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August 11, 1975

Members Present

Representative Harold Dyck, Chairman
Senator Ross Doyen, Vice-Chairman
Senator George Bell

Senator Jack Janssen

Senator Vincent Moore

Senator John Simpson
Representative Richard Brewster
Representative Keith Farrar
Representative Ben Foster
Representative Walter Graber
Representative Herbert Rogg
Representative William Southern

Staff Present

J. Russell Mills, Jr., Legislative Research Department
William Wolff, Legislative Research Department
Don Hayward, Revisor of Statutes Office

Conferees

Richard G. Jones, National Conference of State Legislatures,
Washington, D. C.

Bernard E. Nordling, Southwest Kansas Royalty Owners Association,
Hugoton, Kansas

John G. Williamson, Kansas Power and Light Company, Topeka,
Kansas

George Sims, Mobil 0il

Morning Session

The third meeting of the Special Committee on Natural
Gas was called to order at 10:00 a.m., August 11, 1975, in Room
519-S of the State House by Chairman Harold Dyck. Introductory



remarks were made by Chairman Dyck. He asked the members of the
Committee to look over the minutes of the last meeting as they would
be considered in the afternoon session.

The chairman stated that the Committee would recall that
at the last meeting it was agreed that a letter be sent to all U.S.
Senators urging them to support Senator Pearson's amendments to
S. 692. He noted that 11 other Senators have jointed Senator Pear-
son in sponsoring the amendment, and that he had received 35 replies
to the letter thus far. He stated that a tabulation of all the
letters would be made and sent to each Committee member instead of
making a copy of each letter; however, if some members desired to
have copies, that this could be done.

_ The first conferee was Mr. Richard G. Jones, represent-
ing the National Conference of State Legislatures in Washington, D.C.
The Chairman stated that Mr. Jones' purpose in being here was to
present some of the approaches being considered at the national
level in regard to natural gas regulation and potential legislation
in this area. '

Mr. Jones submitted a prepared statement along with exhibits.
(Attachment I). He stated that he thought it would be best to give
a brief statement and explain some of the attached exhibits and the
members could ask questions as they desired. Representative Brewster
asked if the chart on page 53 only included interstate pipelines.
The answer was yes.

The Chairman asked what would happen in his opinion if we
do not have deregulation. Mr. Jones stated that he doubted if the
price would be greatly affected. The biggest problem is that elec-
tric rates are going up anyway.

Mr. Jones stated that he has been asked what Congress
will be doing in the field of natural gas. He stated that it was
largely a matter of conjecture on his part and his own opinion.
He stated that S. 692 is an attempt to increase the price of natural
gas and to integrate intrastate and interstate markets. He noted
that the bill contains a national price ceiling of 40 cents per
Mcf to 90 cents per Mcf, but that these figures are almost irre-
levant and would be revised every five years. He explained the
Producer Price Tiers in Table 7 and noted the Definitions and
Notes. He stated that under S. 692, '"new gas' is defined as
whatever the FPC says is new gas.

Senator Janssen noted that some say deregulation would
increase the supply. The first exhibit states that 31% cents is
the average price around the country, but the minimum price in
‘Senator Janssen's area is about 70 cents, which rather ruins the
argument. Mr. Jones stated that he believed the Senator was refer-
ing to intrastate prices and that prices in the intrastate market
seem to be rising.



Senator Janssen asked if he was familiar with the "favored
nations" contact and Mr. Jones stated that he was. Discussion fol-
lowed concerning this point. Senator Janssen stated that he had
one town in his district under this contract, (Lyons) and it is
supplled by Peoples Gas Company. The question was asked how the
price is arrived at when various interstate companies purchase gas
in the area. Mr. Sims of Mobil 0il explained how this came about
when various companies are not able to get together on their con-
tracts.

Mr. Jones stated that he was of the opihion that only
one side had been heard on this whole matter of deregulation and
that there was some distortion within the industry.

Senator Simpson asked how much of a price increase would
be necessary to get more exploration, or what a fair price would
be if we go with deregulation. Mr. Jones stated that this is
indeterminable in the free market system. Senator Simpson asked
if anyone had tried to make an estimate. Mr. Jones stated that
the FEA has been trying to do this during the past year and that
there was no way they could arrive at the size of the revenue, or
to define cost of operation with a reasonable rate of return on
investment.

Mr. Jones stated that Congress has before it several
windfall profit proposals; and that the Administration proposal is
the strongest measure, as it did not contain a "plow-back' proposal
in regard to natural gas. He stated that the integration of the
two markets (intrastate and interstate) was probably a desirable
corncept.

Senator Bell stated that he was bothered by the whole
matter of "truth" and quoted an article from the National Teachers
Association's periodical in regard to shortages and supply. Mr.
Jones stated that he was in agreement with the article; that in
his opinion there never was and still is not a physicial oil
shortage. Senator Bell referred to the misrepresentations of re-
serve figures alleged to have been made by the American Gas
Association. Mr. Jones stated that it will be almost impossible
to verify these reserve figures. He also stated that there is
a clear price incentive for gas companies to prefer the intra-
state over the interstate market and that some reserve figures may
be misleading. Mr. Jones said that he has not been able to find
data to prove this to be the case. Senator Bell stated that there
seemed to be three sides -- yours, mine and the truth. Mr. Jones
stated that ''truth" is the one that has not yet been identified.

Discussion followed concerning OPEC and the effect that
it has had on the degree of control exercised by various oil com-
panies. Mr. Jones again stated that in his opinion there is not
and never has been a physical shortage of oil, but that there might
be by 1985 or 1980.



-4 -

The Chairman asked Mr. Jones to explain the meaning of
OCS. He stated that Outer Continental Shelf drilling accounts
for 117 of the domestic petroleum production or approximately
900,000 barrels per day; that it produces a lot of natural gas;
that reserves are being tapped and that the federal government
is leasing Gulf tracts. More dicussion followed in regard to
0OCS in relation to Senator Pearson's amendment.

Senator Moore brought up the matter of the "plow-back"
provision and the fact that there was no such provision in the ad-
ministration's proposal. This would have to be spent for new
exploration for oil and gas and would provide the capital to
companies to do this. Mr. Jones stated that in his opinion
that anything the Congress passed would contain this provision.

' .~ Representative Foster asked if we were not at the mercy
of the OPEC nations in regard to the price of oil. Mr. Jones
stated that there is no question about it at this time, but that

- does not mean we will be at their mercy in 1980. There are a

lot of people who think they have 0il -- Mexico, Africa, and even
China, and they will be willing to sell it. He gave an example

of the cost involved for the Saudi's to get out the oil, probably
30¢ or less per barrel, and they sell it for $11. Mr. Jones stated
that he did not think it was realistic to think that it would ever
be below $7 or $8 a barrel ( at 1973 dollars). Mr. Jones stated
that the only thing the federal law which expires on August 31 does
now is to determine who is making the most profit, and that termi-
nation of the act is the best thing that could happen.

Senator Janssen made the following observation: suppose
the federal government went with deregulatlon and we had enough oil
for our needs, do you really believe the prices would come down?
Mr. Jones said yes he thought so, but that the only barrier might
be a state regulatory agency like in Texas or Louisana. Senator
Janssen asked if the companies would not hang together to keep the
prices up. Mr. Jones stated that their record on this was not too
good.

Representative Brewster asked what effect S. 692 would
have on intrastate pipelines and wondered if the state might not
be able to establish a windfall profits tax and ''plow-back' pro-
vision. Representative Farrer stated that it all goes back to the
question of what is the proper price to be charged for natural gas.
The same thing could be applied to producing a bushel of wheat.
That it has to go on the open market. Mr. Jones was in agreement.

Senator Janssen stated that he was concerned about the
person who might have to drive 50 miles each day to work if gasoline
prices went up. Mr. Jones stated that in his opinion it would
probably go up about 3¢ a gallong with decontrol and noted that the
- cost of producing energy is going up. Senator Moore stated that
even if gas prices were kept as they now are the cost of electri-
cal energy would go up anyway because electrical plants are not



going to have the gas to use and will have to resort to oil or
coal which will increase the cost of energy four to six times.
Mr. Jones stated that the principle behind S. 692 is to try to
help the consumer.. '

Senator Simpson asked what legislation is being con-
sidered by Congress in three areas -- antitrust legislation re-
garding the petroleum industry, conservation, and the channeling
of funds for mass transit. Mr. Jones answered in the matter of
mass transit, that he did not see anything being done; on anti-
trust, that he did not foresee anything being done very quickly;
and on conservation, only sporadic action. One proposal before
Congress now is the revamping of building efficiency standards
which would require states to enforce building codes and that,
in his opinion, there was an even chance this legislation would
be passed during this session. The bills regarding automobiles
contain standards which the industry has said they could meet
between now and 1983. Other conservation measures might be addi-
tional tax benefits for development of exotic fuels.

Representative Roog asked what the states could do? Mr.
Jones said the states could regulate electric utilities regarding
the energy supply situation. At present the prices are the re-
sult of a mish-mash of laws enacted in the 1920's designed to
spread service. These should be revamped. Second, planning for
energy facilities. Consumption of electricity is not a matter of
economics, it is becoming a matter of public policy. The state
could create some mechanism for allocation. Thirdly, conservation --
efficiency in building codes, insulation, implementation of policies
on building standards. :

The Chairman stated that there was a consensus among Com-
mittee members that very little could be done until we know what
will be done at the federal level, and asked what action would be
taken in the near future. Mr. Jones stated that, in his opinion,
there was a 40% chance that both houses would pass this legislation
(5. 692) by January. That there was considerable pressure to do so.
The Chairman thanked Mr. Jones for his appearance and noted that Mr.
Jones was on his way to Denver to attend an NCSL meeting on Inter-
governmental Relations of which he was a staff member, and that
Senator Moore and Senator Janssen were also members of this Committee.

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

Afternoon Session

The meeting was called to order at 1:30 p.m. by Chairman
Dyck. A tabulation of the letters received from members of the
United States Senate thus far was handed out. (Attachment II),



The Chairman asked if there were any correction to the

minutes of the last meeting. Representative Farrar stated that

on Page 4, second to the last paragraph, the sentence should read,
"Tt was noted that Cities Service prov1des less than 1% of their

gas to be used for irrigation in Kansas. The Chairman asked for any
other corrections and there were none. A motion was made by Repre-
sentative Southern and seconded by Senator Doyen that the minutes

be approved. Motion carried.

The first conferee was Mr. Bernard E. Nordling, Secretary,
Southwest Kansas Royalty Owners Association, Hugoton, Kansas. Mr.
Nordling presented a written statement. (Attachment LEL).

Representative Farrar asked Mr. Nordling to explain a
little more fully the paragraph entitled, Possible Solution to Low
Rates on Page 10.

Senator Janssen asked whether royalty owners shared the same
in natural gas leases as they do in o0il leases and how they negotiated
the shares. An explanation and discussion followed on how they were
difrerent:

Senator Doyen asked how the price was arrived at for gas
being sold at 13%¢ in one geological zone and 18%¢ in another zone.
Mr. Sims explained that there was a separate meter for each zone.

_ The Chairman asked if any members of their Association
were landowners as well as royalty owners in another field. Mr.
Nordling answered that their association was limited to members who
own mineral rights in the Hugoton field. You might have different
owners, one being the surface owner and the other a mineral owmer
His association represents both kinds.

Senator Doyen made the observation that it was too bad
that there were not stronger conservation measures when some of the
Hugoton development was started so that it took place as a unit. Mr.
Nordling stated that even so, it has worked out pretty well.

The next conferee was Mr. John G. Williamson, Vice-Pre-
sident, Kansas Power and Light Company. Mr. Williamson handed out
a booklet containing his opening statement and other information,
and reviewed his opening statement. (Attachment IV).

