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John Will, Northern Natural Gas Company.

Donald Schnacke, Kansas Independent 0il and Gas Association.
Glenn Cogswell, Northwest Central Pipeline Corporation.

Ron Gaches, Kansas Association of Commerce and Industry.

R. D. Randall, Petroleum, Inc.

Ed Reinert, League of Women Voters of Kansas.

HB 2264 - An act establishing the Kansas natural gas authority; prescribing

- its membership, organization, powers and duties; authorizing the
acquisition of property, the issuance of bonds, and the financing
of its operation and payment of the cost of properties acquired.

Representative Kerry Patrick, key sponsor of HB 2264, testified in support

of the bill. He said that co-sponsors of this proposed legislation believe
the solution to natural gas pricing problems is the total removal of natural
gas price controls, coupled with the breaking up of the monopoly which trans-
mission pipelines and retail natural gas suppliers presently enjoy. He
stated that free-market principles are the solution, but where these princi-
ples are not permitted by federal law to work, measures such as HB 2264 must
be taken. He emphasized that the bill is a pro-competition measure, designed
to aid both consumers and businessmen as they combat the present natural gas
monopoly (see attachment 1).

Representative Keith Farrar, co-sponsor of HB 2264, testified in support of
the proposed legislation. He said that he and others have felt frustrated,
in that they apparently have not convinced the natural gas pipeline companies
operating in the Hugoton field to change the direction they have been going
the last few years. He noted that perhaps by introducing this bill, pipe-
line companies will respond by moving more natural gas out of the Hugoton
field to benefit the Kansas consumers and in turn help restore the economy

in Western Kansas (see attachment 2).

Representative Robert H. Miller, co-sponsor of HB 2264, testified in support
of the bill. He said that interstate pipeline companies have little incen-
tive to control their costs because of conditions under which they are re-
gulated by the Federal Energy Regulatory Commission. He stated that these
higher costs are ultimately passed on to consumers who are faced with a non-
competitive situation; non-competitive because natural gas is provided by
only one local utility company. He noted it is difficult to understand the
reasons for high-priced natural gas when so much is available. He thought

Unless specifically noted, the individual remarks recorded herein have not
been transcribed verbatim. Individual remarks as reported herein have not
been submitted to the individuals appearing before the committee for
editing or corrections.
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HB 2264 offered an innovative approach to solving this problem (see attach-
ment 3).

Hattie Norman, a Kansas senior citizen, testified in support of HB 2264.
She said that because natural gas utility prices are so high, many senior
citizens are faced with the dilemma of either paying their utility bills
or buying food. She noted that passage of HB 2264 might cause natural gas
prices to decrease, enabling more senior citizens to be able to afford the
costs of their utilities.

Representative Lawrence Wilbert, co-sponsor of HB 2264, testified in support
of the bill. He noted that many countries own their own oil supplies which
allows them to regulate their own natural resources, thus controlling their
own destinies. He said it is his understanding that the intent of HB 2264
is to allow Kansas to do this by purchasing and reselling Kansas natural gas
from Kansas gas fields at an affordable price to the state's natural gas
consumers (see attachment 4).

Representative Harold Guldner, co-sponsor of HB 2264, testified in support
of the proposed legislation. He noted that natural gas suppliers, with the
help of government regulations, are now able to hold gas prices at artifi-
cially high levels during a time of oversupply, while drastically cutting
production of the cheapest gas in the nation--gas from the Hugoton field.

He said HB 2264 would promote competitive free enterprise and perhaps en-
courage companies to renegotiate take-or-pay contracts and blend in more of
the cheaper gas so the price to consumers will stop rising (see attachment 5).

Representative Ed Rolfs, co-sponsor of HB 2264, testified in support of the
bill. He said passage of HB 2264 would allow Kansans to use the natural

gas resources in the state for the benefit of the people of Kansas. He said
the bill would allow Kansas to act, not just talk about the outrageous in-
creases that have been unnecessarily thrust upon them (see attachment 6).

Representative Elaine Hassler, co-sponsor of HB 2264, testified in support
of the proposed legislation. She noted that high-priced natural gas has

had an adverse affect on utility costs at Kansas schools, causing an in-
creasingly larger percentage of a school's budget to be used to pay utility
costs. She stated that these increased expenditures for utilities cut other
budget items, adversely affecting educational programs. She thought this
bill would encourage lower natural gas prices which would benefit consumers.

Representative Bill Fuller, co-sponsor of HB 2264, testified in support of
the bill. He said the need for the legislation arose in part out of frus-
tration with the pipeline companies who purchase higher-priced natural gas
while not using cheaper gas in the Hugoton field. He said he thought the
bill would focus attention on the need for a solution to these high-priced
natural gas woes.

Representative Bob Ott, co-sponsor of HB 2264, testified in support of the
proposed legislation. He said there were definite problems created because
of high-priced natural gas and he thought that a free-enterprise system would
address some of the associated problems. He also said take-or-pay contracts
should be renegotiated since they are not in consumers' best interests.

Representative Jayne Aylward, co-sponsor of HB 2264, testified in support of
the bill. She said she receives a lot of correspondence from her consti-
tuents saying that they have problems paying their natural gas utility bills.
She read a letter from a businessman in her legislative district who was

very concerned about the high price of natural gas and the affects it has on
Kansas businesses and industries. She said this is a serious problem for the
whole state, and the state legislature should take some type of action to
solve the problem.

Representative Robert Vancrum, co-sponsor of HB 2264, distributed testimony
in support of the proposed legislation. In the testimony, he noted that it
was obvious the current price structure for natural gas was not working. He
stated that anytime you have a product readily available in one part of the
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state that is not being produced because it cannot be sold at a fair price,
and consumers in another part of the state are being charged eight or ten
times as much for the same product as they have been paying to state pro-
ducers, something should be done to rectify the situation (see attachment 7).

