas for the past 16 years as a company
geologist, consulting geologist and independént 0il and gas producer,

I will speak in opposition to the regulation of Kansas intrastate gas
and as to how it would affect the search for new gas reserves in Kansas

and the sale within the state of any new gas reserves found.

BACKGROUND

So that you may know the perspective from which I am speaking, I
will give you a background of our operations.

McCoy Petroleum Company is a young, small, independent company
formed in 1970. We explore for, ocperate and produce gas and oil wells.
OQur primary exploration effort has been the search for gas in South
Central Kansas, We drilled our first well in 1970. We have grown
until at the present time we operate 25 gas wells and 2 o0il wells, all
in Kingman and Harper Counties, In addition, we have instigated the
drilling of, and have an interest in, an additional 20 gas wells,
operated by others, in Barber, Harper and Kingman Counties. Gas from
44 of these 45 gas wells is being consumed within the State of Kansas.
The McCoy Petroleum Company operated properties are currently selling
125 to 150 million cubic feet of gés per month, all being consumed
within the State of Kansas. The wells operated by ozhé}s sell an

additional 140 to 160 million cubic feet of gas per month. - All of this



___gas was_developed as the result of a free market intrastate system

\

that allowed economical development of an area.

THE EFFECT OF REGULATION ON THE DEVELOPMENT OF GAS RESERVES IN AN AREA

Barber County Example

Several large gas fields were discovered and developed in Barber
County during the 1950's and early 1960's. Cities Service Gas Company,
a regulated interstate gas purchaser, built an extensive pipeline
gathering system across the county. A large part of the gas developed
during this period.is purchased by Cities Service. During the 1970's
the cost of exploring for and completing a gas well has increased
drastically while the control;ed price that Cities Service, an interstate
purchaser under FPC regulations, can offer is too low to justify further
exploration or development in the area of the interstate pipeline. This
has virtﬁally brought drilling for gas in the area of Cities Service lines
to a stop.

An exception is a gas field south of Medicine Lodge under development
by Okmar 0il Company. Since intrastaté purchasers were not regulated,
Okmar made a satisfactory contract with an intrastate purchaser. A sizable
reserve of gas is now being sold for consumption within the State of
Kansas. Had the intrastate purchaser been under regulations, as was the
interstate pufchasers, the gas would have probably been sold to the existing
interstate market. The gas would have been lost to Kansas and the field would

%
probably not have been fully developed, as the return under the regulated

¥ B

contracts would not justify it.
The laying of the new intrastate line into the area, with the favorable

contract terms they are offering, has resulted in new exploration near the

(2)



“lﬂﬁline;fresultingfin:severalfnew gas -fields being recently discovéred:”

Harper County Example

During the 1970's some of the intrastate pipeiines began to realize
that new additions to their reserves were not keeping pace with the
depletion of their old reserves. In an effort to stimulate exploration
they began to offer more attractive contracts to the producers.

During this period of time, due to the more favorable market offered
by the intrastate pipelines, McCoy Petrole;m Company sought to make an
aggressive search for gas in the South Central Kansas area. Portions of
Harper County offered an area in which numerous old holes outside the
established producing area had tested shows of gas. The old holes were
plugged because, although Cities Service pipeline went throuéh the middle
of the area, at the regulatéd contract conditions Cities Service was allowed
to offer at the time the wells were drilled, production would have been
non-commercial or marginal. The attractive contracts being offered by some of
the intrastate purchasers prompted us to purchase approximately 30,000 acres
of leases in the area. We drilled two discovery gas wells and one development
gas well on the acreage and then sought a market for the gas. Cities Service
at this time was able to offer a "Small Producer" price comparable to the
intrastate offer, however, due to FPC regulations, the excess over the
regulated price was subject to refund. One of our participants, a major
gas producer, could not receive a price higher than the controlled area
rate at the time, if the gas wereito be sold into the regulé%ed interstate
market. We were able to make a satisfactory contract with an intrastate

purchaser and they laid lines into the -area. To date this has resulted in

(3)



'"‘“ﬁ?EZ*néw‘gas“welis*being‘complétediand selling gas being consumed”in'Kansas;“'“r
The area is still under development. '

Had the intrastate market been regulated, as was fhe interstate market,
the wells probably would not have been drilled. If they had been drilied,
the gas would probably have been sold into the existing interstate line in
the érea and the gas would have been loét to Kansas.

Another example of the present favorable position of the unregulated
intrastate market is illustrated by a well we drilled north of Anthony,
Kansas. This gas well was within a few hundred feet of a regulated inter-
state pipeline. No intrastate pipeline was in the immediate area. Although
the interstate pipeline at this time was offering a price comparable to the intra-
state market, the "red tape" éf dealing with the regulated purchaser made us
reluctant to sell to them. We were able to make a deal with an intrastate
purchaser who purchased the gas at the well head from us, transported it
1% miles to the City of Anthony's distribution system and sold it to the
city. Residents of Kansas thus received a supply of gas that would have

otherwise gone into the interstate system.

GENERAL COMMENTS

At the present time, due to FPC regulations in areas of interstate pipe-
lines, areas in which there is an unregulated intrastate market is the only
place most producers can afford to search for gas. If Kansas regulated the
intrastate market, it would forc% many of the producers out of thé state to

&
explore for gas in other states that offer a free intrastate market.

¥ e,

The undeveloped areas of Kansas can only be developed when the gas

contracts will allow for sufficient return to justify the risk,

(4)



A large amount of recoverable gas is being lost across the state as .

old weils are being plugged because of unrealistically low prices on the
old contracts due to wells reaching their economic limit while there are
considerable reserves left.. ie: A well selling 1,000,000 CFG per month
at 19¢/MCF is losing money to the producer and is ready for abandonment,
yet this 1,000,000 CFGPD will heat approximately 30 homes,

We are spending an ever increasing amount of 'mon-productive" time
filling out forms, preparing for hearings and complying with the whims

"red

of numerous federal regulatory bodies. Each hour spent on regulatory
tape'" is one hour less that can be spent looking for new gas. Let's not

add to this "non-productive" time with state regulation.

SUMMARY

Recent history has shown how Regulation of Natural Gas can hinder the
search fof new gas and the production of old gas in an area.

Recent history has also shown fhat, given the free market in the intra-
state system, new reserves will be discovered and developed for use within
the state. This system is now working in this state and in other states,

let's not destroy it.

(5)
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STATEMENT OF JACK GURLEY, PETROLEUM ENGINEER,
of PICKRELL DRILLING COMPANY

. INTRODUCTION

Mr. Chairman, members of the Committee, my name is Jack Gurley. I am a petro-
leum engineer for Pickrell Drilling Company. My responsibilities include the
making of recommendations to my Management as to where and to whom we should

sell our gas and what price we should attempt to obtain for this commodity.

COMPANY OPERATIONS

My Company operates two drilling rigs within the State of Kansas. We also op-
erate two completion rigs, several trucks and all the necessary backup equipment
to keep these units in full time operation. I estimate we will drill at least
60 wells and spend in the neighborhood of two and three quarter million dollars
in the search for hydrocarbons during calendar year 1975. In recent years our
search has been primarily for oil,.as the gas price in Kansas has not been
attractive enough to warrant large sums being spent on exploratory drilling.

My purpose in pointing out the scope of our operations is to give you some idea
of the capabilities we would have to search for gas under the right economic

conditions.

EXAMPLE PROBLEM WITH REGUIATED MARKET

I thought I would try to illustrate for the Committee just one of the problems
which a producer runs into when selling into a regulated market. This problem re-
lates to the frustrations experienced in attempting to obtzin some small increase
in the price sufficient to keep marginal properties operating and proqucing gas.
Our present operations include the operating of 49 gas wells aggralso the selling
of casinghead gas from 37 oil leases making altotal of BS_ynits selling gas.

Pickrell carefully tried to avoid selling into the regulated interstate market as



these wells came on productiﬁn but, due to the léck of alternative markets,

. did end up with two gas wells selling gas under FPC coatrol. Of all the var-
ious prices we received for gas from our gas wells, these two wells, until re-
cently, received two of the three lowest prices.

From the well selliﬁg the lowest priced gas we were receiving 14¢ per MCF
and producing less than 50 MCFD in early 1973. 1In May, 1973, Pickrell made ex-
pen%itures of approximately $11,000 to install pumping eqﬁipment and remove li-
quids from the well bore which were depressing gas production, fully realizing
that it would probably also be necessary to install wellhead compressionlto get
very much improvement in well capability. Pickrell had a compressor unit from
another well that was available.