Representative Graber asked what percent of KPL's gas
comes from the Spivey field. The answer was about 17%. Represen-
tatives Southern asked why no new contracts had been signed by the
producers. Mr. Williamson stated that it takes quite a lot of time
because of the large number of producers, but that meetings were
going on and new contracts are being negotiated.

Senator Bell asked in regard to the Wichita Industrial
Energy Corporation and their signing of contracts, and in reference
to a letter the Committee received from Mr. Saffels, whether we



have gotten ourselves into a situation whereby a shortage might
result in the coming winter for residential use as a result of

this maneuvering. Mr. Williamson stated that end use priorities are
essential. At the present time KPL does not have any direction
either from the legislature or from the KCC. This does exist under
the FPC in the regulation of the interstate pipeline companies and
curtailments.

Senator Janssen stated that it if was true that the
Wichita Industrial Energy Corporation had negotiated a contract, how
did they do it so fast? Mr. Williamson said that their offer was
$1.85 at the well-head whereas the offer KPL made was $1.50. Senator
Janssen asked what would happen if more cities took the same atti-
tude that Wichita has taken.

Senator Bell asked if there was any place the KCC had been
lax in allowing this to happen. '

Representative Foster stated that it was his understanding
that the Wichita Industrial Energy Corporation hadcontracted for
10 MMCF. Discussion followed concerning how much of this is being
used for other purposes than heating homes. The answer was about
7%. Mr. Williamson gave an explanation concerning peak day require-
ments.

Representative Brewster asked if this 10 MMCF is forever
taken out of end use priorities for the duration of that contract.
Mr. Williamson answered that he was not sure if that was true, be-
cause he could not believe that the FPC or the KCC would sit by and
let 5,000 homes go unheated while airplane hangers and swimming
pools in Wichita were heated.

The question was asked as to how much of this 10 MMCF
is committed to industrial use. The answer was all of it. Senator
Meore stated that it can be allocated to other uses.

Senator Moore asked how many cubic feet of gas KPL was
selling to the refineries in Butler County. Mr. Williamson said
none at the present time. He did not know where they were getting
their supply. Mr. Williamson said that Anadarko was buying some
KPL gas, that they in turn were selling to the Mobil refinery in
Augusta. Under furthering questioning by Senator Moore, Mr. Williamson
stated that KPL sold eight million MCF to refineries in Butler County.

Senator Moore object to Mr. Williamson's statements con-
cerning the heating of swimming pools and airplane hangers, as well
as other distortions of the facts given widespread coverage in the
press, both now and last March. Senator Moore also noted that,
according to KPL's annual report, 60% went for industrial use. Mr.
Williamson stated that in 1974, 36% was sold for the purpose of
generating electricity at two of KPL's power plants, Central
Development of Great Bend, and 18 municipal power plants.



Senator Moore referred to the press release in reference
to the work being done at Lawrence and Topeka and how long it had
been going on. Mr. Williamson stated that they expected to spend
around 30 million dollars in 1975-76 and that it had been going
on two or three years.

Representative Graber stated that the Spivey field was
in his district and this business of the Wichita Industrial Energy
Corporation had caught on like wild fire; that he understood another
city had negotiated a contract during the past week.

The Chairman asked if any of this was interstate gas.
Mr. Williamson said that KPL’s operations are all intrastate.

Discussion followed with Senator Doyen concerning cur-
tailments. Senator Simpson asked how much gas KPL gotout of the
Hugoton field and whether they would face the same type of situa-
tion there. It was noted that the Mesa contracts did not expire
until 1989. Representative Farrar asked if the 18 municipal plants
were on interruptible service and whether they had standby facilities.
The answer was they were and all had standby, but Mr. Williamson
was not sure about their storage capacity or what they considered
sufficient storage. He said it had been suggested that they re-
view their storage facilities. He explained that they would not
always have to curtail everyone's service on the same day. KPL
could stagger this and could be kept flexible. The Chairman thanked
Mr. Williamson for his appearance before the Committee.

The Chairman stated that in regard to future meetings,
there continue to be requests from one group or another who want
to be heard, including a request from a dehydrating group. The
Chairman further stated that he was uncertain how much longer the
Committee should continue to hear from conferees and, in meeting
with the staff and Mr. Jones, there is some doubt as to how produc-
tive our efforts can be until we find out what is done on the
federal level. He stated that he had a discussion with Mr. McGill
and that he agreed it would be best to move slowly until more
was done by the Congress. Of the meeting dates tentatively scheduled
(September 11 and 12 and September 29 and 30), it was thought
September 12 would be the date for the next meeting. At that time
the Committee could hear from KCC and others in regard to possible
curtailments during the coming winter. If the staff cannot be
ready by September 12, then September 29 should be kept open for
the next meeting.

Senator Moore and Representative Foster felt that some
representative from the Wichita Industrial Energy Corporation should
appear before the Committee. Senator Moore also wanted some in-
dustry people to appear from the south central area of Kansas.

The Chairman stated if they had something to tell the Committee

that the Committee had not heard, then they could come; but that the
Committee should now concern itself with getting the whole picture
and perhaps hear from someone with KACI. Representative Farrar
asked what the Committee should be considering. The Chairman



stated that our assignment is to study the supply, use, Pricing
and regulation of natural gas production and distribution which
includes monitoring federal legislation on natural gas wellhead

price regulation.
Meeting adjourned.

Prepared by J. Russell Mills, Jr.

Approved by Committee on:

(Date)
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TESTIFOWY OF RICHARD G. JONES
BEFORE THE SPECIAL COMMITTEE On RATURAL GAS
OF THE KANSAS LEGISLATURE
AUGUST 11, 1975

This prepared statement and accompanying exhibits are submitted for the re-
cord of the Special Committee on Natural Gas.

BACKGROUND

As an introduction to a discussion of current Congressional approaches to
natural gas regulatory policy, it seems appropriate to establish the outline of
data and policy anu1y€?< on which the Congress is working. The perticular exii NTLS
chosen here are intended to be concise and comprehensive and do not include :

viewpoints or arguments.

Exhibit 1, titled "Natural Gas" is. taken directly ¢
dence Report of the Federal Encray Admin{ca“"1|qn. The mbgc. putcc,“ pﬁ“ft:h.ﬂ
by the historical data contained in exhibit 1 (esp. Ta :

bie 1I-10) indicates:

1. Natural gas production and sales became significant after Vorid Va Tl
increasing at an average vate of 6.5% throughout the fifties and ear 1y

sixties

2. By the early seventies, tlhe production and sale of natural gas had ceased
its rapid growth and essentially leveled off in the 1970-1972 pericd.

3. In 1972, natural gas provided 32% of the nation' s enermy supply and
of the nation's net consumption. 46% of natural gas was used in the in-
~dustrial market, 33% in the household and commercial market, and 18% for
electric generation.

4 In 1972, FEA statistics indicate that primary natural gas sales totaled
$4.2 b11110n, four tenths of one percent of gross national product.

5. FEA's econometric model indicates that prices in excess of current levels
will effectively increase non-associated gas development in 1985. How-
ever, increascs beyond 80¢/MCF (constant 1973 dollars) are not projected
to be effective in generating additionai supply. i

Exhibit 2 is extracted frem FEA's honti1y Lnergy Review for May 1“7E. This |
data indicates that the marketed production of natural gas declined 3.9% in 197
and continued its decline through March of 1975. In 1974 52.7% of the total



natural gas marketed wss marketed interstate at prices rogu]ated by the Federal
Power Commission. These regulated prices averaged 32.6¢/MCF in December of 1974,
up 33% from year earlier regulated levels.

Exhibit 3 is abstracted from the Congressional Record of July 21, 1975.
The material was inserted there Tor Senator James Buckley of Kew York, althouch
the compilations were provided to him primarily by the American Gas Association.
This exhibit provides comparative natural gas statistics from the fifty States.

The price of natural gas to the largest customer class ranges from a Tow
of 30¢/MCF in Louisiana, Wyoming, and Oklahoma to a maximum of $1.86/1CF in Maine
(excluding Hawaii). The Kansas prices for all three customer categories are just
over one-half Lhe national averages

1\.\\\( )

Exhibit 4 contains three Gr’}hs produced by M. ey Hubbert of the U.S. Geo-
Togical Survey. These are extracted from a background paper authored by Hr,
Hubbert for the Senate Interior Committee titled U.S. Energy Resources, A Review
As Of 1572.

The graphs illustrate the Hubbert thesis of natural resource production
cycles. In particular, the second graph illustrates the relatively steady growth
in U.S. natural gas production from 1908 to 1960 growing at an average rate of
6.73% anhually. The steady decline in growth xellowinﬂ 1960 1is interpretea by
Mr. Hubbert as supporting his thesis, di (wfnyvd in the third figure, that the
ration is vapidly approaching the peak of its natural gos pFOdLLLIUH cycle, and
that net CUMUTnulvo domestic gas p.uUULtion will total roughly one quadrillion
cubic fTeel, sharply below ppst production extimates.

FEDERAL POLICY IRITIATIVES

The Congress is under considerable pressure to address reform of the natural
gas regulatory structure. The pressures produced a narrowly defeated attempt
last year to deregulate the wellhead price of natural gas. Senator Buckley of
New York, one of several staunch advocates of deregulation, proposed an amend-
ment to the Federal Energy Administration Act which failed by a 43-45 vote with
twelve abstentions.

Outright deregulation of wellhead prices is one extreme of possible Con-
gressional action. The other extreme is represented by the Natural Gas Produc-
tion and Conservation Act of 1975, (S692) sponsored by Senators Hollings and
Magnuson.

Unlike the deregulation bills, this attempt is not simple. Its complexi-
ty has in fact caused widespread misunderstanding of its anticipated effects.
Exhibit 5, titled Natural Gas Pricing; ﬂﬂgilhﬁ Piece of the Energy Bullet is
extracted Trom the May 16, 1975 issue of the Energy Report to the QLalea, pub-
lTished by my office. As the exhibit indicates, the central intent ofi"S682 is
to increase the price of new natural gas at the wellhead radically, while re-
taining reqgulatory control.

Philosophically, the bill is pwfqued on the theory that the existing



regulatory structure has inappropriately depressed natural gas prices because
the existing statute bases price on historical average production costs. The
Magnudon/ﬂull1nﬂs biltl would require FPC to set a National Base Price on the

basis of " curr ent and prospective real costs of production over the next five
year er1od

In addition to this change in the basis of regulation, the bill would al-
low FPC to set price at higher levels for producers or areas which experience
higher than normal costs even after the severe increases resulting from the

bill.

Finally, the bill would create special high prices for certain "small" ana/
or "“independent" producers.

In addition to these DY?CE effects, i. Eill's second major effort would
be the integration of the inter- and 1nt1% alte natural gas markets. It would
accomplish this by limiting new intrastate gdb prices to the same levels as in-
terstate prices‘

These two examples re epresent the extremes of Tikely Congressional action.
In between these are substitutes, the most significant of which are briefly de-
scribed in Exhibit 6, prepared by my office.

It is impﬂrkén? to note that the term “wrw“ gas i1s used as a phasing me-
chanism Tor most bills. By Q“"vgt?dt ing only new" gas, the effects are delaved
until the cxpirai:cn or venegotiation of cy?arzna contracts. This probcss 15
estimated to take from 3 to 8 years, thus smoothing the price hikes which re-
sult from wellhead deregulation.

S692 and the Pearson amendment (#586) are exceptions. S$692 allows FPC to
determine whether gas is "new" or "old", wniie the Pearson proposal would re-
quire full performance on existing contracts, thus prohibiting renegotiation.
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NATURAL GAS

Natural gas is primarily methane, the most basic hydrocarbon. It is
often found associated with oil in the same geologic formations, but is alsg
found in geologic structures by itself. Its primary use is as. a clean-
burning fuel, but it is also used as a petrochemical feedstock.