John Will, Northern Natural Gas Company, testified in opposition to HB 2264.
He referred to the Natural Gas Act of 1938 (NGA), and some of the require-
ments set out in the Act which regulate the interstate natural gas transmis-
sion and sales of Northern Natural. He noted that since enactment of the
NGA, transmission and sales have been under the jurisdiction of the Federal
Energy Regulatory Commission. He said that in his understanding of the NGA,
he thought at least two parts of HB_2264 would violate the so-called Commerce
Clause of the Constitution of the United States if the bill was enacted and
attempted to be applied against an interstate, FERC-certificated natural gas
pipeline doing business in Kansas. He elaborated on his reasons for believ-
ing they were unconstitutional, and the difficulties they would pose to the
natural gas industry. He also noted that in enacting the NGA, Congress
plainly intended that federal control over interstate natural gas transpor-
tation would be exclusive, that no state would have the power to regulate in
that area (see attachment 8).

Donald Schnacke, Kansas Independent 0il and Gas Association, testified in
opposition to HB 2264. He said if this proposed legislation was enacted--
every property, every new well--all financial effort devoted to natural gas
exploration from now on would have to be weighed with the threat that some
day the property might be taken over by the State of Kansas. He stated that
the threat of condemnation of natural gas-producing properties would reflect
on the enthusiasm of investors, the attraction of risk capital, and drilling
activity that would take place in the future in Kansas. He also included
with his testimony a point-by-point explanation of the federal administra-
tion's Natural Gas Proposal listing Department of Energy specifications for
possible comprehensive natural gas legislation (see attachment 9).

Glenn Cogswell, Northwest Central Pipeline Corporation, testified in opposi-
tion to HB 2264. He said that Northwest Central had also been frustrated
over the rapid rise in their natural gas sale prices caused by circumstances
and events beyond their control, and the loss of market caused by economic
conditions and other factors. He noted that Northwest is initiating action
on every front they can to lower prices, and he outlined some of the com-
pany's efforts in this area. He referred to the Natural Gas Act of 1938

and its affects on the transportation of natural gas for resale in inter-
state commerce. He said that only by changing federal laws and regulations
can they legally obtain lower prices for Kansas consumers and increased
production from the Hugoton field (see attachment 10).

Ron Gaches, Kansas Association of Commerce and Industry, testified in opposi-
tion to HB 2264. He said passage of this type of legislation would lead to
the erosion of the separation of government and private enterprise. He

noted that in respect to business, the public interest requires the preser-
vation of the benefits of the free, competitive, private-enterprise system,
and the elimination of the threat to that system that is inherent in the
entry of government into competition with private enterprise in wvarious
fields of business activity. He said that his organization noted both
philosophical and technical deficiencies in the bill (see attachment 11).

R. D. Randall, Petroleum, Inc., testified in opposition to HB 2264. He said
some of the problems the natural gas industry is currently experiencing re-
garding production and pricing are caused by federal regulations imposed on
the industry. He said that federal "regulation by price" has affected the
natural gas industry just as it would affect any other industry or company:;
the solution would be the deregulation of "regulation by price."

Ed Reinert, League of Women Voters of Kansas, distributed testimony re-
garding HB 2264. He stated that this type of legislation should address
the subjects of conservation of natural gas resources and a method of
pricing which encourages conservation (see attachment 12).
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A brief question and answer period followed several of the presentations
of testimony on HB 2264.

There being no further business to come before the committee, the meeting
adjourned at 5:10 p.m.

The next meeting of the committee will be held February 23, 1983.

Rep. David J. Heinemann, Chairman
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KERRY PATRICK
REPRESENTATIVE. TWENTY-EIGHTH DISTRICT
JOHNSON COUNTY
10009 HOWE DRIVE
LEAWOOD. KANSAS 66206

COMMITTEE ASSIGA TS

VICE-CHAIRMAN PENSIONS. INVESTMENTS,
AND BENEFITS
MEMBER JUDICIARY

TOPEKA

Attachment 1
2-22-83 House Energy
’ i and Natural
Resources

- HOUSE OF
REPRESENTATIVES

Mr. Chairman, the co-sponsors of House Bill 2264 wish to thank you
and the Cqmmittee for having so prompt a hearing on this bill.

I. INTRODUCTION

The present natural gas policy of this country is economically,
politically, and morally indefensible. It is threatening both our

economic and social life in Kansas and the rest of the country.

There is no way to explain to our fellow Kansans that, through the
dictates of federal law, cheap Kansas gas remains shut in; and expensive
out-of-state gas, with the added cost factor of higher transmission costs,
is pumped .into Kansas homes and businesses. This policy is forecing
the elderly and the poor to make the choice between freezing and eat-
ing. Young couples are facing gas payments equal to monthly mortgage
paymentis.

7 Natural gas prices have increased approximately 160% over the past
three years. Natural gas transmission costs have risen over 395% over
the past decade. The Federal Energy Regulateory Commission znd the Kan-
sas Corporation Commission have pfédigted that natural gzs prices will be
state-wide 40% hizhér next year. Con%fasting this, is the fact that
other forms of energy--oil prices have dropped over 25% the past

year, and coal prices have dropped over 20% in the past year.

Perhaps the article attached to. my testimony from the Wichite Eégle—
Bezcon will highlight some of the problems which have been brought about
by federal law. (see attachment "A")

Is this an example of a free market system? Is this an example of

an economic system which is working in the best interests of a1l con-
This zrticle shows how deeply and seriously

cernec? Cbviously not.

flzwed the present federal laws, under which we must operate, are. Con-

s been aware of the problems it has caused since 1980, yet it
teken no action. And, according to one of the most influentizl oil
magazines, it will teke a2t least two or three years before znv

of any sort will be tzken.
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m
n

I
3
(o0

m
[N
0]
&)

co-sponsors of this legisleation believe that totzl removal of
zs price controls, coupled with the breeking up of the monovolvy
transmission pipelines and retail neturel gas suppliers presently
ATTACHMENT 1




Page Two

enjoy, is the solution to our natural gas pricing problems. . We be-
lieve that free market principles are tﬁe solution, but where these
principles are not permitted by federal 1a§ to work, then measures such
as HB 2264 need be taken.