In June, 1973, we began correspondence with our purchaser to obtain a higher
price for the gas so that we could install the compressor unit. The purchaser was
quite agreeable to this but advised it would be necessary to obtain FPC approval
of'any rate increase. FPC rules appeared to us to be in a state of flux (as usual)
at this timé but they had just come out with their so called Order 481. Our ini-
tial reaétion upon examining the procedure necessary to obtain a rate increase was
to just forget it and let the well go down the drain. It just didn't seem worth
it to go through the maze of red tape. However, after another year of marginal op-
erations on the well and no change in the FPC controlled method of granting relief
we did prepare a 481 filing and hired an attorney to make the formal filing for us
during August, 1974. At this time sales from the well were very erratic depending
upon whether or nat we had our.pump in good repair. What would happen is that the
pump would stick from scale or become worn nétufally and wé would leave thé well

N R

down for several weeks because the return from operating the well was not sufficient

¥ e

to even cause us to change the pump promptly, a relatively minor expenditure.



In our filing we asked for an increa§e in price from 14¢ per MCF to 42¢ per
MCF to give us a return for installing pumping equipment (approx. $11,000) and to
install wellhead compression (approx. $18,000). The FPC, in all its‘wisdom came
back with the information that they could only justify an increase to 34%¢ MCF.
We obviously could not afford to go through a rate hearing in Washington on this
small well and so had no choice but to accept. We received our last communique
from the FPC on the matter in Janua;y, 1975, and the higher price became effec-
tive to us November 27, 1974.

Pickrell was only able to file on behalf of the people they operate for and
two other part interest holders who sell gas in the FPC regulated market were re-
quired to file on their own. One of the companies which own a 1/8th interest made
their filing and began receiving the higher price sometime later. A second com-
pany owning a 1/2 interest did not file until recently and has continued to re-
ceive the l4¢ price. An $18,000 expenditure to imnstall compression facilities
would obviously be a losing proposition for them so our compressor has just sat
idly by for these many mounths.

The amount of additional reserves to be recovered by proper operations of
the well are not large. I estimated 268 MMCF in our FPC filing. The FPC merely
. said in excess of 200 MMCF. While this isn't much reserves the 200 MMCF would
.furnish heat to 1,000 residences for more than one year.

COMPARISON WITH INREGULATED MARKET

Please note that two years have now passed since we first began our correspon-
dence with the purchaser fer a higher price. One half of the interest holders
currently receive the higher price. ‘During that same time span for wells sell-

k>
ing into the unregulated intrastate market, we have:



(a)

(b)

(e)

(d)

w . =
Negotiated a price redetermination on 6 gas wells with one
company.

Negotiated a price redetermination on 2 gas wells with another
company.

Negotiated a price redetermination on 10 leases selling casing-
head gas to the Company in (a) above.

Received a voluntary price increase on 6 gas wells selling gas to
a third company.

« I think the contrast between operating in the unregulated market and trying

to operate in the regulated market is clear.



STATEMENT OF R. BYRON THOMAS
PICKRELL DRILLING COMPANY

RE: Testimony Relating to 1975 Interim
Committee Proposal #43, Natural Gas
June 13, '1975
MR. CHAIRMAN AND NEMBﬁRS OF THE COMMITTEE:

My name is Byron Thomas and I am employed by Pickrell Drilling Company as
their Land Manager. A large portion of my responsibilities include the pro-
curement, acquisition and satisfaction of title on éil and gas‘leasehold
estates.,

Pickrell Drilling Company is engaged in the oil and gas producing industry
having its inception in early 1954. A good portion of Pickrell Drilling Com-
pany's early production was found in the oil and gas producing reservoirs now
commonly referred to as Spivey-Grabs 0il and Gas Area. They_were successful
producers in the Glick Gas Field in Kiowa and Comanche Counties and the Sharon
Gas Area of Barber County. A good portion of the early exploration activity
of Pickrell Drilling Company Waé directed towards gas exploration but with
the advent of the Federal Power Commission regulations, their gas exploration
had been reduced to a minimal activity, as their efforts were directed towards
oil exploration in the most part of 60's and early 70's.

In 1972 it was apparent to the owners of Pickrell Drilling Company that
gas prices might, after some reasonable length of time, possibly reach the
true value due to the market demand evidenced.by not only the State of Kansas,
which primarily has been their operating and producing area, but also Nationally.
Due to what appeared to be a more favorable climate of future gas pfice,

L S
Pickrell Drilling Company increased their gcs exploration from a modest 5-10%

¥t —

of their total efforts to approximately 40%.



I have observed by the activity of other independent and small major
producers through their acquisition of o0il and gas leases in potentially
gas productive areas, that they, too, believe the exploration for gas in a
more favorable climate of a potentially realistice price for the product
would be conducive for a more reasonable return on their investment.

In the exploration of gas reserves, producers have a greater capital
leasehold cost due to the nature of the reserves in place. A producer-
operator would acquire oil and gas leases on approximately 5 to 6 times more
acreage on a gas prospective area'éompared to an oil prospective area. As
an illustration in Mr. McCoy's comments, he evidenced to the Committee that
he had assembled approximately 30,000 acres of oil and gas leases in Harper
County, Kansas in a potential gas productive area. 1In a potential oil pro-
ductive area, an operator-producer would secure oil and gas leases on approx-
imately 4,000 to 5,000 acres for a comparable return of drilling, testing,’and

,
equipping expenditures. ‘

The éas producers and explorationists are further encumbered with agri-
cultural technology in a géod portion of the gas potential areas by the advent
of irrigation, flood and sprinkling systems. In the 1930's, 40's and 50's
sprinkling systems were sparse and it presented no problem to the farm operatof
on the oil and gas properties. However, in the 60's and 70's, and it is appar-
ent in the future as long as our water table holds out, there will be an in-
creased installation of sprinkler systems. Any obstruction that a producer
might place in the circular space of a sprinkling system would be an ingonven—

ience not only to the farm operator but in the operations of the oil and gas
3 . R



“ & =

properties. The producers and the agricultural operators are attempting
to keep this problem at a minimum by agreeing to conditions restricting
the oil and gas producers' operations within the circular area of a system.

At first observation of the problem, related to gas production, does
not appear monumental; however, in a good portion of the gas productive
areas and in the later part of the preducing 1ife of a gas property, the
producer must install a pumping unit to pump the water off of the reservoir
;0 that the gas can continue to be produced. Unfortunately, this expendi-
ture occurs when gas wells are at their marginal conditions and under the
present industry practices would prove near uneconomical if a pumping unit
has to be lowered or other equipment installed for the clearance of the
sprinkling system. This problem is brought to your attention, to evidence
that in Kansas as well as other agricultural areas where gas reserves might
be found, it leaves the operatgr in a precarious dilemna for gas exploration
considering the possibility of legislation and regulations effecting only
the prodﬁcer of gas and oil properties.

One of the answers to increased gas exploration and production is co-
operation by non-consenting owners of leased and unleased mineral rights to
gas exploration through unitization.

Any industry, operating in a competitive, free market, where arms-length
negotiation are conducted between owner , -producer, -purchaser and distributor

can best be served through incentive legislation rather than restrictive.
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KANSAS INDEPENDENT OIL & GAS ASSOCIATION

840 FOURTH FINANCIAL CENTER ¢ WICHITA, KANSAS 67202 « (316) 263-7297

March 25, 1975
Re: Senate Bill #564

STATEMENT OF DONALD P, SCHNACKE, EXECUTIVE VICE PRESIDENT
OF THE KANSAS INDEPENDENT OIL & GAS ASSOCIATION,

My name is Don Schnacke, I am the Executive Vice President of the
Kansas Independent Oil & Gas Association. Qur Association was founded

"in 1938 and represents independent o0il & gas producers throughout

Kansas. We have members of our Association that would be directly
affected by SB #564. Some are here today and would like to be heard.
Some are directly involved in current negotiations in the Spivey -

.Grabs field located in Kingman and Harper Counties that has been

identified in the news.