Background

The first natural gas well was put into production in 1821 in Fredonia,
New York. The discovery of 0il in the U.S. in 1859 began a search that
resulted in the discovery of large quantities of natural gas as well a
supply for which there was no ready market at the time. Thus, the gas was
flared as a part of the process of extracting oil from the ground. But once
the possible uses and advantages of natural gas were discovered, it quickly
replaced manufactured gas. :

The first large-scale use of natural gas was in the manufactur. .f
steel and glass in plants located in Pittsburgh. Initially, the use of gas
was confined to areas near gas or oil fields, but the development of long-
distance gas transmission systems in the 1930's broadened its market. During
World War II, the war effort slowed down growth of gas pipeline and distri-
bution systems. After the war, nowever, the availability of abundant supplies
of natural gas--most of it found in the search for.oil--and improved quality
of pipe for high-pressure, long-distance delivery enabled the gas utility
industry to expand rapidly and widely. Marketed gas production increased
from four trillion cubic feet (TCF),in 1946,to eight TCF by 1952, and
continued to grow at a 6.5 percent average annual rate in the 1950's and 1560's

Natural gas now represents about one-third of the total energy consumed
by the Naticn and almost one-half of the non-transportation uses--an amount
twice that supplied by either oil or coal. One-half of the gas is used for
residential and commercial purposes, one-sixth for the generation of elec-
tricity. and one-third for industrial uses (See Figure II-4 for natural gas
utility sales trends).

In the 1970's, the demand for gas has exceeded its supply. Many gas
distribution companies have found it necessary to deny gas service to new
customers and to enforce contracts for interruptible gas sales. Additionally,
the Federal Power Commission has set priorities on gas use.

The Natural Gas Act of 1938 gave the Federal Power Commission authority
to regulate interstate pipelines and natural gas imports and exports. In
1954, in the Tandmark Phillips Petroleum case, the U.S. Supreme Court held
that a firm which produces and gathers gas and sells it to a pipeline
company is a natural gas company. As a result, the FPC began requlating
the wellhead prices at which gas was sold in interstate commerce.
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The approach for establishing producer's prices is based primarily on
historical average industry costs. Drilling and exploration costs, on the
one hand, have increased considerably in recent years; the cost per font of
a gas well increased 57 percent between 1961 and 1971. But the average
price of gas, on the other hand, rose by only about 20 percent (Table II-10
shows production and pricing trends). This price lag has impacted

drilling and resulted in the erosion of gas reserves.

Proved gas reserves, the current estimated quantity of natural gas that
can be reasonably recovered under exlst1nq economic and operating conditions,
grew: from 147 TCF in 1945 to a peak of 293 TCF in 1967. Since we are con-
suming 2 to 3 times as much natural gas as we are finding in the continenta)
United States, proved reserves have declined from 1967,and viere 250 TCF in
1973.

year in 1971, but has now leveled off at between 22 and 23 TCF per year
(See Figure 11-5 ).

Methodology and Assumptions

Future production poqs1b111t1es and corrosnondzng minimum acreptab1p
pricesl/ were estimated for non-associated gas and natural gas liquids in
each of tne 12 regions defined by the National Petroleum Council (NPC).

An adaptation of the NPC's naLJra? gas suppiy computer program was utilized
in the analysis.

There were several modifications made to this program,including deve

'lop
ment of a new section to calculate minimum accvptable price, using a dis
counted cash flow technigue; and extensive updates and revisions to the
data base through 1973 to reflect recent tre ends in critical variables. Some
special sources of gas - Alaska,

gas from tight formations, and gas occluded
in coal seams - werc not amenable to inclusion in the cemputer program and
were therefore analyzed independently.

The detailed methodology used to estimate natural gas supplies is very
similar to that used by the 0il Task Force. The most important assumptions

common to both Business-As-Usual (BAU) and Accelerated DeveTopmenf (AD)
scenarios are:

° A 10 percent after-tax rate of return on investment

A depletion allowance of 22 percent

Cash bonuses and rentals on leases

are economic rents and therefere
excluded as cost items

T/ Defined as exploration and Droduct1on costs plus royalty and 10 percent
after-tax discounted cash flow from investment, but excluding lease

acquisition cost and rentals. These rents were evaluated after market
clearing prices were determined.
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Natural gas production grew from 4.8 TCF per year in 1945 to 22.7 TCF ..
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Tahle II-10

19451972

Marketed Production of Natural Gas and Average He?]head Price

YEAR

. MARKETED PRODUCTTION

MILLIONS OF

CUBIC FEET

TRILLIONS OF

BTU

13845
1950

1851
38852
1953
1954
3955

1956
1957
1958
1958
1860

1961
1962
1963
1964
1865

1966
1967
13868
1459
1970

1971
1972

4,049,002
6,282,660

7,457,359
8,013,457
8,396,916
8,742,646
9,405,351

10,081,923
10,680,258
11,030,248
12,046,115
12,771,038

13,254,025
13,876,622
14,746,663
15,462,143
16,039,753

17,206,628
18,171,326
19,329,600
20,698,240
21,920,642

22,493,017
22,531,698

AVERAGE
WELLHEAD PRICE

b,u8l1.7
6,753.0

8,016.7
8,61L.5
9,026.7
9,398.2
10,110.4

10,838.2
11,481.0
11,857.5
12,919.5
13,728.8

14,2481
14%,917.4
15,852.7
16,621.8
17,2427

18,497.1
19,534, 2
20,771.0
22 ,250,6
23,564, 7

24,180.0
24,221.6
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The third assumption is particularly important since it results in a definition
of minimum acceptable prices different from that generally used in the
industry; nevertheless, the assumption was made to facilitote analysis and
pravide consistency in comparisons with other energy sources.

The BAU scenario assumes changes in the regulatory environment and projected
offshore leasing at levels consistent with current published Bureau of Land
Management schedules. In the AD scenario, increased price incentives are
assumed, and OCS areas are assumed available in earlier years. These
assumptions were reflected in the analysis as follows:

° Drilling activity during the 1975-1978 period will increase at
a 5.75 percent average annual rate under BAU conditions, and a
12.2 percent average rate under the AD scenario, although Tater
rates of increase will be less under AD conditions.

° Offshore areas (California, Gulf of Mexico, and Atlantic) will account
for roughly 20 percent of driliing activity by the mid-1980's under
AD conditions, compared with 15 percent under the BAU scenario.

° Royalty rates were 1/6 offshore and 1/8 onshore under BAU; under
AD conditions, they will be the statutory minimum of 1/8.

° Economic requlation of natural gas prices where prices are allowed
to rise to clear market, or deregulation on new das supplies.

Under the AD scenario, it was assumed reserves would be developed from
Naval Petroleum Reserve #4 (Alaska) for both non-associated and associated-
dissolved gas, along with several minor onshore sources of associated-
dissolved gas. R&D activities were assumed to result in recovery of non-
associated gas from two minor special sources--tight reservoirs and gas--
occludad in coal. '

The projections of production possibiiities hinge primarily on the pro-
jected success of the non-associated gas exploration effort. The major non-
associated gas reserve additions are projected to occur Regions 6 and 6A
in and around the Gulf of Mexico. These areas will alsc have Tairly Tow
acceptable selling prices. The Atlantic 0CS could have large reserve
increases by 1985 and could surpass Region 6 after 1985 under accelerated con-
ditions (See Table II-11 for regional additions to reserves). In both the BAU
and AD scenarios, total annual findings peak late in the projection period
and then begin to decline. This reflects projected drilling in both
scenarios, and is indicative of the depletable nature of this resource.
ewly found gas will come into production at higher than historical minimum
prices as costs increase due to the expansion of exploration and driliina
efforts in the face of generally declining findings rates (See Tables_II-12
end 11-13 for increments, at various minimum price intervals, of non-associated
and associated gas, respectively) .
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Table II-N
SUMMARY OF NON-ASSOCIATED RESERVE AGDITION PROJECTIONS,
AND THEIR "MINIVUM ACCEPTAGLE PRICES"
LOWER 48 STATES 1/

/e

KPC Region 1974 1980 . 1985
Reserve . Hesorw Reserve
Additions "Price’ Yipiop!t Addiiians "Price” Additions Uirigal
2 nau 2/ U160 SU 60 50.67 T3 50.6 0.178 $0.069
ACC 3/ 6.100 0.60 0.4 0.z58 0.66 0.292 0.69
28 DAU 0.0 - 0.165 0.069 129 0.71 0.27 Q.80
ACC 0.0 -~ 0.253 0..66 0.313 0.68 0.582 C.76
3 nAay 0.349 G.79 0.410 .78 0.512 0.50 0.722 0.83
ACC 0.349 0.79 0.494 0.78 0.611 0.80 0.728 G.33
4 BAY 0.407 QL3 0.930 0.48 0.621 0,51 0.840 .58
ACC 0.407 0.3, 0.034 ¢.49 0.725 0.53 0.816 .59
5 NAU 1.969 G.31 2,144 .67 2.364% 0.58 2.872 0.63
ACC 1.969 0.31 2.534% G.4G 2.77 0. 60 2,742 C.67
6 PAU 3.592 0.2 4,245 0. 54 4,412 0.61 4.428 0.856
ACC 3.992 0.43 5.040 Qi 5.103 0.64% 4.166 0.91
€A BAU 3.753 0.25 5.938 0.35 7,195 Q.44 6.774 Qw7
ACC 3.753 Q.27 7,141 0.34 5.84 0.45 7.368 g.72
7 BAU 1.724% 0.47 661 0.55 1.865 0.01 2,452 9
ACC 1.724 0.47 1.9738 0., 5¢ 2.200 0.062 2.424 .70
8 &9 BAU 0.049 bz 0037 7.04% 0.0634 1523 G.036 1,81
ACC 0.049 0.77 0.045 T 04 0.042 1.:23 U.G38 1.81
10 BAYU 216 06.78 0.747 0.70 C.843 G.70 1,117 0.80
ACC 0.716 0.75 0.901 0.70 0.976 0.73 1.101 0.851
11 BAU c.0 - 0.6C3 3.78 0.007 5.80 0.010 5.79
ACC 0.0 - 0.003 5.78 0.008 5.80 G.010 5,79
11A BAU 0.0 - 0.0 - 0.064 0,89 1.847 0.92
ACC 0.0 - 0.0 - 0.627 0.85 3.19% .53
Sum of
Additions: )
nal 13.009 15.9%6 18,7282 25,0603
ACC 13.009 19237 22,447 23,466
1/ Volumes in trillions of cubic feet, "prices" in cents per Mcf (constant
1973 dollars).
2/ Business as Usual Scenario.
3/ Accelerated Development Scenario.
8 - —D
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"prices” in cents per Mcf (cepstant

Scenario,

as Usual Scenario.
rated Dovaelapmant

e

1€73 dollars).

2/ Business

1/ VYolumes in 4riliions of cubic feet,
1 Acce

TABLE Ii-72
Total Hon-Associated WHatural Gas
Production Possibilities

BAU1/
price/ 1974 1977 1980 1085
@ 40¢ 16.522 15.222 13.337 9.483
(or less)
¢ 60¢ 16.670 15.847 16.028 16.655
(or less)
@ 80¢ 16,670 16.073 16.389 18.139
(or less)
@ $1.00 16.670 ° 16.075 16.394 18,152
(or less) ’
@ $2.00 16.670 16.075 16.400 18,172
(or more)

At/
Price 1974 1977 1980 1985
B $0.40 16,552 15.284 13.652 9.100
(or less) : |
@ $0.60 16.670 16.029 17.781 19.260
(or less)
@ $0.80 16.670 16.265 18.090 21.344
(or less)
€ $1.00 16.670 16.267 18.103 21.348
(or less) _
B $2.00 16.670 16.267 18.710 21.371
(or more) :

1/ ° Production projections are given for the lower 48 states, Alaska
and for the natural gas from tight reservoirs.