.This bill is a measure which will inject competition into the present

natural gas system. This measure is pro-competition, and is designed to
aid both consumers and businessmen as they combat the present natural gas
monopoly.

Going back to 1905, then Governor Hoch promoted and saw enacted into
law a2 measure which would have brought about the construction of a state-
owned oil refinery and transmission pipelines to counter the anti-compet-
itive effects of the Standard 0il monopoly. This bill stands in that
historic tradition, in an effort to combat the effects of the natural
gas monopoly in this country.

Admittedly, this is a unique proposal to Kansas, but then again,
principles’of this proposal are present today in Kansas and American

economic life:

4) Ownership of oil znd gzs wells

1. In Texes--The state there owns znd/or controls between
10,000 a2nd 11,000 o0il and gas wells on state lands. They operate these
wel;s,through private contractorstgﬁg they are operated effeciently and
effectively. ©Net revenues from théééggflls was estimated to be $500

million this past year.

2. In Qklzhoma--The state of Oklahomz owns and/or controls
approximateiy 1,000 and 1,200 wells, with revenues of approximately
$60 million.

3. In Kensas--According to legislative research, the State
ovns and/or controls'élready 200 to 250 oil and gas wells on state-
owned land.

Nebraska, Colorado and other stztes also own wells...zre these

states socielistic?

B) Public cwvned utilities

1. In Kansas, according to the Kansas Corporation Commission:

e. Almost 17% of all electrical power is generated by
1ly-ovned utilities, ‘

I
f
},J .
(@]
’_) .

he)
W)

L3

b. 50 Kansas municipalities are engzged in the reteil sales

f ges, including cities such as Winfield, Lawrence, Iclaz and Anthony.
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2. In Nebraska, all electrical .power in the state is generated
by publicly-owned power districts, ‘

.This measure is designed to stimulate competition in a segment of

our economic life which knows none.

How?

1) By purchasing and/or condemning working interests of inexpensive
Kansas gas, the State will be in a position to control and sell that
gas to Kansas consumers, substituting the less expensive for the more
expensive out-of-state gas.

A. According to the Kansas Corporation Commission, the Hugoton
field possesses recoverable reserves without resorting to secondary re-
covery methods, reserves of 11 trillion cubic feet, which under law,
would be sold at an average price of .57¢ per mef, as opposed to the

average $5.00 per mef that the consumer is now. paying in Kansas.

B. 1982 production from the Hugoton field was a little over
214 bef. The proposed 1983 takes from the field is to be some 20 to 30
percent lower. The 1982 production figure is some %200 lower than tzkes
from the field, prior to the passage of the N.G.P.A. of 1978.
According to the industry and the Kansas Corpqra?ion Com-

mission, Hugoton field production could be economiczlly produced at a rate
of 500 BCF ver vear. So then the decline in demand for inexpensive Kansas

gas -is not due to declining resefbsfiigigssure or lack of gas present in
the field; but, due to a conscious decision of producers like Amoco to
substitute $6.80 Wyoming gas for .85¢ Kansas gas zs noted in the news-
paper article. ‘

Once zgain--is this the free market at work, where the lowest priced
good is not sold, and the higher priced good is? This measure gives those
high-priced producers competition.

2) By declaring both inter- and intrastate pipelines to be common
cerriers. Under existing state and federal law, producers are obligated

to sell their ges production onlv to the traznsmission companies who

(_

in turn sell it to the retzil natural gas suppliers.

L. 3By meking these pipelines common carriers, producers and
end users cen enter into direct negotiations for the sale of gas. There-

by providing competition to the present transmission and retzil suppliers

who have =z monopoWy on the sale of natursl gas. The transmission pipe-

lines. would be pzid a reasonable fee for transporting the ges--£11 con-
suzers would benefit from the competition.

3. Reduce Itraznsmission costs for Kaznsas consumers. More gas

thazt is pumped from the Hugoton field to sezy Wichite, Topekz, or Xanszas
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City--the lower the end price to those consumers than transporting the
gas from Wyoming. ‘ '

C. Hooking up of wells not on existing lines--more gas avail-
able. '

3) Constructing new pipelines--more competition.
4) Condemning existing pipelines--more competition.

Breaking up the natural gas transmission monopoly and providing
competition to high-priced producers is what this measure is all about.

II. ECONOMIC BENEFITS

1) Royalty owners higher income through increased production.

2) Local units of government will have more revenue, thus the

area will experience overall lower property taxes.

3) Local businessmen will benefit due to overall lower taxes
and greater income in royalty owner's pockets, through higher production
rates.

L) Statewide consumers of all varieties benefit through lower gas
by having higher real disposable incomes, AND therefore 21l businessmen
benefit, since consumers have morg\money to spend.

T
5) More tax revenue generatediﬁiigout any tax increase.

IIT. LEGAL

Obviously, the big oil companies which control 86% of the Hugotdn
field will be opposed to the bill. They will say that it is unconstitu-

tional and illegal.

Much of this bill follows the language in the bill creating the
Kensas Turnpike Authority, a constitutional, legal entity which has

been operating for over 25 yeears.

These same big oil attorneys who will tell you that this bdill is
wnconstitutional will be the same ones who told you that the Kansas
Nztural Czs Pricing Protection Act would be unconstitutional. Yet,
the XKzasas Supreme Court upheld the constitutionality of the bill, 7-0;
and, the United States Supreme Court upheld the measure by a vote of 9-0.