I welcome this opportunity to address the Senate Ways and lleans
Committee today. llost of our presentations are made before the
Senate Energy Committee, It's not often we have an opportunity
to appear before you gentlemen, :

It is interesting to note the contrast between the two Committees.
Almost simultaneously, while SB #564 was being introduced by your
Committee, SCR #23 was introduced by the Senate Energy Committee
requesting that the Congress enact legislation to phase out the
regulation of the price of new natural gas and urge the defeat of
proposals to appropriate intrastate gas reserves,

The Senate Energy Committee should be commended for its proposal
and SCR #23 should be passed., Actually, the Congress is where the
issue is being currently fought, The Senate Commerce Committee with
our own Senatoxr Jim Pearson taking a very active leadership role,
is attempting presently to bring =bout a relaxation of federal
controls on natural gas, in order to stimulate new exploration

and production throughout our nation. Our association has an

active Committee on Natural Gas that is working very closely with
Senator Pearson and we feel that meaningful legislation will be
passed this year. :

I mention this today tokset the stage for the reaé%ns we appear
here to oppose SB #564. We consider this bad legislation primarily
because it would establish state control dnd*regulations for the
first time by extending Corporation Commission interference with
private contract rights for both existing and future gas contracts.
As is, and has been, and recognized nationally, that controls and
price fixing by the Federal Power Commission, SB #5564 would
similarly damage the future Kansas gas exploration effort by
controlling prices and markets for natural gas,



3 #564 was introduced March 17, and hearings were scheduled for today., This dic
give us but a very short time to prepare for this hearing. I am sure if we could
have had more time to prepare, we could present the Committee more facts and
figures and testimony that would persuade you that SB #564 is a bad bill and not
needed,

For instance, a Key witness with extensive background and information on this
subject would be Dr. Bill Hambleton, Director of the Kansas Geological Survey.
He appeared before a joint session os the Senate and House Committee on Conserv-
ation and Natural Resources during the 1973 Session and called the federal

0il and gas policies "asinine" and said federal policies had depressed the price
of natural gas to the point that exploration has halted. (See Exhibit No. 1 of
March 14, 1973), We agree with this opinion and I should think his oplnlon would
extend to SB #564,

The facts are that in Kansas during 1973 there was a decline in natural gas reserves
according to all estimates, even though. there was a modest increase of new production
and expansion of reserves., Beginning at the first of 1974 Kansas had 11«7 trillion
co,ft. reserves down from 11+9 trillion cu.ft. a year earlier. (See Exhibit No. 2

of April 6, 1974), This does not reflect out of state supply available to Kansas markets.

The current excitement stimulated by interested parties advising the Governor of a
potential problem arising in Kansas allegedly affecting The Kansas Power & Light
Company, reminds us of a similar alert that went out in December 1971 pertaining
to Cities Service. (See Exhibit No. 3 of December 21, 1971). During that alert,

as was done recently by others, very elaborately, the threat of curtailment to
residential customers in Kansas was used to emphasize the then apparent severity
of the problem, I would think that your Committee might want to look. into those
circimstances and what has been done to alleviate the threat of residential
curtailment that seemed to be a problem in 1971,

Similarly, this is not the first time a Governor of Kansas has shown interest in

this problem. Governor Robert Docking in 1973 asked 20 natural gas supply companies
in Kansas to report to him on the subject of evaluation of supply and demand

in the future to be presented to the Governors Advisory Council on Energy and Natural
Resources., (See Exhibit No. 4 of August 6, 1973), .

I perhaps need not remind this Committee that during the 1974 Legislative Session

the Legislature granted authority to cities in Kansas to get into the natural gas
business, This was started as a local bill for the City of Wichita and was exten-
ded to all cities. A lot has been said that newly acquired gas would go for

industrial use in Wichita, I think in fairness to the City of Wichita, it is 1mportant
to point up there is a serious shortage of natural gas there. In January 1973
twenty-five public schools were reported'closed because of a shortage of natural

gas. (See Exhibit No. 5 of June 10, 1973). We can fully sympathize with the desire

of the City of Wichita to seek new natural gas supplies for its current and future
needs.

So the question boils down to what is the solution to this problem and what is
being done to solve it. R -
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First of all, we think it improper tactics to- threaten the personal lives
of the residential users of natural gas that they may not have gas to heat
‘heir homes if certain contracts are not properly sccured and ncgotiated,

Nor do we believe that any one of the twenty distributors of natural gas oper-
ating in Kansas should usc the halls of the Kansas Legislature to solve their
pri#ate contractual, legal or political concerns at the expense of the tranquility
of;tpe consuming public. : :

Since the Kansas Power and Light Company has been projected into the spotlight
and into the news as a result of the introduction of SB #564, it's only fair,
we look at that company briefly to see what posture they have built in the eyes
of the public and of their own stockholders. An Executive of that company has
stated recently in headlines.in The Topeka Daily Capital, that 300, 000

KPL residential customers may be affected if they lose out in the bidding for
natural gas in the Spivey-Grabs field. And yel, it was stated that samec day in
The Wichita Eagle that only about 15% of the total rnaftural gas distributed by
the company went Lo residential use,

I'm not here to argue numbers or percentages, One could logically raise questions
of peak load capacity to supply customers. KPL has done a remarkably good Jjob

in contracting from the Mesa Petroleum Company of Amarillo, Texas, a long term
supply of natural gas, which includes peak day volumes to be increased and with
new reserves to be made available beginning in 1977, (Scc Exhibit No. 6 December
31, 1973). Very important is the report that the natural grs from the lesa Company,
to be supplied starting in 1977, is to originate outside of Kansas. (Sec Exhibit
No. 7 of November 2, 1973). KPL has not hesitated in telling the public of
assurances of a firm long term supply of natural gas (Sce Exhibit No. 8 of March 7,
1971), nor of its stockholders (Sece Exhibit No. 9 of May 1, 1973). As a matter of
fact, I personally think KPL is a good personal investment and own stock in the
Company. The recently released 1974 Annual Report to the Stockholders states in
part relating to the natural gas outlook ".... we believe reserves available to

the company are adequate to meet firm customer requirements for a number of

years", ' /

We believe private enterprise has performed exceptionhlly well in Kansas during
this period when sharp competition exists, I've included in my presentation
a report of what has taken place this past year. (See Exhibit No., 10 of July 31, 1974),

We believe private enterprise has fulfilled the public obligation and duty by
contracting and obligating itself to huge capital investment to assure the
consuming public and their customers that they will be served.

As we gradually shift away from the use of fossil fuels and develop other

sources of energy in America, we feel certain that the ingenuity of Amncrican
private enterprise here in Kansas will continue to fulfill this mission.



"B #564 has the effect of requiring KCC a

(1) Terminate an existing gas s
of contract terms;

(2) Diminish the volume or heat
Kansas utility regardless o

(3) Set the gas price when exte
unable to agree,

In the absence of a history in Kansas of

SB #564 to be bad legislation. We think i
We think it raises a serious constitution
others may speak to,

We think.that SB #564 addresses itself to
that may or may not arise as a result of

For all these reasons, we ask that you vo
we concur with Governor Bennett, who has

and should be studied by an Interim Commi
enlighten us all on what suppliers are do
would give us an opportunity to explore w
is doing about end use allocation and enc
fuels by power plants and other industrie
with you in studying all aspects of this

Thank you,

Pproval to:

ale to a Kansas utility regardiess

ing content of gas being sold to a
f contract terms;

nding contracts, if the parties. are

any of this happening, we Uclieve
t abridges private contract rights,
al question, which I understand

anticipated and speculative problems
current negotiations,

te to kill SB #564, As an alternative
indicated this subject is important

ttee this Swmmer. Such a study would

ing to alleviate this problem, It

hat the TFederal Energy Administration

ouraging priorities and the use of alternative
8. We would cooperate fully in working
importaht matter,

Donald P. Schnacke,
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.| 'PI®| Geological Survey Tuesday call-

139 Dr. William W. Hambleton,

-1 much the same effect.

SEM
=0

ayl
‘sfe

uo The director of the Kansas

1P| ed federal oil and gas policies
1 “asinine.”’

S8\ testifying before a joint meeting
W of Kansas Scnate and House

P2 Conservation and Natural Re-|"
%" sources Commilttees, said feder-

I al policies had depressed the
a:, price of natural gas_to the point
Al that exploration has halted.

-B

A8 ral gas had in turn depressed
It

the price of oil and ccal.

nroductive,”” Hambleton said.