° Pppoduction is given in trillion of cubic fect.

° AD = Accelerated Development

2/ Prices are given in cents per MCF, (in constant 1973 dollars)



Minimum
Acceptab]g
01l Priggif
$ 4.00
$7.00

$11.00

Minimum Acceptable
011 Price ¢/

$ 4.00
$ 7.00
$11.00

1974

3.665
3,865
3.665

1/ Production projections are given for the Tower 48 states and Alaska.

o

(o]

2/

TABLE 11-13
Total Associated - Dissolved Natu
Possibilities BAUL

1977
3.167
3365

3.47%

AD 1/

AD = Accelerated Development

94

1980
3.546
4,003

4,328

1980

4,424

4.553

Production is given in trillion of cubic feet per year

Ya1 Gas Production

1985

Minimum acceptable 0il1 price is given in constant 1973 dollars per

barrel, inasmuch as associated--dissolved natural gas is produced
in conjunction with crude oil.
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s

" The analyses lead to the following conclusions:

1. Because of the long lead-times required to bring natural gas
production on stream, and because of anticipated declining Tinding rates,
non-associated gas production from the lower 48 states should continue
to decline until nearly 1980, regardless of price.

2. At a minimum acceptabie price of $1.00 per MCF under BAU
conditions, non-associated marketed production could increase from 16.7
TCF per year in 1974 to 18.1 TCF per year in 1985. The major sources of
new gas would be in the offshore and onshore Gulf Coast region.

3. Under AD conditions, at a minimum acceptable price of $1.00
per MCF, marketed production could reach 21.3 TCF per year in 1985.
fmong the sources of further increases in non-associated gas production
over the BAU case would be the Atlantic and California OCS.

4. MAssociated-dissolved gas production levels from the Tower 48
ctates and southern Alaska 0CS would depend significantly on oil prices.-
The 1974 production levels of 3.7 TCF per year would be reduced in 1977
at prices of $7 or less per barrel under both BAU and AD assumpltions,
but would increase in 1985. At $11 per barrel oil prices, associated-
dissolved gas production would increase substantially over $7 levels.

5. Non-associated gas from both Alaskan regions and asscciated-
dissolved gas from the North Slope could provide major quantities of
new gas production. In 1974, this producticn amounts to only 0.1 TCF.
per year. At oil prices of more than $7 per barrel, production under
BAU conditions could reach 1.9 TCF per year in 1985, while production
under AD conditions, with the development of NPR-4 and additional 0CS
leasing, could reach 3.6 TCF per year by 1985. The inclusion of trans-
portation costs to the lower 48 states' markets would significantly
affect prices.

6. Under the AD scenario, producticn of gas from tight formations
would depend on successful development of recovery technology, but, if
successful it could provide as much as 2.0 TCF per year in added gas
production by 1985. The amount of gas recoverable from coal seams is
forecast to be negligible.

7. If natural gas prices remain regulated at current levels, the
outlook for increased gas supplies is not promising. At the current field
price, wellhead production in 1985 could decline by over 6 TCF per year
from 1974 levels (a decline of almost 30 percent). The share of natural
gas in interstate markets would also be drastically reduced. The effects
of price regulation predominantly impact non-associated gas.

95
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Sensitivity analyses were performed to reflect uncertainties involved
in estimating natural gas production. Finding rates were uniformly increased
and decreased by 20 percent in these analyses, and discovery volumes differed
from the BAU case by about 20 percent. Corresponding regional minimum
acceptable prices were approximately 16-20 percent less with the higner
finding rates and 24-28 percent higher with lower rates, indicating the
considerable price sensitivity to finding rates.

In other sensitivity analyses, the after-tax rate of return on
investment was set at 15 percent and 7.5 percent, resulting in price increases
of 28-33 percent in the former case,and price decreases of 13 to 18 percent in
the latter. Inclusion of lease bonus and rental costs increased prices
by about 10 percent in onshore areas and by 36 to 265 percent, depending on the
year and location in offshore areas, indicating the high degree of sensitivity
of minimum acceptable prices.
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Natural Gas Prices Reported by Major Interstate Pipeline Companies

PURCHASES SALES
From
From Canadian To
Domeastic  and Mexican  Total Industrial  To Total
Producers  Sources Purchases Users iasellers®  Sales
S Cents per thousand cubic feet
1873 December 245 47.6 26.3 46.4 52.2 52.3
1974 January 24.3 427 25 7 48.1 56.0 551
February 25.4 43.2 26.8 49.8 56.4 56.4
March 257 43.2 27.0 50.8 56.9 56.9
April 258 46.4 27.4 493 57.6 b7.4
May 25.7 49.3 275 49.9 58. 578
June 26.0 47.7 275 50.8 59.4 8.5
July 2G6.3 58.7 “6.6 52.5 G62.0 61.1
~August 26.1 576 - 28.4 b5.2 64.4 63.5
September 27.3 53.8 295 54.7 G5.2- 6G4.3
Octobor 27.5 6LO.O 239 56.3 G4.4 G4.0
Novernber 28.5 70.9 21.7 65.7 GG.8 06.6
Dzcomber 32.6 74.5 2L.8 £0.3 G7.2 67.4

*Inctudas the cost of gas 1o the distributing uiility at entrance of distribution system or point of receipt.
Souce: Fedara! Power Commission, :
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gn IRAL GAS PRICI]

=3 FROTHER PIECE OF THE BULLLT

The Congress, in a veritab
less than three significant atte
i
y L

o
—

urry of encray-relevance, has preduced no

mpis at encray legislation in the past weck.

Two have been discussed clsewhe e in this report, and the thirvd is the Ratural

Gas Production and Cosﬁ«;l\' tion Act of 1975, reported to the Senate Tloor by the

Comﬂhxcc Commitice. Dasie p.nwz<|un* of the initial draft were reported in the

Report to the Sigatgs of Decamder 19, 1974, The versien approved by ihe

Comnitiee follows the philosephy of the earlier draft, with considerable

LC»HFI(QI mprovenzit.

Major Provisions:

1. Defines-a new basis' for rfon1’ﬁimn of @11 new naturel cas prices (dntes
and intra-state) bascd on "current and prospective real costs" over five-
year periods %

2. Creates special pirices for endent" producers

3. Establishs priovities Tor

4. Reguires preferentiel ntial and small users.

5

o 38 _r‘_,.,‘
%.‘EIE‘C'N(‘ (O
i

1
}
¢ 6V ney gas as baiier fuel and Veou res [)Eiuﬁ-{f‘ oul o such

Proiihits o

use of old
6. Prahibits
1o Ploces

allow

Ll o

:_-u—
80 Y
~ds T,

ventuyes among me |uv 011 companis

state UJdnr ?i( isdiction and

Ti T T
Phe sador isoacts. o

; : he Pill's future hingss
price provisicns.,  Teblo ; ; retier price schome the bi
i lement s SRS t@chnica'"j ed, but not ph ilesouhically so.
Lssential’ he bill recuires FC i bCL & nev "ational Base Price" on the
basis of “...current and oSk costs of production O'P“ the next five
1 T

year period...". This is a distinct changa m the historical cosi-basis on
which naturel gas prices are currently set by FPC. Area prices for "high-cost
procuction” can also be set by FPC.

The second key pricing factor fis tha? cortnin classes of preducers and cer-
tain types of natural gos resources are given hnvler prices. The national rates
(1na1udltg ihe h{uuuhn< prodguction rates) are identificd in Table 7 as "Tier 3°
(The table is ordered by decreasing price).

The 1mpact would deTinitely be to %'jn‘11rcn1iv increase price. The national
base rate would initially be set by FpC b tween 40 and 75¢/0CF.  The rate would
be revised every five years (the 404-75¢ limit apply only the first tim2). The
hase rate for any year would epply to now contracte signed that year. The base
rate would be aurﬂwixa(‘ily inflated annually (hktubrn five-year rvwfottipo) on
the basis of national inflation rates. In addit tioen, any contraect signed on the
basis of the base rate LUle contain a price increase c]u ise allowing up to a 2%
annual price increas

S8

tch has been said about the Tact that the hill contains 1imii on the allew-
able price of gas, bul these limit: are not particularly significant, because:

&



TABLE 7

Price Level

Producer

Price

Tiers

May 16, 1977

F 197 :

Produ

~ Class

- Resource Class

0i1 Parity Independent
Fifty percent over Tier 3 Small
Adjusted National Base Price Other

or
Special High-Cost Rate
COJt Dac(d A}l

Definitions and Rotes:

1.

8.

New intias iclﬁ gas would be re
price tiers.
"Independent" means producer not a "major

ir

"Small
a

ey
i—-a

/v producer may,
to cover production cests

"0i1 Parity"

Plo”)a(!

sp “i?ﬂgs

" means  a

pro*uch who:

is not engaged in the transpor

intrastate commerc
filiate of such a

terstate or
is not an af

New, Non-associeted.
New

Other

News

quived to comply with the new int

means

int

a company which owns ov
“is engaged in produCL on and vefining,
i marketing of CYUU“ 0il or refined product

egrated petrolceum commany."

controls

ation by pipeline of natural gas in in-

t
ce; and
person; and

has not and is not (incombination with all affiliates) producing 10
billion cubic feet of natural gas in any calendar year after 1973.

gas means gas which FPC determin
comnerce priov to 1/1/75.
ssociated”

I(OU1IPﬂ“ni

during the tife of a Tier 3

Tier 1 pricing for independents is

s was not

dedicated to inter- or intra-

means produced from gas wells but not oil wells.

contract, request a price increase
and a just and reasonable rate of return.

means the average price of new domestic petroleum. ¢

contingent on their

einvesting all revenuss in excess of H0¢/MCF within two years,
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—

They apply cnly to qcs priced under the Tier 3 provisions.

2. They apply to the first five year national base price, not to subse-
quent. national base p»xcus.

3. bven for Tier 3 prices, the statutory limits could be excecded on a
showing of cause. '

The bill seems to be a classic compromise. It offers deregulation propo-
nents (influd:tj the Administration) major regulatory reform and high natural qas
prices, It offers deregulation opponents continued price regulation to prevent
natural oas prices from soaring to petroleum parity. It offers the nation the
prospect of continued CAP]FRETPOE and development for an 1nfroa51ng1y scarce and
desirable resource. It offers key interest groups (“"small" and "independent"
producers, residential customers, agribusincsses) special provisions for cither
added revenues or gquarantezd supply.

Indeed, & major danger appears to be the possibility that many people will
oppose it without understanding it.

The bill would allow higher prices for natural gas. Few parties acquainted
with the parameters of the situation seem eager to quarrel with this concept.
Unfortunately, it is not possible to estimzte "how much" higher, because it is
not clear what volumes of gas will fall inte each of the price tiers, New, non-
aSJOC¥QLCd onshore gas produced by "in ur}“nagnaf is effectively dC\PQU|oLOd

I
i

(Tier 1), wh

{ gas produced by "small" prod i

il
s

ers (Tier 2) would be pr
10 efTectively maximize J;VLl(nment ~ates ( accord-
daence pru L emong others). The price of “old"

tla

increase somevhat, pc“ITCt rly for "“small producers"

cpRd

A key factor here is the heavy reliance on the judgemental capabilities of
the Federal Power Commission wiich would be given the task of interpreting the
definitions and terins used in the bill. In some co 5&5, the definitions are suf-
ficiently vague to give a bureaucrat nightmares, but there are Timits to the
desirable specificity of a statute.