There are five legislator attorneys on this bill who believe it to

be constitutional. We have studied it, and believe it to be so,

our own research, and beczuse of discussicn with other attorneys

- -
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By Gary Haden
" Statt Writer

sive Wyoming gas.

dollars annually
gas from 84 Wyoming wells.
1f the ‘effort is successful, the gas
bilis of ha!f & million Kansans could
be cut by an average of about $24
during 1983, said a spokesman for
Northwest Central, formerly Cities
Service Pipeline Co. Similar savings
would continue in future years.

CUSTOMERS OF tbe‘Gas Service |
Co., Union Gas System and Kansas:
Power & Light's “C’ system would

Gas Supplier
Takes Fight
‘Before FERG |

. Northwest Central Pipe Line Co. has asked federal'fégulac
tors to sanction the company’s fight against the use of expenr

The company, the largest ‘supplier of interstate gas to
Kansans, says it could cut residential gas bills by millions of
it it were al@,oyved to stop buying the expensive

be affected — about 90 perceat of
Wichitans burning gas in thelr,
homes. - |

Northwest Central petitioned the
Federal Energy Regulatory Com-
mission last week for a ruling on
the proposal. ’

The company wants to replace
8.56 billion cubic feet of Wyoming
gas at $6.80 per unit with a like
amount of gas from Kansas’ Hugo-
ton Field at 85 cents per unit.

. Standard Oil of Indiana (Amoco)

-~ made Amoco 2 falr offer to resolve

owns all 84 Wyoming wells, which
are in the Wamsutter area. Amoco
also produces the bulk of North-
Kwst‘s Hugoton gas, so its expensive

Wyoming gas would be replaced by
the cheaper Hugoton gas.

B.C. EDWARDS of Chicago, vice
president for gas sales of Amoco
Production, said Northwest had
“chosen & rather drastic solution to
2 problem.” He claimed that North-
west could “solve the probiem itself

fiexibility in Its contracts with
Amoco.

Edwards said there is sufficient
fiexibllity in tbose contracts to al-
Jow the pipetine company to shift
more of lts production from expen-
sive Wyoming production to
cheaper Hugoton gas without going
to the FERC. :

He said current contracts would
require Northwest to make pay-
menls to Amoco if no gas were tak-
en from the Wyoming wells, but
that Northwest would have the right
to make up the tukes from the Wyo-
ming wells over u live-year period.
Instead, he charged, Nortbhwest
wants Amoco o bear zll of the bur-
den in the matller

overnight” by taking advaniage of

T

i e . -

HE SAID Northwest's actions sur- 1
prised him, particularly ia light of
Amoco's willingness to grant Nortb-
west some relie! from take-or-pay
requirements in the contracts. .

But Northwest Central's vice
president for corporate communica-
tions, J.N. Vallely, said Wedn_sday..
«We were shocked and surprised to

-

hear Mr. Edv}arés‘ comments. At
best, they were careless; at worst,
tremely misleading to the public” |
- " 'He sald, “Northwest Central

Jthe situation. It was rejected out of

counteroffer and have been unwill--{
ing to negotiate. Instead, Amoco is
now trying to give gas consumers.
the erropeous impression that the | .
problem can be settied overnight i
only we were to adopt their quick-
fix solution. -

» Amoco's quick-fix solution is tqr
Northwest Central to pot take their
expensive gas but to 80 ahe§d. and .
pay them more than $100 million &8
year for it The only other slterna-
tive they offer is decontrol of all

natural gas prices.”

VALLELY TERMED Amoco’s 50-
jution “'the cruelest hoax enyobne
can play on ges consumers.” :

Tre Oklaboma City-based pipe ;
line's etforts to rid itsel! of the opli- ;
gation to purchase the expenswe
Wyoming gas are being carrted out
on two fronls .

The company has advisedAAmoco
that it intends to stop taking £a5
from the 84 wells on the grounds
{hat the 19 contracts in force say it
does not have 1o buy the gas .U gas
desivered from these wells is une
conomical” — in other words, the
gas cannot be resold.

Simuttaneously, Northwest is ask-
ing the FERC for a deciaratory
judzgment that Northwest will ngt_f
violute the Natural Gas Act _ur 1938
if it temporarily stops taking gas
tomrm the wells. .

irresponsible, because they are ex-|: °

hind. They have not made &Ry |
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A tempororily copped in natural gos fields i
Robert Walters o

throughout the country which contain substan.’
: tiol, proven reserves of low-cost fuel. In otherin-- .
stonces, there are reports of cheap gos being . : -
I nOrm vented from the wellheod into the ctmosphore ;
g g : ond thus irrevocably lost. : -
Nowhere are the inequities of the situation

' I l}1 C}l ( : o8 more opporent then in the Guymon-Hugoton
e eaP as - field, the nation's lorgest single natural ges -

|
‘ . .
i . C
NGTON |
l {’ Nevertheless, wells hove been “shut in” or {
)

. reserve which covers more than 4 million subter-.

' WASHINGTON (NEA) — The notural gas thot's roneon ocres stretching from southwesierf Kon-
readily ovailoble from eosily accessible sos into the Oklahomo ond Texos ponhandles. .
geologicol formations beneath Ohio and New Notural gos trom thot vast reservoir sells for - )
Mexocc hosn't been selling very we“ in recent as little as 27 to 50 cents per Mcf ot ‘the

_ years — becouse it's too cheap. . wellheod, but the five interstate pipeline com-

"But the naturcl gas that's especiolly difhculf to ponies which rely upon _thot field have
Tefﬂe\" from oftshore fields ond very deep wells i dromatically reduced their withdrawols in recent
in Louisiana and Texas has been in greot de- yeors. ' © .
mand throughout the 9‘"")’ 19803 — becouse it's The Panhondle Eastern Pipeline Co. soys itis - .|
unusually expensive. - “temporarily resting its well” in the Guymon-