Hambleton indicated importa-
tion of foreign oil migh! have

et P

¢ Heavy 0il
The hearing was concerned
¢ primarily with deposils of heavy
oil found in southeast Kansas. _

Hambleton and scientists from
the Universily of. Kansas told
the comumittees that an estimat-
ed 350 million barrels of heavy
| 0il are present in a 13-county
area of southeast Kansas — an
area that has produced 210 mil-
lion barrels of lighter oil,

Dr. William J. Ebanks Jr.,
“also of the Kansas Geolngical
Survey, said thal up to Jan. 1,

AW He said the low price for natu-|

“All this has been counter-|.

1966, 30 million barrels of heavy
oil had been produced. )
Dr. Floyd W. Preston, chemi-!
cal and petroleum engineering’
professor, said cnergy, par-i
ticularlv ail. ic gaing ta ha mara’
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rq-—-_—.-..., AP P g —
Fastb

—a rma



| P,

i

it
3
e e W - i

]

expensive,

He sai

.

- e QY=g *v Lvoainulc

d oil ficlds in’

southeasl Kansas

exhaustion of ljgl

iter oil.

are nearing |

-

"

Not Leonomically Feasible i

He said if the price of oi]
today were 810 per bareel, there
would be a stampede 1o recover|
the heavy oil: ‘ |
But Preston and other spokes-
men said that at today’s price of
oil, il is not cconomically fea-

e sible 1o produce the

1

ze - Dr. Don W,
S ~of the Chemije
Enginecring

heavy oi),
Green, Chairman[
al and Pclrolcumf.

Deyit.,

said

the!

deposits don'’t significantly a!ier!
the national Cnergy picture, but|.
do furnish a Joca] energy alter-|
native,
Green  saig major oil com-¢
panics have experimentod wilh
several different processes fo
recovering the heavy ojl, an fes
while these processes were tech-:
 nically successlul, they were ot
'econonu'caH_»-' success{ul,
' . Turnabout Scen

But lie said the price of oil is «
going to go up, and these pro-;
"cesses will reccive attention,
He  said "production might;—_
become economical if the pricet
of oil reaches $4.50 per barrel,
but not at its present price o
- about £3.50 per barrel,

. " v "“There is 3 potential thcre%‘
BT TR . we should be Jooking at it,"”
. (said Green, '

Because of jts nature, the
| heavy oil cannot he produced hy

conventional methods.

Methods include forcing hot
waler or steam inlo {he heavy
oil to help free it. Injections of 15
Eas and. .detergent have .been
used, and a burning process also

success, the scientists siid, 1

A o

. o By ~ BB B R AN
o z&'bi}w’% L‘:r

:rin—’.hﬂ-d...‘:!\u\k PN R II™

. 4‘4"%
has  becn wuscd \\'M\h some s

ul
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WICHITA (AP) — One of the
most successful gas develop-
ment perieds in years didn't
prevent a decline in natural gas
reserves in Kansas by 216 hil-
lion cubic feet in 1973, accord-
ing to estimates made by the

American Gas  Assn. (AGA)
. published in the Oil & Gas Jour-
nal.

-Kansas had natural gas re-
serves of 117 trillion cubic feet
at Uhe beginning of 1874 — down
from 11.9 trillion a year carlier,
AGA estimated.

Total United Statcs reserves
were estimated at 249.9 tritlion
a decrease of 16.1 trillion cubic
" fecl during 1973.

Toxtensions of existing Kan-

sas fields and revised estimates
+ of the fields gained the state an
. increase of 633 billion cubic
* feet, mostly from developnient

- grilling in the Hugoton-Panama
. area in southwestern kansas.

The increase. however, was
more than cancelled out by the
* production and sale of Kansas
gas, estimated at 899.4 billion
cubic feet by AGA.

Industry sources sct the actu-.

*al 1973 production and sale at
602.2 billion cubic feel, adding
another 2.8 billion to the delicit.

At present rates of depletion,
Kansas gas would last 12.9
vears yithout further additions
10 teserves. The supply would
last 51 vears at current rates of
expansion, but industry sources

say the expansion rate ]g‘uhum_\"

will not eontinue at present lev-
cls.
Nativnally, 2.7 trillion cubic
" feet were added to reserves
through '(rxlcns;mns and revi-
sions and another 4.1 trillion
throueh discoveries last year.
Al with Kansos, however, the
gain was more than wipued out
by the production and sole of
226 trillion cubic feet.
At current production rates,
the United States has an H-year

supply of natural gas on hand,
but the supply could be streteh-
ed to 15.5 years il 1973 rates of
discover and field extension
continued. “ F

Neighboring stales, with the
exception of Colovado which in-
creased reserves 213 hillion cu-
bic feet to 1.8 (rillion, showed
declines similar to that of Kan-
sas in gas rescrves Jast yvear.

Arkansas was down 155 bil-
lion cubic feet at 2.2 trillion,
Nebraska fell 1.4 billion Lo 8.8
billion, and Oklahoma dropped
393 billion to 14 triltion.

The nation's leading  gas
state. Texas, droppud 101 tnul-

lion cubic feet during 1873 to .

84.9 trillion in reserves.

- Aty

.
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2 Topcha Daily C‘api\tal
Yuesday, Dec. 21,

1971

By ROGER MYLRS
_ Statchouse Writer
The chairman of the Kansas
Corporation Commission  said
Monday there is a chance that
residential customers in Kansas
whose nalurel gas comes from
Cities Service sources may suf-
" fer curtailments in five to scven
years. .
Dale Saffels said officials of
Cities Service, largesl supplier
of natural gas {o custorers in|

N

[

1

4

Iy

1 applications froin big induslrial

jreserves,

| homeowners might be for only

l;-n‘ﬂ
it
Kansas, have disclosed there
are jinsufficicnt supplies and;

reserves of natural gas to add!
any new major industirial
cu;tomers in areas served by
the big petroleum firm.

Saffels said company OffICla!S
made the decision at a briefing
for state utility regulation
authorities in Oklahoma City
recently. Saffels and Jules Dotly,
another niember of the Kansas
Corporation Cominission, were
invited Lo aliend the briefing.

Applications Rejected ;

The Corporation Commission
chairman suid Federal Power
Commission tariffs now allow
suppliers such as Cities Service
to turn down applications for
service from large industrial
users. )
He said Cities Servic: has'
made the decision to reject such

users in areas it serves due {o
dwirdling supplies and

“They told us they feel that
unless there is some turn of ev-
ents in five to seven years, there
may have to he somg, curlail-
ment of service ‘to résidential
customers during peak periods,”
the KCC chairman said.

Salfels said the curtailment to

periods of two days per year,
and those periods would not he
conscculive fizll days. The cur-
tailmenl mighl enly be for
peviods of one Lour per day for a
period of time.

:'IH" “1 rascihle )
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“The thmg that could help
correet this,” Saffels said he
and Doty were told by Cities
Service officials, “is the possib-
ility  that scientists and
engincers will be able o more
fully devclop the process of
making Ssynthetic gas ~from
naptha. - ’ '

“It can be done, but it's an
expensive process and takes
expensive planis {o do it.”

Saffels said Cities Service also
fold aboul resecarch under way
‘into the  possibility an d:

- feasibility of converting coal in-!

to natural gas.

He said Cities Service Off'LJaIS

‘told the utilities commissioners
- at the Oklahoma City bricfing|

there appears little prospect of|
bringing much natural gas inio|]

‘the continental United States
. cifrom o newly . discovered ol

“deposits. on the North Slape of

‘Alaska.

. Cost Boost Ahead

There are great physical
hurdles to overcome in constru-
clion of a pipeline threugh

T T
iCan

ada inlo the United States,
‘:ﬂand if the ail from Alaska is|
* ibrought to the United States inti
Alankers, the need for it is sol;

i
.great on the two coasts that not|
“~much of the Alaskan oi! is like l),
to be available for use in thel
‘Middle West and other interior §
ections of the country.,

“In any event,” the Corpora-:’
ion Commission chairman sau[
‘the cost of gas is geing to in-!
crease subslantially — cspe-i
“icially if it comes from synthetic ;:

S

?

residential and 40.000" indnz tm!

.customers  in Kansas comes
frotn Cilies Service scurces.

It scrves thoze cusiomer s;
through 37 municipal  gas
systems and 51 distributing
companies, somea of the llr"ml

.‘-.'

IR st

of whom are The Gas Service f;
Co., Kansas Dower & Light Ca., |53
Unien Gas Systeins, Ina,, I’m;- 4

ples Natural Gas Division of
Northern Natural' Gas Co  and
Greeley Gas Co.