Big is Bad

Like most current Cnerq" Tegislation the bill contains numerous provisions
designed to benefit the "small" and/or "independent" operator at the cost of the
"large" or integrated firm. In this case the provisions are made qn1ip explicit,
with no apparent attempt at subtlety. In addition to the special prices allowed
"small" and/or "“indepe sndent” producers, tler“ 15 @ separate section relating to
joint ventures, the ﬁ,J feature of which & pronibition on joint ventures among
major oil companies, (meaning domestic [.QL1d production in excess of 36.5 million
barrels or natural cas sales of 200 billion cubic feet annally).*

The FPC would be authorized to approve such pro1ib1ted joint ventures where
it would be "...consistent with the policy of maximizing competition,.in the pe-
troleum scector of the economy...". Such approval could be of qqn“raT or specific
applicabilily, as the CUMmi‘%lDH determined.

) would prohibit joint ventures be-

1)
£ ou* to committee staff, they re-
{

*Actually, the current language (sec. 210 (;){
i
¢ the.Janguage would :beamodified.

f
tween majors and winors, but when this was poin
sponded that that was not the intent, and tha

~10-
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MENMORANDUM

FROM: Legislative Research Department August 11, 1975
TO: Special Committee on Natural Gas
RE: Responses to Committee Letter Sent to U.S. Senate

Summarized below are the responses received by Chairman

Dyck as a result of the letter sent to all the U.S. Senators.

Agree With i Neutral Disagree With
Committee Letter® or No Opinion Committee Letter
19 12 3 B
.

L)

i, 2 , ; . ¥
* Agree with total deregulation, phased deregulaticn, or increased
price for wellhead gas



' STATEMENT OF
BERNARD E. NORDLING, SECRETARY
SOUTHWEST KANSAS ROYALTY OWNERS ASSOCIATION
HUGOTON, KANSAS 67951
August 11, 1975

To the Honorable Members of the
Interim Special Natural Gas Committee:

Gentlemen:

My name is Bernard E. Nordling of Hugoton. I am
appearing before your committee as Executive Secretary of the
Southwest Kansas Royalty Owners Association. Our association
is a non-profit Kansas corporation, organized in 1948. We have
a paid-up membership of over 2,000 members. Our membership is
limited to landowners owning mineral interests in the Kansas
portion of the Hugoton Field - lessors under oil and gas leases
as distinguished from o0il and gas lessees, producers, operators,
or working interest owners. While membership in our organization
is voluntary, our members own mineral interests in approximately
1,200,000 acres, or almost half of the producing acreage in the
Hugoton Field.

GAS FIELDS IN SOUTHWEST KANSAS

There are five major gas fields located in the nine
Southwest Kansas counties of Seward, Stevens, Morton, Stanton,

Grant, Haskell, Finney, Kearny, and Hamilton counties. They are

the Hugoton, Panoma Council Grove, GreenWood, Arkalon and Bradshaw

Fields.



Page 2

According to information furnished by the Conservation
Division of the Kansas Corporation Commission, as of January 1,
1975, there were 5,210 producing gas wells located in these five
fields. 1In 1974, these wells in the five fields produced 747,600,000
Mcf of natural gas, or 83.6% of the total 1974 natural gas produc-
tion in Kansas of 894,300,00 Mcf. As shown by the chart below,
the Hugoton Field, with its 3,939 wells, had gas production of

640,600,000 Mcf or 71.6% of the total 1974 gas production in

Kansas.
1974 Gas Production
Per Cent of

SW Kansas Gas Production Total Kansas
Gas Field No. of Wells in Mcf Gas Production
Hugoton 3,938 640,600,000 71.6%
Panoma 839 64,500,000 7.2%
Greenwood 266 31,600,000 3.5%
Arkalon 28 4,400,000 0.5%
Bradshaw 138 6,500,000 0.7%

5,210 747,600,000 83.6%
Kansas 1974 Total Gas Production 874,300,000 Mcf

In the Kansas portion of the Hugoton Field, there
are slightly over 2,500,000 producing acres. The field covers

parts of nine Southwest Kansas counties of Seward, Stevens, Morton,
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Stanton, Grant, Haskell, Finney, Kearny and Hamilton counties, and
extends through the Oklahoma Panhandle into Texas. The Guymon-
Hugoton Field has 1357 gas wells and encompasses 1,110,720 acres.

The Texas portion of the Hugoton Field has 972 wells and covers
622,080 acres, making the total acres in the Hﬁgoton Field of
4,232,800 acres and 6268 gas wells. The field extends about 150
miles north and south and forty to fifty miles east and west.
Production of Hugoton pay gas is from a depth of between 2700 and
2900 feet. Within the confines of the Hugoton Field lies the

pPanoma Council Grove Field of approximately 1,000,000 acres producing

gas from formations lying immediately below the Hugoton pay.

MAJOR CONCERNS OF SWKROA MEMBERS

ILow Wellhead Interstate Producer Rates in the Hugoton Field

The amounts received by the producers for the delivery
of gas in interstate commerce result from fiats issued by the
federal government through its agency, the Federal Power Commis—
sion, enforcing its ofders through an apparatus of coercion and
compulsion designed to nullify market phenomena. These imposed
rates are not even, by the FPC, referred to as prices and should
not be confused with prices. Prices are by definition determined
by peoples buying and selling, or abstention from buying and sel-
ling, and reflect supply and demand in a market economy. Bureau-

cratic regulation and edicts have nothing to do with such prices.
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Since the leasehold structure is such that the parties
to the lease intended that the landowner is to be paid royalty
based on prices obtained or obtainable in a market, rather than
an apparatus of coercion and compulsion, the landowners are not

bound by the low rates created by such compulsion.

Members of our éssociation have within the last several
years established, after years of litigation in the federal courts,
that they and their royalty payments are not subject to FPC
regulation. Such low producer rates do, however, have an effect
outside of the royalty payments on our members even if the leases
and royalty payments are properly construed as not being subject

to such regulation.

Although the landowners do not share in the profits of
the lessee-producers and although the landowner's royalty is
free and eclear of the ¢ost of productiﬁn, the landowner is still
interested in the economic welfare of the producers for other

reasons, as I will explain.

The recognized discovery well in the Hugoton Field
was drilled near Hugoton in 1927, with most of the development
of the field taking place during the 1930's, 1940's and early
1950's. S8ince that time, most of the gaé from the Hugoton Field
has been transported out-of-state by interstate pipeline companies

for the use and benefit of consumers residing in the north central
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and eastern parts of our country, principally around the Detroit
and Minneapolis areas. Consumers in the Denver area are also

benefitting from our gas.

Federal Power Commission regulation of wellhead and
field deliveries of gas have made it possible for out-of-state
users to obtain what appeared to be unlimited quantities of gas
from the Hugoton Field at artificially low regulated rates.

This has hastened the depletion of our reserves and postponed the
development of additional reserves or continued use of alternative

fuel sources.

Bearing in mind that 71.6% of the total Kansas 1974 gas
production came from the Hugﬁton Field, the amount paid the
producer for most of the shallow Hugoton pay gas is 13.5¢ per
Mcf, or less, possibly the lowest in the nation! The 13.5¢
figure represents the present area regulated rate for shallow
‘gas in the Hugoton Field. The amount received by producers
for Panoma Council Grove gas ranges from 18.5¢ per Mcf to in
the neighborhood of 75¢ per Mcf, depending upon the size of
the producing company and the date wells were commenced, even
though the gas goes into the same pipeline from the same land
at the same time. This demonstrates the utter artificiality of

bureaucratic regulation.

By way of comparision, in January 1975, the national
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average regulated rate paid'for gas purchased by major interstate

pipeline companies from domestic producers was 29.5¢ per mcf!

By way of further comparision, one barrel of fuel oil
(42 gallons) is equivalent in heat energy to 5.8 mcf of natural
gas. Natural gas, paid for at 13.5¢ per mcf at the wellhead, is
equivalent to crude oil selling at the wellhead at 78¢ per
barrel. Natural gas, at 13.5¢ per mcf, compares with fuel oil
selling at 2¢ per gallon and electricity selling at 1/20 of 1¢

per kilowatt hour.

In 1954, When the Federal Power Commission asserted
jurisdiction over producers selling gas to interstate pipeline
companies, the average wellhead rate in the Hugoton Field was
11¢ per Mcf, as compared to crude oil selling at the wellhead for
$2.90 per barrel. The present wellhead rate being paid for
Hugoton pay gas is slightly under 13.5¢ per mcf compared to the
present posted field price for oil in Kansas of $12.75 per barrel,

the price of oil being four times as much as paid in 1974.

By doubling the wellhead rate for Hugoton pay gas
which would still be below the national average, the economy of
the State of Kansas would be enhanced many millions of.dollars
from the Hugoton Field alone. These additional revenues would
not only give the State of Kansas more tax dollars, it would
provide additional capital and economic incentive for the lessee-
producer to explore and develop the deeper horizons underlying the

2,500,000 acres of the vast Hugoton Field.
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Development of the Deeper Horizons Underlying the Hugoton Field

Much of the acreage in the Hugoton Field is held by oil
and gas leases executed years ago with the primary terms of the
‘leases long since expired. It is fortunate that the lease
structure is such that royalty payments are not subject to regul-
ated rates. If it were otherwise, landowners would be better
off financially if the gas wells on their land were shut-in and
they were compensated by shut-in royalty, as ﬁrovided under lease
terms, at the rate of 50¢ to $1.00 per acre per year, in lieu of

royalty payments.

Competent engineers and geologists have from time to
time indicated that the deeper horizons underlining the Hugoton
Field contain 1afge untapped oil and gas reserves, as evidenced
by scattered deep test wells and geological and engineering
data. To date, some 103 0il fields and 63 small gas.fields have
already been discovered in the_Hugoton Field area at depths below
the Hugoton and Panoma gas zones. Yet much of the deeper hori-
zons underlying the 2,500,000 acres in the Hugoton Field are

unexplored or undeveloped.

Members of our association have for many years urged
their lessees to explore the deeper horizons below the shallow
Hugoton pay. However, the lessees generally refuse to do so

giving as a reason that they dedicated to interstate pipeline
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companies not only the gas to be produced from the shallow horizons
but any natural gas that might later be discovered or produced

from deeper horizons, and that FPC regulation has now made it
impossible to shake any of the gas free of bureaucratically

low rates. These dedications usually extend for the life of any
present or future production. Because of FPC rate regulations,

the lessees prefer.to and do expend their exploratory funds in
searching for oil and gas in foreign countries or for gas in

areas where they can sell gas to the intrastate market without

rate regulation.

Nationwide Rates for New Gas

In June, 1974, the Federal Power Commission established
a single nationwide rate for new interstate natural gas at
the producer's level. A singie uniform national ceiling of 42¢
per mcf was established for all new gas produced from wells
commenced on or after January 1, 1973, or for gas delivered under
contracts executed on or after that date. By subsequent orders,
the FPC has permitted the rate to be increased to 50¢ per Mcf
effective as of June 1, 1974, and 51¢ per Mcf effective on
January 1, 1975. Small independent producers are permitted to

receive 150% of the nationwide rate subject to FPC approval.

As for old gas, the Federal Power Commission, in Docket

No. R-478, issued a notice initiating a "Nationwide Rulemaking To
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Establish Just And Reasonable Rates For Natural Gas Produced From
Wells Commenced Before January 1, 1973." Almost a year and a half
later, on September 12, 1974, the.Commission issued a_further
notice of the staff's recommendation of 24.5¢ per Mcf for a
nationwide rate for old gas. More than two years have now elapsed
since the FPC issued its notice and yet no adjustment in rates for

old gas has been made.