That preposterous situation waos created by on Hugoton field. The Cities Service Gas Ca. has cut
oil and gas industry which currently is seeking ’ back its purchases from the field while signing
the removal of federcl price controls on the low- new controcts for ncturol gos priced at $7 to 89 .
cost gas, on action it cloims will produce | per Mcf. )
substantial savings for its customers. { When a Cities Service executive was asked if

But that some industry is now withholding | the firm waos considering renegotiationg those "
from the market ncturol gos. which costs less controct, he replied: “Why should we be doing
than S1 per thousond cubic feet (Mcf) at the that? How would thot benetit our customers?”
wellheod while selling its customers noturol gos instead, the firm hos petitioned federc!
whose wellheod price is os high as $10 per Mcf. ~3 regulotors for millions of dollors worth of rote

Although that high-cost notura! gas is being "\~ _inceases — which eventuolly will be borne by
“rolled in” or blended with ‘cheaper fuel to -consumers of the fuel.
moderate the price, the wellheod cost of the The Ei Paso Co. hos rebuffed small producers
most expensive noturol gos is equivolent to in the Son Juan Bosin of New Mexico which
more thon $60 for & borrel of oil at o time when previously sold the pipeline firm noturel ges ot
oil is selling for obout half that. wellhead prices of $2 to $3 per Mcf for transmis-

The firms which domincte the industry — the sion to El Paso customers in Southern Colifornia. '
noturcl gos producers (principolly the country’s insteod, El Paso has been poying $8 to $10 per
mejor oil componies) and the corporations which . Mcf for naturs! gos from the Anodarke Bosin in

. opercte the long-distance gas fransmission Oklohomo — which then must be transported o
pipelines — blome the unconscionoble price greater distance to the West Coast.
dispority on the provisions of the Notural Gas ; in mid 1982, the Columbie Gas System Inc.
Policy Act of 1978. ‘ " osked thousonds of its suppliers of low-cost
. Thot' federcl low did indeed - establish o natureo! gas in Ohioc end adjoining stotes to shut
disparste arroy of wellhead prices for approx- down their wells for five-months. At the same
imotely two dozen ditierent cotegories of - fime, the company was committed to purchosing
natural gos — but it surely did not require that 270 million cubic feet of noturc! gas from other

~unjustifiable emphasis be ploced on production
ond sale of fuel in the most expensive price
classificotons. -

producers at o projected cost of S8 to $8.50 per
Mict.

P

.
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PRESENTATION TO HOUSE ENERGY AND NATURAL RESOURCES COMMITTEE
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HB 2264

‘Mr. Chairman and members of the committee, I am sure many of you
wonder why 21 legislators would consider condemning or purchasing
natural gas pipelines and notural gas wells, and especially why I would
be one of the 21. 1 will tell vou it is certoinly against my philosophy.
However, as most of you are aware, over the past 5 years there has been
g drastic reduction in natural gas produced in the Hugoton field. Not
because the wells would not produce, but rather that most of the pipe-
line companies chose to take more.gnd more high priced natural gas from
other fields and have left the cheéBET‘noturol gas in the Hugoton field.
The result has been a reduction in the economy in the area, in less jobs
available in the gas compcnies, the Gas Service Industries., and certain-
ly less income to the royalty owner. Aé this continues, there will be @
reduction in the ad valorem tax base resulting in higher property taxes.
| The natural gas companies have been saying that we can‘t do any-
thing about the problem, and in many instances [ feel natural gas pipeline
companies have not tried very hard to renegotiate the high priced take
or pay contracts (which has become an increasing source of their supply
from other fields) since they don’t feel they have to take the Hugoton
Tield gas, it’s like money in the bank and leaving it there, it will
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draw interest. In the meantime, not only is the southwest Kansas
economy suffering, it means less income to the State.

By introducing this bill and holding hearings such as this on
" the need or not of this type of legislation (I certainly hope we
don’t need it) the aas companies will find that possibly the state
could do something like the bill suggests and therefore if the
companies intend to continue to control the natural gas reserves in
the Hugoton field, it would be to their best interest 1o actively
pursue those methods which would result in producing more natural
gas from the Hugoton field.

I and others have felt frustrated in apparently not convincing
the natural gas pipeline companies operating in the Hugoton field to
change the direction they have been going the last few years and as
the old story goes., to get the stubborn mules attention, sometimes
you have to use a good sized 2 x 4. I believe HB 2264 meets those

measurements in seasoned oak. Hopefully, the pipeline companies will
be agble to provide an answer whicB\Wiil result in moving more natural
gas out of the Hugoton field to benefit the Kansas consumer and in
turn help restore the economy in western Kansas. We have @ few
natural gas companies doing everything they can to move Kansas gas.
however we have some companies who seem to have forgotten they got
their start in the Hugoton field and are more concerned about their
investments in other areds.

vou will notice my concerns are leveled at the pipeline companies,
not the producers. In most instances, the producers in the Hugoton
field arec have no leverage on the pipeline companies to purchase the

agvailable cheap noturul gas the producer would like to sell. My view
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of the present situation is that free enterprise and the old supply
and demand theory is not allowed to work. (Such as making available
to the public a product that is cheaper to produce in a competitive
market.) The pipeline companies are acting as a monopoly and choose
which price gas they will make available to the ultimate consumer.

Something has to be done. The Kansas legislature cannot sit
idly by without exploring all alternatives available, to make sure @
konéds resource (cheaper natural gas for homes and industry) will
again be produced and consumed in Kansas in volumes that are more in
line with the ability of the gas field to produce.
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Io understand why the cost of natural gas used in Kansas is
soaring at a phenomenal rate, it is necessary to look at several
recent events. A few years ago pipeline companies which trans-
port natura; gas to the local gas utilities or distribution
companies, faced shortages and were unable to deliver all of the

necessary gas desired by customers. I'm uncertain whether

these shortages were real or just created. These severe gas

OFFICE.

shortages forced the closing of schools and factories and
necessitated curtailment of new residential hookups in portions
of the state.