]
. &
'jsources.” . H.
b isssninnsesmsstinaid  The. natural gas for 391,009 =
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Check on Gas
Gov. Rohert Docking Monday
asked 20 companies which sup-
ply patural gas in Kansas {o
report {o him evaluations of gas
supplies and demands in the
future. A ‘
The governor's office said the -
information is being requested
“lo allow the state (0 assess
what problems may develop in
the futlure if the winter is
severe."
In his wire to the 20 suppliers,
Docking said: .
“Curtailments in the use of
natural gas this carly in the
year is unprecedenled and
causes greal concern on our
part when (his situation is pro-
Jected into the coming winter,
“Our Kansas manufacturing -
firms are also concemed since
stand-by fucls will be depleted
well in advance of their inlend-
ed use. Thesame problems faee
our schools, institutions and

. local governments,

“In order to assess_immedi- -
ately the problems which might
mount in the event of severe
winter, I would like {o have
your assessiient of your pro- °
jected  ability (o satisfy-
demands for not only natural
gas, but the common stand-by
fuels such as fuel il and pro-
pane if you are involved in
these,” -

Docking said his advisory
council on energy and natural
resources m:ll meet Aug. 24,

shlos
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erntaoldily Lepanl
Viednesday, Jen, 10, 1973

WICHITA (AP) — Twenly-five
public schools in Wichita will be
closed Wednesday because of a
natural gas shortage, Q0
NAGETES supplies to aie-
craft and other industrial plants
have been cut |

The <cchool closings were
announced late Tuesday affer-
noon at a news cenference. Rea-
son cited was that the Arkansas
and Louisiana Gas Co., supplier,
was cutting back on gas suppli-
ed fo the school system.

Officials of the company said
© severe cold had caused (he hea-
viest gas usaze in the compa-
- ny's histery.  ~

"~ Other Units Affceled
"Besides {he 25 schoeols, there
will be five other sehoal system
buildings closed Wednesday.

Dr. Don. L. Jliller, bresident |
of the Wichita Beard of Educa.
tion, said in 2 prepured state-
ment that the sehools Leing clos-
ed for the one day, at this point.
do not have standby fuel oif
burners. He said schools being
serviced by the Gas Service Co. | .
or which have standby burners

will not be inferrupted.

© He said the decisicn of tho
ARKLA firm 1o reduce gas ser-
vice means the buildings cannnt
be used for classes. Students
should ‘nat report for clasees in
the schools to be closed, Miller
said.

He said the schiools will he
closed all day Vednesday. Ha
said ARKLA will conteet tho
- administration Jute Wednesrday
afternoon to “lel ns know what
will happen Thursday.,

Last wweek, a staff official of
the public school system said
only aboul 50 per cont of the Wi-| .
chita schaols czin be heatoe| oy al ”
backup oil fuel system, |

The ARKLA afficizl said natee
ral gas supplics o some schiools
in services witl be cut Wednos-
day, !

Plants Cooled Down I

Spokesmen for (hree of the
©aireralt plante—Bocing, Jecech

and Gales Leavjel —said their
g 1, B P .
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“of the Wichita Board of duea-

tion, said in & prepared state-
ment that the sehools being clos-
ed for the one day, at this point.
do not have siandby fuel oil
burners. He said schools being
serviced by the Gas Service Co.

~or whiclhh bave standhy burners

will not be interrupted.
He said the decisicn of lhe

~ABRKLA firm o reduce gas ser-

vice means the buildings cannat

be used for classes. Students

should not report for classes in
{ne scheols to be closed, Miller
said.: :

He said the scholnls will he |~

closed all day Wednesday. e
said ARKLA will contact the
administration lale Wednesday:
afternoon fo “let us know what
will happen Thursday.

Last week. a stalf official of
the public school systemn said
only about 50 per cent of the Wi-
chita schools con be heated by a
backup oit fue! system.

‘The ARKLA officiz] said natu-
ral gas supplics to some schools
in services will be cut Wednes-
day.

Plants Cooled Down

. Spokesmen for three of the|.

aircraft plants—DLoeing, Beech
and Gales Learjet—said their
firms have cut back fuel use and
the Learjet spokesman said
effective Wednesday a 60 degree
temperature witl be maintained
in that plant—some 10 degrees
below normal.

1
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© Approval riday hy the Kan-
$as Cerporution Commission of
a natural gas rate adjustment

request of the KonsasLpees— -

- and Light Co, cicars the way [or
CRPITmGTEGirint & cupplemeitt-
ol pus supply anpecinenl with
Mesa Petreleun Cn., Amazriilo,

Tex., the compaill said. o
Mesa is the principal supplier
of gas o KPL's mily systen,

_sorving natural s customers

in southwest and central kan-

.- gas and cxtending castward

. .The. supploments

the Manhatlan aren. The Cum-
pany’s raain natural gas system
gerves aunul ) 000 customers
in a7 counlies. it docs not
include Tupeita. which is sup-
plied by Cities gorvice Gas Co.
through Gas Serviee Co.

iy, agree- .
ment with blesa, by wiich aidi-
tional cas reserves will pe dedi-
cated to KDL, proviaes far a
folal 6f 33 billion additional
cubic feet of gas b he nade
available from Mesa's Hvoolon
Ficld roserves ovet the vears

©y073 through 1576, Deak uay

e ]
volumies availabe lo KD also
will be inereased, up i) 32 il
lion cubic Jeel per day, and new
reseivis ave to Lo wade avella-
ble beginuing i 18907, )
The tote adjustment approv

" ed by the KCC provides foc an:

jnerease of 5.3 cents per thou-
sand cubic feet. I will he appli-
ed uniformly to all raw sche-

. dules and all classes of cirstom-

cis. exeedl eustomiers in those
commuinitics whers EL'L pur-
chases gus at W hiolesale from

. other pipeline ¢ nmpanics.

Mesa also ligs acereed to
dovelep [or KPPL 79 bithen cubic”
feet of gas Lo he delivered over a
siv-ycal peried boginning in
1977, The juitial price for this

-gas will be 46 cenls per thou-

sand cubic fvet, with annual

increases of ene cent pLr MCF.

Trose volumes prubably will

ofiginate ocutside ¥ansas, and !

will augment FrL's supply af
gas.
“This new agreement s the

. resuit of menthbs of neratiation

with Mesa, ws a part of HWEL'S
contnuing  cfforts o oblain
additional gas supply at the
Jowest possible casl o our vur
customers. Baliour 5. Jelfrey,
KL presdent, said.

These new volumes will bet-
ter cnable WP to wmeet the

requirements of ity Do use

fomiers, in the face of diminish-
ine supplies in Lansas fields
and i represents aslep toward
keeping preater volumes  of
Wnsas g i Ronsas fornee by
consuniers in this state, e
satldi

-

12fst]7s
5, S ;L
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_The Kansas Power and Light
Co. has filed an application with
the Kansas Corporation Com-
mission for an adjustment of
natural gas rates for cuslomers
served from  the comnpany’s
main system Lo enable KPL o
.yecaver an inctease in the cost
.of gas purchased [rom Mesa
“Petroleum Co., LPL's principal
*supplicr.

KPL's main sysfem serves
customers in southwest and

* central Kansas, extending cast- .

ward tao the Manhatian arca.
Topcka is suppliced by Citics
Services Gas Co. through Gas
. Service Co. distribution.

2 :

«Saty fotf
ceven-cent increase in the cost

The application secks KCC
approval of an adiustment, to
be effective Jan. 1, 1074, for an
increase of .34 cents pet thou-
sand cubie feet to be apphied
uniformly 1o all rate sehedules
and all classes of customers,
exeepl customers i those com-
munitics where RPL purchases
vas at wholesale from other
pipeline conrpanics.

“This adjustment is neees-
KPL to recover @

of natural gas oblained from
Mesa Petrolenm Co.” Ballour
S, Jeffrey, RPL president suld,
“1{ also is the result of KPL's

Vatural o

P

7 Q
s

Tuprka Sgate Junrnal )
Friday, Nevember 2, 1954
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sijccessful efforts  to obtain
additional volunmies of gas Lo,
nicet consuiner needs in Kau-
sus.” .

KPL this week cutered into a
supplementary agreement w ith
Mesa, by which additional was
reserves will e dodicated to
KL, ‘The agreecment provides
for a total of 33 billion cubic feet
of gas to be made availabie
from Mesa's Thiuoton Field
reserves Lhrough 1976, Furthet-
more. an inerease m peak day
valumes of zas will he available
{0 KPL. up to 242 million cubic
foct per day.