There is no justification for such an arbritary position
as to flowing gas. Obviously, old gas has the same worth to the
consumer as new gas. An increase in rate for flowing gas in the
Hugoton Field to the 51¢ per mcf nationwide rate for new gas
would make available millions of dollars for additional exploration

and development in this area.
S. 692

As you are aware, the United States Senate, following
summer recess, will be considering S. 652, titled, "Natural Gas
Production and Conversation Act of 1975." This consumer oriented
bill is certainly not in the best interests of the citizens
of Kansas. While there are many objectionable features to the
bill, it is particularly unfair to producers in the Hugoton Field
in that it freezes the rate of old natural gas, with .relief granted
only on a cost basis. It is also objectionable to the citizens
of Kansas in that it extends the FPC apparatus of coercion and

compulsion to the intrastate market.
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Senaﬁor James B. Pearson, R-Kan., has a substitute bill
which would deregulate all new onshore gas and phase out the
regulation of offshore gas. Senator Pearsén’s bill is much more
acceptable, but it does not purport to deregulate old gas, which
we feel is necessary to eliminate the gross injustice being perpe-

trated in the Hugoton Field.

Possible Solution to Low Rates

Obviously, one solution to the problem is complete
deregulation of both old and new gas. While I am well aware that
the State of Kansas can do little in regulating and controlling
the rates for natural gas flowing in interstate commerce, never-
theless, we can encourage our Congressmen and the Federal Power

Commission to grant relief in this critical area.

While I am not advocating such action,‘one possible
solution would be for the Kansas Corporation Commission, as a
conservation measure, to reduce monthly allowables until the
amoﬁnts being paid by the interstate pipeline companies are
in line with rates reflecting actual supply and demand

conditions.

Extension of the Life of the Hugoton Field

At the present time the projection of the life of
the Hugoton Field has been estimated to be another ten to
fifteen years. At the time of first production, the Hugoton

Field had a wellhead pressure of between 390-430 psia.
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The present field pressure is down to between 175 to
200 psia. Abandonment pressure of the field is estimated to be

50 psia, which will leave a substantial amount of gas in place.

Tt is my understanding that, depending upon the degree
of technology and the rate paid by the pipeline company to the
producer for the gas, it could be economically feasible to
produce gas from the Hugoton Field at pressures much lower than
50 psia. In fact, I understand that vacuum pumps can be installed
on wells and gas removed even below zero pressure. Thus, there
is a good possibility the life of the Hugoton Field can be extended
by several years if there is a substantial increase in the well-
head rate for Hugoton pay gas and if there is the economic incen-
tive for the producers to incur the additional expense of removing

the gas by mechanical means.

Helium Waste

Another major concern of our members is the venting of
helium to the atmosphere as a result of termination of the helium

conservation contracts by the United States Government in 1971.

In 1957, a government report stated that 99% of the
recoverable helium resources of the United States believed to
be contained in the Hugoton Fields of Kansas, Oklahoma, and Texas,
the Panhandle Field of Texas, the Keyes Field in Oklahoma, and

the Greenwood Field in Kansas. As of that date, the Hugoton
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Field and the Panhandle Field were estimated to contain more

than 5,500,000 acres.

Helium in the four fields was being rapidly dissipated
by being transported to fuel markets by interstate pipeline

companies and vented to the atmosphere at the burner tip.

Because of increasing demands for helium, it was in
short supply, and a helium conservation prégram was instituted
by President Eisenhower and his cabinet through the Department
of the Interior. In 1960, Congress passed the Helium Act Amend-
ments, designed to conserve some 62 billion cubic feet of helium

over a 22-year period.

This Act, and the appropriations implementing it,
authorized the purchase or condemnation of a helium gas mixture
at a cost of $47,500,000 per year for 22 years, a total cost of one
billion four hundred fifty million dollars. The Act contemplated
the storage of a helium gas mixture and the sale of procegsed
helium at a price which would amortize the entire cost of the

helium program and repayment of appropriations, with interest.

In 1961, the United States Government executed con-
tracts with Northern Helex, Cities Service Helex, National Helex,
and Phillips Petroleum Company for delivery to the government of

a helium gas mixture. These companies constructed plants and
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in 1962 and 1963 commenced separation of helium-bearing natural

gas pursuant to the contracts.

Helium is a unique element. It is colorless, odorless,
and tasteless. It will not react chemically or physically with
any other element, except under labofatory conditions. Helium
is non-combustible. It is the second lightest element found on

earth, next to hydrogen which is highly combustible.

Helium is the product of the disintegration of radio-
active substances. It is found in the earth commingled.with
other gases, migrating to the same reservoir traps as do other
gases. Through eons of time, helium has commingled with and become
diffused with natural gas hydrocarbons, which were formed from

organic materials of ages past.

Helium can be liquefied only at temperatures near
absolute zero and lower than any other gas. When liquefied,
it becomes a superfluid capable of rendering materials cooled by
it perfeect conductbrs of electricity. Its first use was as a
lifting agent in ballooﬁs and lighter than air craft. Today
it has a variety of uses and more uses are consistently being
discovered. Helium is indispensable to the nation's atomic
energy program, to its missile program and to its outer space
program. Mixed with oxygen, helium is used for breathing by

medical patients, divers and astronauts. It is used in heat
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exchangers, special welding tasks, particularly those dealing
with such inflammable substances as magnesium, and purging

chemical systems.

After construction of the helium extraction plants,
the helium conservation program ran smoothly for several years.
However, in late 1968 and in 1969, the government encountered a
number of budgetary problems because of competition by private
industry. The government was also in arrears on its

payments to the helium companies for delivered helium.

In 1970, when the government failed to pay for helium
deliveries, Nor£hern Helex declared its contract breached and
filed suit against the govermment for such breach. However,
for the next 18 months, Northern continued to produce crude
helium which it stored at the government storage facility
at Cliffside, Texas, under a storage agreement with the Bureau
of Mines. Since September 28, 1972, Northern Helex has been

venting most of the crude helium gas mixture into the air.

In January, 1971, the governmment gave notice to ter-
minate its contracts with National Helium Corporation, Cities
Services Helex Company, and Phillips Petroleum Company effec-

tive as of March 28, 1971. However, at the request of these

three Helex companies, the termination was enjoined by the
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Federal District Court in Wichita on the ground the Secretary of
the Interior had not complied with the National Environmental
Policy Act. Later, the Secretary filed an environmental state-
ment which was approved in litigation ending in 1973. The amount
of damages of the government's possible breach of the conservation
contracts is still undetermined. The need for helium conservation
is probably greater than ever. We will be out of helium in a

few years of nothing is done, and Kansas will have lost a price;
less natural resource. The valve through which crude helium was
delivered by National Helium to the Bureau of Mines was turned

off November 12, 1973. From 1962 to 1973, more than 34 billion
cubic feet of helium were extracted and placed in government
storage under the conservation contracts. Since that time, bil-
lions of cubic feet of this irreplaceable natural resource, helium,

are being vented to the atmosphere and wasted annually.

One possible solution to the wasted helium is the
establishment of a long-term national policy of helium management.
In the meantime, support should be given to HR 1503, a bill
introduced this session by Congressman Keith G. Sebelius,

R-Kan., and supported by several of his colleagues. The bill
is designed to authorize and direct the Secretary of the Interior
to conserve and store helium in the existing federal underground

storage facility for private helium extraction companies.
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It is my uhderstanding that the bill has the support
of the Energy Research and Development Administration, a long-
range agency of Congress, and that the Department of the Interior
has reversed its position and is now in favor of the bill.
Hopefully, hearings will be had this fall before the House Interior
Committee. Support of this bill should be given by the Kansas

Legislature and citizens of Kansas at the appropriate time.

Natural Gas for Irrigation Pumping

Another major concern of our members is the avail-
ability of natural gas for irrigation pumping. Many of our
members are irrigation farmers or own land under irrigation. A
substantial portion of the 2,500,000 acres in the Kansas portion
of the Hugoton Field is under irrigation. One of the primary
reasons for the development of this former "dustbowl®” area
has been the availability of natural gas to supply fuel for the

irrigation engines.

Information furnished by the U. 5. Geological Survey
shows there are an estimated 15,000,000 irrigation wells in
Kansas irrigating approximately 2,800,000 acres. Seven thousand
of these irrigation wells are irrigating 1,400,000 acres in
Southwest Kansas. Ninety percent of the irrigation wells are
pumped by motors using natural gas. I understand that between

one-fourth and one-third of the land over good sources of ir-
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irrigation water is being irrigated. The potential of irrigated

land in Xansas is between 8,000,000 and 10,000,000 acres.

It is estimated that irrigation in Kansas has increased
the economy in the neighborhood of one billion dollars per year.
Much of the increased production in Southwest Kansas would be
lost if the land under irrigation would have to revert to dry

land farming.

Irrigation has changed the semi-arid regions of
Western Kansas to some of the most productive agricultural land
in Kansas. This increased food production is necessary for the

feeding of the rapidly increasing world population.

It is estimated the world population is increasing
at the rate of eighty million people per year. This means in
two and a half years, this increase is the equivalent of adding
another country to the world population as large as the population
of the United States. Kansas is doing more than its share in
feeding the world but food production in Kansas will be drasti-
cally decreased if natural gas is not available as a fuel source

to operate the irrigation engines.

As you are aware, the Federal Power Commision caused
a great deal of concern and alarm throughout our area

when it issued an order last December, in Docket No. RP 72-6
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(E1 Paso Natural Gas Company), classifying natural gas for
irrigation pumping as industrial use and subjecting irrigation
farmers to interruptible gas service. Immediately after learning
about the FPC ruling in February, 1975, the Board of Directors

of our Association adopted a resolution protesting such clas-
sification. A copy of our resolution was mailed to the President
of the United States, members of Congress, Federal Eowar Commis—-
sion members, the Secretary of Agriculture, the Federal Energy
Adminstrator, and the governors of the states located within the
High Plains area. A copy of the resolution is attached for your

reference.

While the FPC order applies only to El Paso's customers,
nevertheless, it is our concern and the concern of irrigation
farmers in the area that the order can directly affect all
irrigation farmers in the United States who use natural gas

as a fuel source.

Under its curtailment guidelines, the FPC places
residential users and small commercial users in the top
priority, or Priority 1. 1In the second priority are large
commercial users. In therPriority 3 are all industrial users
- not included in Priority 2. The FPC El Paso érder placed

irrigation users in Priority 3.
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In February and March, El Paso irrigation gas users
in Texas, New Mexico, and Arizona filed motions to intervene,
but the FPC ruled that it was too late to intervene except on
a limited basis. The primary purpose of the new hearings was
td ascertain whether El Paso had correctly determined that none
of the volumes it delivers for irrigation purposes is classifi-~
able as "process gas" includable within Priority 2. Representing
the E1 Paso irrigation users were Southwest Natural Gas
Consumers, Public Service Commission of the State of New Mexico,
Tucson Gas and Electric Company, the Plains Irrigation Users
Association, the State of Oklahoma, and the Arizona Fuel Users

Association.

Hearings on the motions to intervene began April 8,
1975, and concluded on June 27, 1975, and were held in Phoenix,
Arizona, Albuquerque, New Mexico, and Lubbock, Texas, in ad-
dition to Washington, D. C. The hearings were held before the
Honorable Curtis L. Wagner, Jr., Presiding Administrative Law
Judge. During the 39 days of hearings, 137 witnesses gave

extensive and detailled testimony.

On July 22, 1975, Judge Wagner handed down his decision,
ruling that all natural gas delivered by El Paso on its system

for irrigation pumping is "process gas" and qualifies for
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Among the findings of Judge Wagner are the
following:

"The Presiding Judge finds that all natural gas
used for agricultural irrigation pumping pur-
poses on the El Paso Natural Gas Company system
meets the criterion for "process gas" because of
the extremely high cost of conversion to alternate
fuels coupled with the physical nonavailability
of alternate fuels in the foreseeable future.. ."