Determined to prevent a recurment of these circumstances,

2
~

the interstate pipeline companies Signed long-term agreements
with the producers of natural gas, which assured a more reliable
supply in the future but in effect obligated the pipeline
companies to buy gas at almost any price. Those companies which
act as wholesalefs or middlemen between the producers and the
local distributors have little incentive to control their costs
because of the conditions under which they are regulated by the
Federal Energy Regulatory Commission. FERC procedures allow

the pipelines to submit, every six months, purchased gas adjust-

ment filings, which allow them to automatically pass-through to
ATTACHMENT 3
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‘their customers, the local utilities, the cost incfeases imposed
" by the producers. Although FERC has the power to challenge
these filings, it seldom scrutinizes and almost never contests
them. Our local utilities then must pass on their higher costs
to the customer. At the end of this line is the helpless consumer,
our cdnstituent, who is faced with a non-competitive situation
which natural gas is provided by only one local utility company.

Tt is an uncontestable and constantly rising price, What makes
these high prices impossible ‘for our constituents to understand
is theﬂfact that there is so much natural gas available, that
many wells have been temporarily shut in, yet the price continues
to escalate. We see no relief or stability of prices in sight.

As legislators we have been looking for any way possible

to get an answer to this problem, to get a handle on the situation.

We have written our congressmen, we've talked to the regulators,

—
N

*étill relief or stability is not\in;in sight. The approach in
this bill is innovative, but simple solutions do not solve complex
problems.

I carried the natural gas p;icihg bill when it passed the
House of Representatives and served as co-chairman of the joint
committee which held hearings on the issue. Not being an attorney,
I was in é real guandary. I didn't know how to react to the
multitude of witnesses representing the gas industry who said
our proposal was illegal, unconstitutionazl, and politically

motivated. However, the majority of the Kansas Legislature did
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what was right and passed the bill. Adoption of that one law
is estimated to save the Kansas consumer more than $130 million
through 1985. Without a lot of headlines or fanfare, the
anticipated court test of that law was conducted and we know
the results. Earlier this year the United States Supreme

Court unanimously upheld the Kansas law. When those of us who
led that fight, ;nd it was a fight, think back over those long
weeks, we were pleased to see in the opinion this small

pat on the back.

"The fact that there was a close vote at the committee
-stage, &and that some of the committee dissention expressed the
view that the Kansas act was special interest legislation,
there is not any indication that the Kansas political process
had broken down." "The bill was supported by the Governor,
labor unions, farmers, and Muni;ipal Representatives, and was
passed by substantial margin inigéth Houses.

I hope that HB 2264 will be the second chapter in this

section of Kansas history.
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I appéar Bere in support of-House Bill 2264. This proposal has been
referred to, derogatofily, as the Iran Bill. It could as easilyvbe re-
ferred to as the Norway Bill, the Britain Bill, the Nigeria Bill or any-
one of the individual Organization of Petroleum Exporting Counties' Bill.
They all-have one thing in common, they own their own oil supplies.
| Tﬁis past week Britain and Norway cut the price of a barrel of oil
by $3 to $3.50, setting the barrel price at $30.50. Nigeria followed
shortly thereafter and cut the price by $5.50 bringing the crude oil
price do%n to $30 a barrel. It is reported that the OPEC nations have

agreed to cut their crude o0il barrel price--up to $7 from their bench-

.mark price of $34 per barrel.

This recitation of oil price reductions is made to show that govern-
ment ownership of vital natural resources has precedent allowing nations
to regulate their own vital natuzg}\resources anéd in so doing, control
théir own destinies. For the pufbbs%;bf grgument, suppose those coun-
tries had "tazke-or-pay contracts" which prohibited them from adjusting
prices to reflect the supply and demané'in the market place--they would
£ind theméelves in the identical position the State of Kanses finds it-
éelf in, with regaréd to naturszl gas.from its own natural gas fields.

The "tazke-or-pay contracts" existing in the natural gés industry has
crezted & deplorable situstion where consumers are being "ripped-off" in
an unconscionable manner, while unacceptable excuses are given in an
cttempt to justify the action of the nasturzl gas companies. Of course,
this doesn't lower the cost, it doesn't make heat in cold homes, it
cdoesn't boil water or cook meals for those persons whose meager income,

if eny, coes not meet the demands of every day existance. The number of
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Kansans unemployed and thoée living below the poverty level is at one of
the state's a;l time highs. Kansas is among the top states with a high
elderly population. Most of these people are retirees and live on a
fixed income at an austere level. Their utility bills'are'usually their
largest expenditure, next.to food, and, at the present rate of increase,
utilities yi;l very soon outstrip food cost.

Congress is presently trying to address this problem in its own delib-
erate way. Who can say when and if that effort will bring any worthwhile
results? The Kansas Legislature can focus the full attention of a fecal—
citrant industry and the Kansas citizenry on this exploitation of Kansas
consumers of natural gas. Hopefully, all those "foot-draggers" who con-
tinue to talk, do nothing--except charge exhorbgént prices and predict
future raises in price, will respond to this bill's provisions by dras-
'tically lowering the price of natural gas. This could be done--by pur-
chasing and reselling Kansas natural gas from Kansas natural gas fields
at an affordable price to Kansas natural gas consumers. It is my under-

standing that is exactly what thigip&}; intends to accomplish.
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Kansas can be likened to an oasis of plentiful low-cost
natural gaé in the middle of a vast desert of high-priced'natural
gas. You can imagine.whgt the people living in the oasis in the
midst of this vast desert would do when they are told by some
multi-national company that they can no longer drink from the
pools of water around which they live, but must drink the water
which comes from afar, transported through pipelines, at a very
great cost. These people would rise and demand fair and
equitable treatment.

This is the situation we find ourselves in today.