NMesa also has aoreed Lo
develop for KPL @ hitlion cubie
feet of gus to be delivered overa

.

six-year period beginnming in

1977. The inittal price for this
gas will be 49 cenls petr thou-

~sand cuhic feet, with anunual

inereases of ene cent per AMCE.
These volumes probably will
originate outside Wansas, and -
will auzment KPL's supply of
gus. .

In exchanze for these con-
‘mitments from Mesa, KPL has
agreed o increase the present
price paid to AMesa for gds,
effective Jan. 1. in the amount
“uf T ocents por MOE, with an
sadditional 2-vent gnerease per
MCE to become cliective in
Jan. 1970, . :

“In ihe event the 73 bhillion
cubic feet cannot he acquired or
doveloped and muade available
to KI'L, the price pagd fo AMesa
will revert 1o the original con-
tract price. with appropriate
refunds e be made o KPL's

customers.tIelirey said. T
some portion of the 73 billion is
made  available,  proo rati
adjustiments in was prices and
relunds witl he made.” :
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An ominous-sounding state-
“ment from the Federal Power
‘Comimission last weck that the
nation may [ace a real crisis in
the availabilily of gatural gas in
five years, if present trevds
continue, has sct some Topcka
area people wondering what
precautions are being taken to

assure an adequate natural gas
supply in this area.

. The FPC said cxisting gas
‘reserves should mect the de-

mand for the next four or five|

years but the natural gas in-
dustry cannot promise to deliver
more (han §0 per cent of thels
need after 1976.

Kansas Power and Light Co.,

which supplics natural gas to 12(:

communitics in Kansas, includ-
ing Rossville and Silver Lake.

and uses natural gas to produce
electricity, has entered into an

" agreement for 2 20-year suppiy-

The company
purchased from
tfroleum Co,

Mesa

of gas to be delivered over a 20-

" .year period al a cost of approx-

imately $204 million.

The gas will come from the
Kansas portion of the Hugoton

field in southwest Kansas.

“This intra-state
satisfics our reserve regquire
ments for

cao v

£ L7
&

L o

UFES

supplies by overland pipelinet =™

in mmid-1970
Pe-
Amarillo, Tex., an
estimated 127 trillion cubic fect

regular markets fory
many years cmc! cnable:. us to

(IR e

@‘3:7-*

g

!
{
;]

from Canada and Alaska, by
importing LNG  from  both
Alaskan and [oreign sources and
by greally acceleraled IObLa[‘ChI
to confirm the commercial [uas—
ibility of coal gasification . . b
However, Lawrence added

“the most timely and ex-,

supplvy problems lies with the
development, to the maximum
extant. of our poiential domestic
natural gas reserves, which are
indeed  considered  to be
substantial.” He suggested three
sieps AGA believes essential:
More public land-lease sales on
a regular tasis. incentive field-
price levels set by the FPC and?,
legislation which will  assure!
preducers  they can receive
these prices once FPC app roval
UI their contract is obtained.

“ Resecarch is under way looking
to a commercial precess for
producing pipeline quality gas
from coal by a gasificalion pro-

cess. A pilot plant at the
Institute of Gas Technology,
Chicago, is being established

where a test is cxpected to pro-
duce daily about 1.5 million
cuhic feet of gas from 75 tons of
coal.

peditious solution to our gas’,

purchase P
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L)
-gevelop new Interim narkes, |j
Baliour S. ch[rcy, KPL prcs:-
dent, said. ; ;
. He added that in order to gct . magee o o
”13 gas, the company had tolid mau ;:i:‘n-érici e é'}l.laa.::! 0}
guaranice it would take inorefq ’ “nonaip
gas Lhan it needs at this time for n; Wy pariganad sy dodnvy ant
its regular markels and that it|puafs ajgoytoa n cpu tojssinng
will develop interim markets ey anhn l':.%ummu;v-.%[
until growth in regular markeis Huhr),id RSN puwumz sa e
requires the supply. B
.The purchase {from Mesa will
‘make gas available up to 70.6
- billion cubic feet vearly, or ap-
proximately 30 billion cubic {ect . N
more annuaily than was being f\ r-} F
i
4

..1C
c_)....u

oy —
--.-J

5

- —4._..._.._.“_‘..\‘

purchased under plcvmus con- !
tracts. 1
 Cities Service Gas Co., : L_; _._'J L
Oklahoma Cily, which supplies .
natural gas for 270 towns in| . T L
Xansas including Topcka, said - :
its gas supply situation is about e . . . ) . .
the same as that of the gas in- 3 y ’ i p
dustry 25 a whole. The company
buys natural gas from preducers
« and transmits it to distributors
(Gas Service €o.) in Topeka. -
_ Asked about the FFC stale- o]
ment, the company said: : 2,\";&

“The fulure cutleok for Cities
Service Gas Co. is about the
same as for the industry
generally. Discoveries of new
reserves nhave not been suffi- * ‘ B .
cient to keep pace with increas-| d§ B oo : e
ing demand. The situalion will
not be changed until the : . _
regulatory and economic ‘ _ : - T o
climate improves considerably.” CELSE T | SRRy e B 7 e = AF
.The gas industry as a whole is a : ' - o, ° . ° . _ ]
concerncd about “the urgency.of
the energy-supply situation and
particularly that of gas supply.”

.The American Gas Assn. has
urged that Congress and ox- i e s g"_ c
ecutive agencies move quickly AR MQ”-mmuM::ﬁm&mewﬁmmw. T ST R T
to forestall critical shortages.
-George H. Lawrence, AGAs|. 3 : D .
"director of governmental rela-|- . h
tions, has said the AGA is|- C
“especially interested in sup-| : - o
plementing domestic natural gas| - '

T ll

b . -
~ o — ]
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- Sharcholders of the Kansas
Power and Light Co. were told
today that there has been no

shortage in cither clectricity
or natural gas in the areas
served by KPL, none is expect-
cd in clectricity and natural
gas supplics are adequate for

" normal use for some line (o

come.
““Much national publicity

.. and cuncern has buil( up over

lhe se-called energy crisis,

~and as an energy business we

" have

to some extent heen
caught up in i(,"" Balfour S.
Jeffrey, KPL president, said
at the 49th annual meeling of
sharcholders.

“We repeatedly have found -

it necessary to assure a ner-
vous public that there was no
shorlage in our ability to serve
the cver-increasing
requircments of our area and
we did not expect any shortage

‘io develop in the foresccable

'fululc. althoug raw fuel was

and will centinue to be a con-
cern,” he said.

Gas service last vear was
maintained at akout normal
levels, particularly on KPL's
mazin system and oo that part
of the company's onerations it
has pot heen necessary to
invoke embargocs on acccpt-

T T R LT

clectric’

./’ iy

L7
,Jf"\ ; 2
e v
&

TR

“Energy uses by the people

in XL f{erritory continued to
increase during 1972 and maore
people were served, boosting
annual operating revenues Lo
record amounts for both elce-

"a J. frf"’! 2
1{/ L/\JL,! *') (Cf'

fricity and gas, with the total
moving up $7.5 millien to

$115,152.000.

Custemer growth continued
at a high rate for both elccmc
and gas services.
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. INE new 'cuaw:uurs, qelrey : g
T said, ' -

“Thus far [ would say the .
greatest impact on us from the ' . K
‘energy  crisis has heen ()0 ’ ‘
very great increase in fuel or

s . raw epergy process, Inflatien
-in other gogds and sercices
adds a nudge 10 this alsn. The

: Jeffect is- great jn costs o us

E Tor all fuels used in eleelrie

generation — coal, il ang gas.

It also has its effect 0N gas we

‘purchase for resale,” ho said.

The current cost for gas pur. | : : -
|chased cutside KPL’s own sys- ’ ' ‘

Hem for fucl in its two largest

“electrie planls has increased o

23 per cent ip the last year .

dellrey sajd.