"The cost to convert the engine or purchase a
new engine, together with the cost of fuel supply
tanks is prohibitive to most farmers and would
force them out of business in most instances.
Farmers are unique in the business world in that
they cannot pass on increased cost of doing
business, including costs of conversion and
resulting increased cost of operation..."

"Aside from the extremely high actual
dollar economic cost of conversion, an adequate
supply of gasoline and/or diesel oil in the
involved areas of the Southwest to meet the
needs of irrigation farmers should conversion
become necessary is just not available.. ."

"There is no answer for the irrigation
farmers in Arizona, New Mexico, and Texas in
the foreseeable future except natural gas.

It is clear beyond any doubt that any cur-
tailment will be disastrous to the irrigation
farmers not only causing severe crop damage,
but rendering it impossible for him to get
the necessary financing to put the crop in

to start with. Consequently, he is faced
with three alternative courses of action.
One, he can fold up his tent, sell his land
if he can find a buyer, and call it quits.
Two, he can go to dry-land farming, except

in Arizona where there is no dry-land farming
whatsoever, with tremendous drops in per

acre yields making the profitability of the
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operation decidedly questionable. Three,

he can change to another fuel for his irrigation

pumping which will raise the cost of pumping

to a point that the return realized on the

farming operation will be noncompensatory by

either converting his existing engine or by

purchasing a new engine with financing for either

baing doubtful, and the availability of the

other fuels being nonexistent at the present

time." :

The Federal Power Commission has thirty days
within which to appeal Judge Wagner's ruling. If no appeal
is taken, the change in priorities will go into effect as

determined by Judge Wagner.

To my knowledge, no Kansas irrigation users are involved
in the El Paso proceeding. However, there are Kansas irrigation
farmers who will be affected by the Cities Service Company curtaillment
proceedings being had in FPC Docket No. 75-62. The Southwest
Kansas Irrigation Association, and the Texasgs County Irrigation
and Water Resources Association headquartered in Guymon, Oklahoma,
have ‘intervened and will introduce testimony on behalf of
irrigation farmers. I understand the State of Kansas and the
State of Oklahoma have also intervened or will be intervening

in the Cities proceeding on behalf of the irrigation farmers.

As I undérstand the Cities Service curtailment plan,
Cities has placed most of its irrigation users in ?riority 1
and Priority 2, with only a handful of users in Priority 3.

The company's plan is based on usage. Testimony will be presented
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on behalf of the irrigation farmers later this month and cross-—
examination of those witnesses will be some time in Septembex

or October.

It would be worthwhile for your committee to determine
the position of the State of Kansas in this proceeding and to be

kept informed as to the progress.

While curtailment of natural gas for irrigation pumnping
by the Federal Power Commission would adversely affect irrigation
farmers in the Southwest Kansas area, most of the irrigation gas
hookups in the Hugoton Field are at the wellhead. For many years,
nearly all of the lessee-producers in the field have voluntarily
permitted farmers to purchase natural gas at the wellhéad for
irrigation. This has been with the cooperation and
encouragement of the Kansas Corporation Commission. On May 9,
1956, the Commission issued an Administrative Bulletin setting
forth its pfescribed rules governing the use of natural gas

for irrigation. A copy of this bulletin is attached.

In 1970, at the request of Dale E. Saffels, Chairman
of the State Corporation Commission, a study was made by the
Committee on Labor and Industries‘through the Kansas Legislative
Council to determine if legislation could be enacted to ensure

the availability of natural gas for irrigation.
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Hearings were conducted in_Garden City and Topeka
in the Fall of 1970. Officials from our association and the
Southwest Kansas Irrigation Association presented testimony
aﬁ the Garden City hearing but did not participate in the
Topeka hearing. While I did not receive a copy of the committee
report, it is my understanding there was a determination by
the study group that no legislation was needed at that time,
principally because the lessee-producers were cooperating with

the irrigation farmers on a voluntary basis.

The situation has changed since then and the problems
anticipated in 1970 have become a reality. Because of the shortage
of natural gas, some companies in the field are reluctant to
permit hookups without full ownership of the minerals, while in
other instances, companies are refusing to'allow the connection
under any circumstances. Other companies are charging considerably
above the wellhead price being paid the landowners as royalty
for gas produced from their property. Land potentially suitable
for irrigation is going undeveloped because natural gas 1is not
available as a fuel source, and alternate fuels are too costly

to use.

In his request to the Kansas Legislature in 1970,
Mr. Saffels pointed out that natural gas was the best known fuel
for supplying power to the irrigation plants when it is available.
However, there is no regulation of the sales in areas not certified

to a public utility, and it is sometimes very difficult to obtain
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natural gas for the irrigation farmer. Mr. Saffels expressed
concern over anticipated problems in the future as the field
is depleted. He also called attention to the need to provide
for availability of natural gas as a fuel for irrigation pur-
poses, to insure equity, and to prevent prejudicial rates

between users of the natural gas.

A second concern of the irrigation farmer is that
at the present rate of removal, there will be no gas for them to
use at any price in a matter of a few years. Many of the ir-
rigation farmers own the minerals under their irrigated land.
They have made large capital investments, based upon the use
of natural gas, which will take years to pay. It is quite
possible that before the equipment is paid for, the gas wells

on their land will be depleted.

As we view it, the problems of irrigation farmers

in the Hugoton Field can be stated as follows:

1. There is no law requiring the producers to furnish
natural gas at the wellhead for irrigation use.

2. There is no regulation of irrigation gas sales
rfrom the producers.'

3. There is a lack of statutory control through the
Kansas Corporation Commission over the irrigation gas sales

contracts of producers.
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4. It is becoming most difficult for the irrigation

farmer to obtain natural gas for irrigation pumping.

We respectively suggest that a study committee be
appointed to determine if it is possible to pass legislation
requiring irrigation gas to be furnished at the wellhead, to
provide statutory control by the KCC to insure equity and
uniformity of contracts, and to assure an adequate natural gas

supply for irrigation purposes.

Senate Bill No. 564

Our Association is also concerned about the passage
of Senate Bill No. 564 which has been carried over to the 1976
legislative session for interim study. This bill would give
the Kansas Corporation Commission authority over intrastate

wellhead or field sales of natural gas.

Last March our Association general counsel Dale M.
Stucky and I appeared on behalf of SWKROA before the Kansas
Senate Ways and Means Committee in Topeka in opposition to the
bill. Quoting from Stucky's statement to the committee:

"Unregulated intrastate prices have made
it possible for us to compete against inter-
state sales and keep a modest amount of gas
from going into the out-of-state burnertips at
artifically low prices set by edict of the
national government. This bill would take
away the only effective conservation tool
Kansas has left....under the bill, intra-
state gas is up for grabs, with the Kansas
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Corporation Commission being the umpire,

guided only by general pious language and

testing of political winds."
The proposed bill would establish jurisdiction over intrastate
gas similar to that exercised by the Federal Power Commission
over interstate gas. For over twenty years, the FPC has been
unable to adopt a rational policy in regulating such sales.

Many feel that FPC action is one of the prime factors in our

present acute shortage of natural gas and lack of exploration.

S. B. 564 also prohibits arms length bargaining and
contractual arrangements between parties without state regulatory
control, thus impairing the obligation of contracts in viola-

tion of Section 10 of the United States Constitution.

This bill is not in the best interests of the citizens

of Kansas and should be defeated.

I very much appreciate this opportunity to be heard.
If you have any questions or need additional information on any
subject discussed, I will be happy to supply such information
for you.

Resp¢c£}Mlly S’Bmltced

B. Nordllng, Secretary‘
SOUTHWEST KANSAS ROYALTY
OWNERS ASSOCIATION
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The Honorable Glee Smith

President Pro Tem .
Kansas State Senate

State House

Topeka, Kansas

Re: Irrigation Fuel Gas - State of Kansas
Dear Glee:

For many years we have had continuing problems with requests for natural
gas fuel to be used for irrigation systems in certain-areas of Kansas.

For several sessions in the past there have been attempts. to give legislative
guidelines for regulation of this subject in Kansas.

Natural gas is the best known fuel for supplying power to irrigation plants
when it is available, but because there is no regulation of these sales in
areas not certified to a public utility, it sometimes is very difficult to obtain
.this natural gas for the irrigation farmer and because of this there are
literally dozens of different types of contracts and prices for this fuel which,
in the opinion of this Commission, makes it discriminatory in certain cases
to use natural gas for fuel for irrigation.

We asked Mr. Lester Wilkonson to make a study of this last fall and I hand

you a copy of a letter received from him together with a list showing the number
of wells in the Hugoton Gas Field area, aleong with a chart showing examples

of different contracts entered into between the farmer and the supplier.

In addition to this you will find that the several public utilities who serve areas
using natural gas for irrigation have even different costs to the farmers in these
cases.

This has not been presented to the Legislature during this session as I believe
that the study that is required on this subject would require moxe time than could
be spent by a committee during a regular session.
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The Hon. Glee Smith ~2- March 5, 1970

We do feel that the Legislature, either through the service of an Interim Committee
or the Legislative Council, should make a study of this subject to see if the
Legislature desires to enact legislation in future sessions on this subject.

In anticipating problems in the future, I believe that we will run into even more
difficulty as the Hugoton Field and other fields in Kansas are depleted, as there
will not be natural gas available for the farmer, and provision for this particular
problem should be provided to insure equity and to prevent prejudicial rates
between users of the natural gas.

Although the problermn might be greater in the Hugoton Gas Field because this is
the largest gas source in America, this same problem exists in other areas of
irrigation that are blessed with a supply of natural gas.

You are requested to submit this matter to a proper Interim Committee of the
Legislature or to the Legislative Council if you so desire for the purpose of
making an interim study to provide guidelines in this area.

Please be assured that this Commission is available to assist you in any way
in this connection.

You are further advised that this request is being made by this Commission
in cooperation with the Southwest Kansas Royalty Owners Association and the
Southwest Kansas Irrigation Association.

- You are further advised that identical letter to this is being submitted to the
Honorable Calvin Strowig, Speaker of the House of Representatives, evidencing
a similar request to that body.

Very truly yours,

)

Dale E. Saffels,ﬁrmh

DES/tk

ccr Southwest Kansas R oyalty Owners Association
Southwest Kansas Irrigation Assoclation

Enclosures



g STATE OF KANSAS {
i FRED HALL. Govessom :

STATE CORPORATION COMMISSION
TOPEKA

ADMINISTRATIVE BULLETIN

T0 ALL PARTIES OF INTEREST:
In re: Use of Gas for Irrigatlon Purposes.
It has long been the pollcy of this Commission that

the use of gas for irrigation purposes on & landowners' premisea -
ls a lawful use under Kansgsas statutes and that 1t 1s highly

desirable that natural gas produced from their land be mads avall= Bk

eble to landowners for guch purposes whersver poasible,

Pursuant to a redent study conducted by the staflf,. thoe
Commiasion has reconsidered the entire matter glving partleular

~ attontion to the farmers' need for this most efficlent and econom- - .

ical fuel, and has revised 1ts former policy asg get forth herein= -

after. Subject to the following prescribed conditions and limiiaw |

tions governing use of natural gas for irrigation purposes, gas
may be made avallable to any farmer desiring it for that use who-
will take delivery abt tho wellhead, make his own connection to .

the wellhead and transport his own gas to his irrigation pumpas

{1) Contracts entered into between the farmer-
uger and the producing company must bs ratified by the
- contract purchaser of gas produced from the well.

_ (2) Each such contract shall be submitted to the
“ Director of Conservatlon for approval and & copy as :
rapproved filed in hils office before any gas is delivered . .
thersunder, : : . :  F
y (3) A1l gas so furnished shall bo mebersd and propew
rocords of same shall be kep®t in a manner approved by ithe -
Diveotor of Conservatlion. . - ' : I

Avbneas ALy CoHMYNICATIZNS YO THE S7aT2 ConronaTIoNn (omMMIzI0N .