As you know, I am no constitutional lawyer, but you and I
have taken a pledge, under oathT\Eo uphold and defend the
constitution; therefore must we maig;ourselves knowledgeable
in this area and do our best to reach independent judgements.

In 1979, when we passed the Kansas Natural Gas Price
" Protection Act, many of the same opponents you'll hear from
today were saying that bill was unconstitutional. As you will
recall, that Pricing Act came up with little notice at the end
of the session. I voted against that bill the first time it
came through the House. I listened to those people and was

convinced they were right. We then adjourned for several weeks
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before returning for sine die adjournment where we were to take
final action. I had the opportunity to contemplate their
arguments and visit with other people. I then became convinced
their afguments were flawed and I changed my vote to yes, along
&ith‘several of my colleagues.

The United States Supreme Court recently agreed in a
unanimous decision that these companies were dead wrong.
My only reason for bringing all this to your attention is to
caution you to consider carefully the arguments of constitution-
ality that these companies will use.

In Proverbs 11, vs. 14, Solomon tells us: "Without vision,
the people will perish."

The bill you have before you today is a bill of wvision
ana foresight. It is a bill writteg\for a thirsty people
sitting in the middle of our great oasis in the midst of a
vast desert. It is a bill that will allow Kansans to use this
great asset for the benefit of the‘peoﬁle of Kansas. It is a
bill which will aliqw us to act, not just talk about the
outrageous increases that have been unnecessarily thrust

upon us.
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Mr. Chairman, Memb:rs of the Committee

It has been said that we are dramatizing or sensationalizing
because of the .drastic action proposed by this bill. 1I'll assure
you that at least some of the sponsors of this bill feel that we
could better be described as work horses instead of show horses.
But if’we have to Jdramatize or sensationalize to point out a
serious problem we will.

I also know that we as well as about everybody else in this
state and nation realize how serious the problem is when they
look at their monthly gas bills, and we can thank the Lord for a
relatively mild wiater so far or they could be a lot worse.

We all know that this country has proven over the years
that the capitalistic free enterprise type of government can do
more for people than any other type, but even our government, state
‘or national is certainly not ézﬁays right or expedient. It is,
however, the duty of government to try and right the wrong that
it has created. We think the wrong in this case was caused by
hastily passed laws énd regulations made during a time of
projected natural gas shortages which allowed an oligopolistic
situation to be formed. This group monopoly with the help of
government regulations are now able to hold gas prices at an
artificial high price during a time of great oversupply of the
product while drastically cutting produciton of the cheapest gas
in the nation.

As you probably know we have all kinds of gas prices in this
country because of these government regulations. Because of the
time drilled and the depth drilled, Kansas has some of the cheapest
gas in the nation. Even new wells in Kansas have such a low recgulated

price that many of them are not in production.
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In 1978 and 79 the Hugoton field produced around 800 millionwi
cubic feet of gas a day which brought a price of leés tﬁat 50¢
an M.C.F. Last year it produced about 300 million cubic feet and -
so far this year it has been producing about 200 million cubic o
feet and I have heard rumors that a drastic close down will start
this week, with most wells only producing the very minimum that'
it takes to hold the lease which in most cases will mean only five
days a month. Many royalty owners are saying that this is all tbat
their wells have been producing for the last couple of years.

One pipeline company has laid off forty or more of its prodﬁction
workers due to cutting production in the field. Also the gas related

industries such as salt water haulers, work over rigs and other

- maintenance crews have been drastically reduced or have gone broke.

These people do not pay many taxes when they are not working, can
you imagine what all of this is costing the state and local govern—
ment in revenues. We would probably be getting more than any 7%
severance tax will bring.

In closing I want to say that even though we are serious
about this bill, the authors would much prefer to see the
companies do what is right fo;\gﬁg~people of Kansas and what I would
think would be good for them. Thag would be to renegotiate those
take or pay contracts and blend in more of the cheaper gas so the
price to the consumer will stop rising. I know it will take a
little longer to pay out those deep wells but it might be worth
it to keep from losing customers to other fuels or from héving h

more government intervention. That's the way real competitive

free enterprise works.
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To: House Energy and Natural Resources Committee

Thank you very much for the opportunity to appear briefly this
afternoon. HB 2264 was sponsored by 21 House Representatives from
vastly different areas of the state. No doubt each had different

purposes in promoting the bill.

My intentions are fairly straightforward. It is obvious that the
current price and structure for natural gas is not working. Anytime
you have a product readily available in one part of the state that is
not being produced because it cannot be sold at a fair price, and
consumers in another part of the state are being charged eight or ten
times as much for the same product as they have been paying in to
state producers, the people will demand an end to this intolerable
situation. It will not do to continue telling the people that we cannot
do anything to influence the situation. The plain fact is that the
state can step in and condemn the production rights, force the trans-
mission of the gas and become a wholesaler if this is what is necessary

to serve the public good.

"There is ample legal precedent‘quporting the states power to do
this. Moreover, it will not do for the large companies to continue
piously maintaining their private property rights when so many have not

been active in the public interest for so long.

. Many have asked if we are serious in this endeavor. I have
met with the other co-sponsors concerning this bill many times. I am
convinced we are all very serious and dedicated to putting an end to the
current status guo. I would urge you to promptly take favorable action
on HB 2264. I further urge you to ask anyone opposing the bill what
affirmative and productive measures they are taking to put an end to the
intolerable situation .that exists in regard to naturel gas prices in

Kensas &t this time.
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HOUSE BILL NO. 2264
Testimony On Behalf Of Northern Natural Gas Company

February 22, 1983

My name is John Will. I am, and for the last 24 years
have been a lawyer with Northern Natural Gas Company. Northern
Natural is an interstate natural gas pipeline company. It owns
and operates a.pipeline system of more than 22,000 miles.
Northern Natural buys gas at or near the wellhead in, among other
places, Texas, New Mexico, Oklahoma and Kansas. It sells gas at
wholeséle in a number of states; including Kansas, Iowa, Nebraska,
Minnesota and Michigan. The interstate natural gas transmission
and sales activities of Northern Natural have, since the enactment
of the Natural Gas Act in 1938, been under the jurisdiction of the
Federal Power Commission and now its successor agency, the Federal

Energy Regulatory Commission.