Jelfrey added: “\wa recently .
filed for an clectric rato
increase covering  wholesale . o .
sales o, rural vlectrie coepera- S . - y *
tives in an amount estimated Fe ng ) ' '
at about $673 000 annually bas-
ed on 1972 deliveries, This
Broup has beep cnjoying a
very faverable rate for a . ) < "
number of years. Except for a «’rm, o T ) " )

. ass-on of rescarch and devel. A 7OV gy VoL L s SN v
snment COSLs al Lhe first of UPRW SBMW UODE[ILQ aq_L_ . !(.d_'v’ﬁ S Lainy
this year, this was the first : ) _ .
electric rate increase of any . -
kind the company has sought . !er'""\ }»»qu 1 l’" L”""‘]
_. . . P 4 = la
e ,
]
]

A

in® . 5
- In 27 years. [ ' } !
“However, Jast month  a ; sl
requesl was  filed with tie J LJ : »J
e

A e,
' Kansas Corporation Commis. £/ e L’U i’-*"

Fra

sion {o permit the company to
‘apply the same fuel adjust-
mment provisions of its large -
industrial and commereial : LaoAr[ep deyados sef 2301d ivo

ot
nsL other rates. Thi 7878
rates to most other rates, This WO[MD: —

L‘J l:i_'.‘n.ad—?

. would cnable the company to ¥y 4rdndisisu £113 po131/fo
+ pass on {o suhsianlial]y all = l : i T 3
= cuslomers recent increases in \1 | f“‘\} f
* fuel costs, It js ap adjustment  { '\ I o
. . 2 i -
clause .that automatically il \ag__;,ﬁr/ . / fi/ ‘
L] -
reflects variances, up and L !
down, in fuel cosls., . L
. i PO t:,
. ' : i y 3 i
: B LI I T . —— . P TR I
L] = .I ’ ’ - E
‘ . _
. \
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4
i A it ROIng 1o o WOISC 25 L anes v iiring (he last 1wy, Winterg
Vast Hugoton feld i Stlthivost . by unt) We in agg Sone s hut bt last sumpner ., d this -
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t two winters,
Amer and this
in an effort to
s for the cold

e sai¢ for the
, secind-level
with Interrup-
1zve been cur-
KO NOUTS INATK
Fnure than a
uch steps have

‘hased on cor-
woender con-

o

tract, within a [ew years we
would have difficuity supplying
pur hizhost priovity (individaal
home  heating)  cuslomers,”
Ford continued. ]
Seeond-level  interruptible
custemers include schoals, hos-
pitals and some larzer apart-
ments, all of which are suppos-
ed 1o have ailernale heating
sources, Bul, Ford predicted,
“eome  apartment  residents
may be surprised.to learn how
fragile their heating margin re.

aliy Is,” since some owners:

have elected to save money by

oroviaing no alternate systom,
The curtailment seguence is

set by lie Federal Power Com-

missivn and may soon be revis- |
*ed, he continved. He said the

FPC is considering a different
kind of priority list, based not
on valume but onend use,
Ty seive the probiem, Ford
said, Citics Service has taken
several steps, First, the comipa-
oy — which until now has own-
ed no gas wells of its own — has
created a new exploration and

. ) {

5,_., Tty ST S e}

0

production division and is par-
ticipating actively in well dril-
ling and cxploration, principal-
ly in Kansas, Oxluhoma and
Texas, but also al more remote
locations that lenk particulerly
promnising,

Secondly, the company has
sipnec an agreement with the
Ameo Precucticn Co., opera-
tor of the Hugntun field. for a
three-yvear exploration program
in southern YWymmning, where

(Continued on Yage 2, Col. 1)

[
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(Centinnad from FPage 1)
““test drilling indicates large re-
serves of natural gas:
2 The agreement calls for Cj.
ties Service to receive the first
two trillion cubic feet of natiral
.Bas produced by that project at
‘the price prevailing al that
time.

“The cateh is that in return,
Amoco wants us o pay them

_more for the gas we're purchas-
ing right now in the Hugoton
field.” Amoco is seeking FpC
«approal for the proposed price
“inerease, vhich woulid boost Ci-
ties Service's_averaging price
-at the wellhead from about 1514
“cents per 1.000 CF o 3015 cents
per 1,600 CF.

- Thirdly, Cities Service has
slarted a joint praject with
‘Northern Natural Gas, Omaha,
to develop a coal gasification
plant that would produce the
cquivalent of natural gas in
commercizl  quantities.  per-
haps in six to eiglit years.

Bob Berney, Cities Service
vice president for natural gas
supply, meanwhile reported
prices on new gas are rising ra-
pidly in many arcas.

Though the FPC has set an
interstate ceiling price of 43
cents per MCF on sales of new
gas, somne intrastale purchases
in Texas have reached £1.40 per
MCF, while in Oklahoma the
price “‘is approaching §1, so
there's a real strain in that re.
gard and most ol he pas is
staying in the stale where it is
produced.”

In Salina, Juhn Williamson,
vice president of was supply for
Kansas Power & Light Co., sand
the most expensive gas in K-
545 now s 4 cents por MO at
the wellhead or rouhily 23 Lo h
cenls under intrastate priciug
elsewhere in the regrion,

o
CrIOuUs \ras

JEEH.

KPL buys gas from many dif-
ferent sources within Kansas —
including both Cities Service
and Northern Natural Gas Cn.
— and sells it o consumers in
118 towns across much of the
State, fransmilting the £gas via
KPL’s own pipaline systern.

Williamson © said while
“everybuody in the ras business
Is compeiing for new reserves
that are found in the state,” he
feels the situatinn is not as criti-
cal as some federal officials
have predicted. e said KPL
expects no cconomic disloca-
tion in the state anywhere in the
immediate future as a resylt of
natural gas shortages.

Kansas Corporation Commis-
sion Chairman Dale [ Saffels,
who is conducting a liearing
here this week gn 2 request for
a4 rale hike by the Kansas-
Nebraska Natiural Gas Co.. said
Kansas uses about £ percent of
its praduction within its own
borders, but in tury imporls
£as in quantity fram Oklzhoma
and Texas. The lansas-Nebras-
ka arca has about a 16-ycar re-
serve, he suid.

And he predicted while short-
2aes will “have sone offecty |
- we're going o stil] keep ope-
rating.”

Saffels said the 20 per cont
curtailinent oi laree industrial
customers this summer wif)
help considerably and noted
“we have peaple working an
stupplies of new gas. We're ot
going Lo be oul of residential
Zas in the next four or five
Yearsin Kapsas,”

e seid Bioush mueh of the
industrialized eastern part of
the nedion, Califurnin, Chicazn,
Detroit and some other areas
may have serionns prablems,
“we're nolonear in the had
shape that they micil he,
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Governor's Natural Gas Supp1y Conference
April 26, 1975

"Natural Gas Exploration Activity in Kansas"
by Don Schnacke, Exec. Vice Presaeent
Kansas indeocndent 0il & Gas Assn.
Governor Bennett, Senator Pearson, Commissioner Smith, Mr. Chairman
and distinguished guests and participants in The Governor's Natural

Gas Supp1y‘C0nFerence.

We consider this meeting to be a very important event and worthwhile.
In Tight of the many chahging events, attitudes and political shifting
taking place in the %ieid of energy, the opportunity to communicate
our interests and concérns with others is a distinct opportunity not

often pursued.

We particu1ary are pleased with Governor Bennett in taking the
initiative to sponsor this conference and bringing all of us together
to discuss local, regional and national probliems relating to the

future supply and demand of natura] gas.

We are pleased that Commissioner Smith is here. The FPC 1974
action recognizing the Kansas Ad Valorem tax paid on natural gas
propertles as though it were a "production, severance or simila gt
tax as recognrzed by prior FPC order was welcomed by our industry

in Kansas.

5 ‘ sy B

The FPC Order arose out of a new gas docket limiting its order

to gas commencing on or after January 1, 1973." We have asked the
Kansas Corporation Commission to request an extension of that

Order to all gas, and hopefully we will have that soon.
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It is not fair to place the blame on the Phillips decision or

the subsequent acts of the Federal Perr Commission on the shortage
of natural gas and the low price we have received for it in the.
past. Historically, this problem relates to the development of an
over supply we developed whén demand was very low. In those earlier
days, we were, for the most part, finding gas when we were fooking

for oil.

Cur Association, founded many vears ago, has a keen interest in the
subject of natural gas. We have a standing committee on Natural Gas
that monitors all aspects of this subject both on a local and a
national basis. Mr. Bob Williams of imperial 0il Co. is the Chajrman
of our Committee and is here today. OQur association represents a

great percentage of the 652 known natural gas producers in Kansas.

+The ‘production of natural gas in Kansas is truly'a large and compiexl
activity. The Kansas Natural gas producers are active in 39 counties
and in 326 known producing gas fields. The Kansas Corporation
Commission lists 56 companies who are active in the purchase of
natural gas. With the authority granted by the Kansas Legislature

in the 197k Session to permit municipalities to get nto the natural

gas business, the list of purchasers undoubtedly will grow.