(L) The amount of gas taken from & well and furnished
te a fermer~user for lrrigation purposos shall be chargoed
against the monthly current allowable for such well.

(5) It is understood that producing companles will
charge & nominal price for gas furnished for irrigatlion
purposss, end ths prico shall be uniform to all suoch Usors.

The sooperation of all parties interested in this mabber
is Invited. ,

=

STATE CORPORATION COMMISSION
OF THE STATE OF KANSAS

By ﬁ’@fw/’?/{gﬁﬁ‘ﬂwwgf

Raymghd Be Horvoy, Seonbiar




SOUTHWEST KANSAS ROYALTY OWNERS ASSOCIATION
HUGOTON, KANSAS 67951

RESOLUTION

WHEREAS, the Southwest Kansas Royalty Owners Association is a non-profit Kansas corporation
organized in 1948. Ilts membership consists of over 2,000 landowners with mineral interests in the
Kansas portion of the Hugoton Gas Field. The Hugoton Gas Field comprises a substantial portion of nine
Southwest Kansas counties, extends through the Panhandle of Oklahoma into Texas, and adjoins the
large East and West Panhandle fields of Texas. The Hugoton field and East and West Panhandle fields in
Kansas, Oklahoma and Texas cover approximately 33,000 square miles and over 21 million acres. Much
of the land in this area is under irrigation, and the chief source of fuel to operate the irrigation engines

comes from the natural gas produced from the land; and

WHEREAS, on December 19, 1974, the Federal Power Commission, in Opinion No. 697-A entered
in Docket No. RP72-6, (El Paso Natural Gas Company), classified natural gas for irrigation pumping as
an industrial use, thus placing its use on an interruptible basis. The FPC order further prohibits con-

sidering the use of butane and propane as an alternate fuel; and

WHEREAS, FPC Opinion No. 697-A applies only to El Paso Natural Gas customers, nevertheless,
it is the concern of the members of this Association and irrigation farmers in the area that the order

can directly affect all irrigation farmers in the United States using natural gas as a fuel source; and

WHEREAS, if this policy is made applicable to other gas companies and the use of natural gas for

irrigation purposes is curtailed, the following results can be expected:

(1) Irrigation farming requires water to be available at critical times during the growing season
of all crops. If the fuel source is not available at a critical stage of growth of the plant, there can be
crop failure. Fertilizer is necessary to increase crop production and requires water to utilize the
chemicals. If there is not the proper balance of water and fertilizer, there will be a drastic decrease

in production.



(2) The FPC order eliminates considering the use of propane and butane as alternate sources
of fuel supply, leaving only diesel, gasoline or electricity as alternate sources. Not only would the cost
of fuel be greatly increased, conversion to alternate energy would require a different type of irrigation
engine, as well as supply tanks and other equipment to operate the engines. There is already a critical

shortage of diesel fuel and gasoline, as well as fuel tanks.

(3) Most industrial plants are designed for alternate fuels and the costs of the equipment and
fuel are being passed on to the consumer. The irrigation farmer does not have standby equipment to

convert to other fuels because of prohibitive costs, which cannot be passed on to the consumer.

(4) FPC Opinion No. 697-A is in direct conflict with the position taken by President Ford, by the
Federal Energy Administration, by the Department of Agriculture, and by Congressmen introducing

legislation declaring top priority for the use of natural gas and other fossil fuels in food production.

NOW, THEREFORE, BE IT RESOLVED BY THE BOARD OF DIRECTORS OF THE SOUTHWEST KANSAS
ROYALTY OWNERS ASSOCIATION, on behalf of its members and on behalf of thousands of irrigation
farmers throughout the United States, that it hereby opposes the action of the Federal Power Com-
mission in classifying natural gas for irrigation pumping as an industrial use on an interruptible basis,
and urges the Commission to reconsider such action and classify natural gas for irrigation pumping

to the highest priority of use.

BE IT FURTHER RESOLVED, that the Secretary of this Association is hereby directed forthwith to
transmit a copy of this Resolution to the President of the United States, members of Congress, the
Federal Power Commission members, the Secretary of Agriculture, the Federal Energy Administrator,

and the Governors of the states located within the affected area.

ADOPTED this 19th day of February, 1975, by the Board of Directors of the Southwest Kansas Royalty

Owners Association.

Attest:
N,

Robert Larrabee, President

B. E. Nordling, Secretary
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JOHN G. WILLIAMSON, VICE PRESIDENT

STATEMENT BY

THE KANSAS POWER‘AND LIGHT COMPANY
BEFORE THE
SPECIAL COMMITTEE ON NATURAL GAS

August_ll, 1975

Mr. Chairman and members of the Committee, my name is John G. Williamson,

I am vice president, gas operations, of The Kansas Power and Light Company,

I appear here today on behalf of KPIL and also on behalf of our gas customers

in Xansas,

We appreciate this opportunity to appear before your Committee, We realize

yeur Cime is valuable and you have a busy schedule Therefore, T will be brief

and angment my remarks by furnlshlng each of you with a copy of informaticon and

pPertinent data for the record At the conclusion of my remarks, I will be

pleased to answer any questions you may have.

It would appear there are two areas of agreement everyone who has appeared
so far before this Committee has been able to support.

(1) Natural gas supply for Kansas and the Nation is critical now and for

the future.

¥
(2) They say the present price of natural gas is too low,

In other words, it is manifest there is a serious problem with natural gas

supply, that it {ig getting worse and you have in the certain making a matter of

public welfare, safety and even health, I would unders;and that your Committee

has been asked to do something about it, Well, what should and cap be done about

such shortage and the effects of it?



just as we are of the costs of gas for resale. We know the iﬁpéct this has on
customers and we listen every day to the many complaints from the real w

of customers who are shocked by the realism of increasing fuel prices. We
believe we must represent them here today.

The producers of natural gas and oil tell you to do nothing. They say -
prices must go up. They further state that market demand will seek out the
correct price and higher prices will result in more supply.

I don't believe you have heard any testimony telling you that if higher
Prices are paid for gas, how much more money will be invested G; producers to
discover the promised new supply of gas. Nor have you heard any proposals of
how much new gas they expéct to develop....nor how long it will take to get
that gas to market and the ultimate consumer.

it also is not clear how the price of natural gas will reach its so—called;
Yproper levelﬁ when the purchasiﬁg pipeline company is without any genuine
bargaining position, since it can only buy from fields into which its pipelines
and gathering Systems Aare constructed, while the producer may elect to sell his
product to other purchasers, or in other fofms such as nétural gas liquids, or
simply wait by holding it off the market For reasons sufficient only to himself.

As the Committee charged with providing a solution to this serious gas
shortage, you have a choice. You can stand by and do nothing as has been
proposed with shortége certain and its effects to be applied without regard to a

fuel policy that could mitigate hardships and restrain prohibitive prices. Or,

you can try to resolve the problem on some other basis.




consider to help extend the life of Kansas!' gas supply and alleviate th ~owing
gas shortage, and I would like to Suggest just briefly some of these. k.cst,
through the establishment of end-use priorities you could assure its use by

top priority customers, thus minimizing extravagant use of gas for such purposes
as heating swimming pools, heating large airplane hangers or industrial
warehouses which are poorly insulated, or in fact, may have no insulation, and
possibly eliminating its use és boiler fuel where alternate fuels are available,

Secoﬁd, you mighf minimize the use of gas for the generation of electricity
but at the same time recognize the prbblems this would pose for municipal
operations.

Third, you could miﬁimize if not eliminate the use of gas for heating large
complexes and facilities which are completely capable of obtaining the same
service through the use of altgrnate fuels such as o0il or coal or propane, or
electricity, even though such may be more expensive.

Fourth, you could encourage gas production from existing wells now under

contract, by establishing realistic minimum prices which should be controlled

lon
4

someone other than producers,

And fipally, consideration could be given to the édoption of building codes
for new structures that would minimize heating loss. Such codes would have the
effect of requiring proper insulaticn and a minimum use of glass_or other
construction features which tend to cause high heat loss.

One choice available to you is the bill that was introduced bf Senator Doyen
during the 1975 legislative session, a proposal KPL supported then and which we

believe still warrants your careful consideration. Legislation adoptihg and

activating a natural gas policy is greatly needed. To do nothing is fatgl.
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That bill will give to Kansas custcmers of intrastate combanies the kinds
of protection afforded customers of interstate companies....continuation
supply from established contracts with an element of price control when needed,
and assurance that priorities of end-use will be considered.

That bill does not try to control the price of all natural gas in Kansas.
Gas from a field discovered today could be sold at any price the producer
decided to put on it and for which he could find a purchaser.

Under.the proposed bill when a contract between a utility buyer and a
producer seller is to terminate by its own terms and the partié; cannot agree
to new terms, then the Kansas Corporation Commission could be asked to institute
a full and proper hearing'to determine whether it would be in the public interest
for the gas to continue to flow and at what price.

Here is the ""price fixing" over which such great alarm has been expressed--
a power that would be invoked only where the public safety and welfare is at
stake and designed to protect not only the buyer but the producer and even more
importantly the ultimate consumer. .

1 submit, when the decision must be- made és to whether homes will be warm
or cold or heating bills will be doubled or tripled, it is better to have such
decisions made in a certain limited number of cases by the people's
representatives.

I would now like to &irect my remarks back to the matter of prices and
supply. A gas utility. in a sense is a double conduit. First, it is the
pipeline which takes gas from the producers to the customers, and secondly it

is the pipeline which takes dollars from the customers back to the producers.

In both instances, we are in a sense the middleman. ¥
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HMuch nas been sald tOo you about RrL's gas supply proolems in-the opilvey
Field and from Mesa Petroleum so I would like to comment on the status of
of these.

At this stage of KPL's negotiations with the Spivey produceré, ié appears
that our cost of gas from that area will be increased approximately $14.8 million
a year as compared with 1974. 1Initial calculations indicate that this increase
alone will result in our customer's gas bills being increased an average of
21 cents an MCF. Assuming this increase is paséed on to all classes of customers
and to all steps of all rates in the same amount, the average residential
customer's annual bill will be increased by about $30-a year, or approximatély
28 percent compared with last year. 1In the case of industrial customers, the
increase will amount to 42 perceht and in the case of municipal generating
stations, an average of about 64 percent.

Litigétion with Mesa Petroleum is presently set for hearing in District
Court on September 9. As you probably are aware this relates to Mesa's
preposal to construct a cryogenic nitrogen rejection plant and their plans to
process their gas through the plant. The reported effect on customers of KPL
will be to decrease the gas available for them.by 12 billion cubic feet annually
and 31 million cubic feet on a peak day. If this 12 billiom cubic feet could be
purchased as 'new' gas at the proposed Spivey price, our annual increase in gas
costs over last year would be up another $13,700,000. If this amount were
passed on eveniy to all customers, their costs would increase another 19 cents

per MCF, which with Spivey would be an increase of 40 cents per MCF.

B
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Mr. Chairman and members of the Committee, there is no problem facing T
interim study group that is more serious or of more far-reaching consequences
for Kansas citizenry than this one of gas supply. It is not exclusively KPL's
problem. It is not exclusively Wichita's problem. It is a ﬁrcblem that in
the long run is going to affect the very well-being and health of a.substantial
part of the State of Kansas and your constituents. For the mutual good of all
of us we certainly need to marshal our assets and to husband our reserves and
production capabilities for the best and highest use of gas for the benefit of
all concerned. It is a problem you, as the people's representatives, must resolve.
I thank ybu very much for this opportunity to appear here today and for your

listening to my remarks. 'If there are questions which any of you may have, I

would be pleased to try to answer them for you at this time.