The natural gas prbduction industry in Kansas is very important
to our state's economy. OQur effort today, and policy we might
develop ahead should be directed toward developing a fair
price for the producer as well as protecting the interest of
~the consumer. We need to act to protect this key gas industry
in Kansas because our state's interest as a procucing state s

not the same as that of a consuming state.

The Hugoton field contains 85% of the proven natural gas
reserves in Kansas and accéunts for 72% of all gas produced in
the sState. It was discovered in 1922, and today there are
nearly 4,000 weils producing in this field, |t's important to
mention this in order to put into perspective, the weight of
this one huge field. Ninety percent of the gas produced from
the Hugoton field .is sold in inter-state commerce, although
physically, some of this gas may not leave the state, as sohe

inter-state lines do service local communities and some industry.

Most all of us know that Kansas is one of the largest gas
producing states in the nation. We indépendents know there
are still thousands of acres 6f unexpToredlprospectTve tand in
our state that will produce natural gas. We ‘have active and
agressive explorers that will discover these new gas fields,
provided the governmental and ecocnomic clsmate is reasonably

proper,
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Since 1954, when the Phillips decision was handed down, exploration
in Kansas has been sporadic and development of new reservcirs
largely conf{ned to prolific fields, primarily because of
regulatory uncertainties, refund obligations, and general confusion

_confronting this industry.

The argument, often heard, that explorers and producers of natural

gas fields could ignore the FPC regulations and sell their product

to intra-state lines is not valid, primarily because the intrastate

Carriers do not have the expance of transmission lines as compared

to inter-state carriers, and until recently, intra-state lines

were unwilling or financially unable to extend their lines to
remote gas préducing areas. Kansas potential has been held
back, but it will eventually produce substantial volumes of new
gas, dependiné on-action or inacfion in the Congress and our

State Legislature.

Ouir number oné target has been to raise the base price of new
natural gas. IWQ certainly applaud the_passage of SCR 23 by the
Kansas Legisléture, Just last week, requesting Congress to take
action to dereguiate the priée of new natural gas.p'The very
speculative nature of exploring for and devgldﬁing new gas

reserves essentially requires a more realistic price to provide

incentives for such high-risk speculation.



il

Kansas drillers Have'Found more gas in our state this past year
than they have since the middle 1950's. “This is primarily because
there are more drilling rigs in operation and the price during 1974
has been more favorable, giving an incentive to increase activity.
Last years overaI] average price of 50¢ - 75¢ mcf compared with the

earlier 12¢ - 14¢ mef average has brought the producers to 1ife.

A recent APl - AGA report outlining progress this past year
shows that Kansas has done a remarkable job in responding:when
Proper price. incentives encouraged drilling. Kansas deveioped
894 billion cu. ft. of gaé in 1974, and this reflects a 51gni=|can
improvement over laét year . Kansas gas reserves are estrmated
at 11.722 trillion cu. ft. as of January 1974 and‘dropped. to
"11.6 trillion cu.ft. as of Januéry 1975, But, we found of
extended reserves in Kansas during 1974 in the amount of 976.3
million cu., ft., which means we came within 2% of and:ng‘us
much gas in 1974 as we produced. This is a vast lmprovemgnt
over prior years. Price incentives have stimulated the Ihdustrv.
The number of we]]s speak for itself from what happened |n 1974
as compared with the year before. g

|
Completed oil and gas wells &f all types were up 2%.,5% ov%r 1973.
Development tests were up 22.5%. When gas prices began té
improve, starting at the end of 1971, the statistics indicate
that gas drilling activity tripled when compafinq the perfods of

1968-71, which reported an average of 116 gas wells per year as

compared w:Lh 342 gas wel]s per year during the period of 1972-7h,
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There is a trena in, Kansas to go to deeper wells at 5,000 - 4,000
Teet, and ironically to shallower wells at 2,000 ~ 3,000 feet

The shallow wells are those that were drilled through at an
earlier date and gas detection not noticed, or the potential
resefves seemed too low to Justify completion costs at the then
low market pPrice ?or the product.‘ Today, we have much bers
technology that alerts us to potential gas reserves. There s
considerable drilling activity into older leases and into

formations that have Not previousiy been explored.

One concern the producers face, and there seems to be no easy
answef, is the dramatic increase of the cost of drilling new
wells. This is one reason producers insist there be an opén
market on the price of the product because there is an open
market on the cost of drilling, casing, mud, bits, labor,
transportation and other direct costs for drilling and completing
a well. Just one year ago a 4,500 foot gas well fully equipped
would cost in the neighborhood of $50,000. Today this same well
will cost from $90 - $100,000; nearly twice Lhe cost Thas |
along with the track record in Kansas that 8 out oF every 9
wildcat wells are dryholes, develops our qbl?F argument for

justifying a free market price for natural gas at the wellhead,
J ying g
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Price incentives for the exploration of natural gas should be
given the highest priority by the Congress. We have been
working with Senator Pearson, who has been giving us 100%
cooperation and a sympathetic ear, and is working hard to remove
-the uncertainties from federal statufes,and bureaucratic
regulations and red tape. He recognizes the role of thehundreds

of small producers that deliver small quantities of natural gas.

If price fixing by the government is demanded, we bhelieve a
"realistic base price, plus additional incentives for small
producers, would alone achieve the primary objective of supplying
substantially higher volume of new gas at the earliest poésib]e

date for the consumer, at a fair price.

We think the conéumer will benefit in the long range, because

a price incentive will maintain a more adequate supply, as
'opposed to the prevalent shortages. Every MCF not produced will
make the consumer more dependent upon costlier, less desirable
a]ternative fuels at foreign controlled prices, which Congress
may find. difficult to control. We believe a frge market price
for new gas would give an average price, when comingled with gas
being sold under current contracts, lower than any other energy

fuel, and certainly more desirable.



-8 -

We had quite a flurry of activity around the halls of the
Legislature during this past Session pertaining to SB 564 - a
proposal to regulate contracts; price; the end use priority of
intra-state natural gas. We opposed this proposal and will
participate in the legislative hearings during the Interim

Session this Summer.

Natural gas production in Kansas has generally risen during
the past 19 years from 512 billion cubic feet to 894 billion
cubic feet in 1974, We believe with proper incentives, we can
continue to hold our own, and possibly increase our production
.Capacity for many years to come. You must understand, out of
state gas‘reserves will feed into and through Kansas markets
~and help satisfy committments made for the future.
.
We maintain, any kind of price reguIation.and control ovef
contracts will only serve to further hamper the development of
gas-laden lands in Kansas, 1iké.federa1 control and price
regulations has done for inter-state gas. FPC, in its own
recent report, said in part, "We believe that deregulation of new
natural gas at the well head is the single mést effective measure

. 5
that can be taken today to alleviate the nations severe supply-

demand imbatlance'. FPC is simply stating -- take the federa]
regulations off of natural gas and let the "forces of a freec
marketplace determine the supply-demand relationships of gas and

other primary energy sources in a competitive energy market",
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‘The Federal Power Commission's report alludes to the imbalance

of price as related to other various common hydrocarbon fuels
when compared on a thermal equivalent basis. Natural gas priced
at an average of 5i¢/mcf is at the low end of the cost comparison
as related té BTU output of other common fuels. We feel, until
natural gas is realistically priced in relationship to other

Primary energy sources, our country will not solve the supply

and demand problems we now face.

We feel this same lesson and historjca] record is applicable
to the State of Kansas. We feel] the State of Kansas should not

place itself into a role of s mini-FPC regulating the price of

intra-state natural gas at the wel lhead.

3
‘We believe the Kansas Corporation Commission today has general
authority tb prevent economic waste of naturalfgaé. Perhaps
that authority needs to be broadened to-spééificai]y address
itself to economic waste as related to setting priority of

the end use of gas.

As Hatural gas is being recognized and adjustfng itself to be
a BTU equivalent to other eéergy fuel sources; Ttkwell‘could be
a role of government at all levels to answer to the consuming
public that a proper priority of use is being assigned to this
scarce commodi;y which‘in the short years ahead, could become

critically needed,



‘However, we caution against Ihstigating new govermental

controls and regulations. We Feel!IF the free enterprise system
is permitted to Funcfion, the current imbalance and present
demand -trend in natural gas production will be reversed and we
“will be on the road to accomplishing our state and national

goal of reasonable energy self sufficiency,
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