During that 45-year peri65<§§§‘continuing even now, the FPC
and the FERC have reguired that Northern Natural apply for and get
what is called in the Natural Gas Act a "certificate of public
convenience and necessity" before building or operating any
pipeline which transports naturai gas in interstate commerce.
Northern Natural has applied for and received such Federal
certificafes covering all of its interstate gas pipelines in
Kansas.

Similarly, the Natural Gas Act also requires that Northern

Natural get a certificate of public convenience and necessity
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before it can make any sale for resale of its gas to a natural gas
distributbr. Northern Natural makes sales to more than 70
distributors and has certificates authorizing all such sales.

The jurisdictioﬁ of the FERC over the activitiés of an
interstate pipeline does not stop with its authority to grant or
deny authority to build facilities and make sales. It extends
also to ﬁhe authorit& tq require that the facilities continue to
be used and that the sa}es continue to be made by the certificate
company. Section 7(b) of the Natural Gas Act states that no
interstate pipeline company may abandon any of its certificated
facilities or sales unless and until it has received the
permission of the FERC.

It was with this undertanding of the Natural Gas Act that I
have read House Bill No. 2264. It is my opinion that there are at
least two parts of the Bill which would viclate the so-called
Commerce Clause of the Constitution of the United States if the
. Bill were enacted and attemptéd\ES\be applied against an
interstate, FERC-certificated natule gas pipeline doing business
in Kanasas. '

The first is that part of Section 2(b) of the Bill which
would authorize the Kansas Natural Gas Authority to, under a
certain condition, acquire by the power of eminent domain any
existing interstate natural gas pipeline. The second is that part
of the same Section 2(b) which would, in the alternative, permit
the Authority to .declare any such pipeline to be & common

carrier.



Both of these two parts of House Bill No. 2264 would, if
included in the Bill as enacted, be unconstitutional because they
would be an improper interference by a State with the exclusive
power of Congress to regulate the interstate transportation and
sale of natural gas for resale.

1f, for instance, the Authority were to be able to take a
portion of Northern Natural's pipeline system by eminent domain,
then that portion would no longer be available to Northern Natural
to render the service for which the FERC has issued certificates.

In the same manner, if the Authority were to declare a,
portioﬁ of Northern Natural's system to be a common carrier, then
that portion would similarly be unavailable for the interstate
service for which the FERC authorized it to be built and
operated.

I realize that House Bill No. 2264 has been carefully drafted
so as to give the Authorlty the power to acguire by eminent domain
or to impose common carrier stat\s\on only those pipelines which
were operated during the preceding calendar year at an average
daily capacity of less than 45 percent of its connected
deliverability. One could therefore argue that the exercise of
such power by the Authority would not interfere at all with the
movement of naturél gas in interstate commerce. One could say
that if the Authority took or declared to be a common carrier only
such portion of a pipeline's capacity as had not recently been

used to carry gas in interstate commerce, then the rest of the



éystem would still be available for certificated interstate
transport of gas.

One difficulty with that line of reasoning is that a line
which operates at less than 45 percent of its connecfed |
deliverability on an aQerage daily basis over a full year may, for
several days or weeks during that year, have operated at a
much higher percentage of its connected deliverability. This may
have been because of seasonal gas demand variations in the inter-
state pipeline's market area or because of equipment breakdown on
some other .portion of the interstate pipeline's system, or for
some other reason. Therefore, it is entirely possible that any
taking of a portion of an interstate pipeline or any imposition of
common carrier status on the pipeline by the Authority would
intgrfere with the ability of the interstate pipeline to perform
the services for which it has been certificated by the FERC. This

would be a direct and unconstitutional burden on interstate

. commerce. ‘\\\\\-

Another difficulty with these two portions of the Bill is
that if Ransas can constitutionally, by eminent domain or imposi-
tion of common carrier status, limit the ability of a certificated
interstate pipeline to render the service it has been authorized
by the FERC to perform, then every other State could aiso impose
its own limitations on the ability of a pipeline to transport
natural gas in interstate commerce. If Oklahoma, Texas and New
Mexico, for instance, were also to enact statutes similar or iden-

tical to House Bill No. 2264, then Northern Natural would never



know from one month or year to the next what portions of its

' system would be available to render certificated service and what
portions would no longer be available for such use. Depending on
the percentage of capacity at which Northern Natural operated por-
tions of its interstate pipeline system from year to year, more
and more of its system could be either taken by the agencies of
the States or subjected to the control of their agencies
responsible for regulating common carriers. The resulting
possible loss of system operating flexibility and the pipeline's
possible inability to supply the daily contract entitlements of
its distributor customers would be a direct and unconstitutional
burden on interstate commerce.

House Bill No. 2264 is ungquestionably innovative. The
Natural Gas Act, however, simply does not permit a State to take
over the ownership or regulation of interstate natural gas
transmission facilities when such facilities have been
certificated by the FERC to bé\3§qg§ and operated by an interstate
natural gas pipeline company.

Section 1l(a) of the Natural Gas Act states that "the business
of transporting and selling natural gas for ultimate distribution
to the public is affected with a‘public interest, and that Federal
regulation in matters relating to the transportation of natural
gas and the sale thereof in interstate and foreign commerce is
necessary in the public interest." This shows that in enacting

the Natural Gas Act Congress plainly intended that federal control



over interstate natural gas transportétion would be exclusive,
that no State would have the power to regulate in that area.

The same Congressional intent is also shown in Section 7(c)
of the Natural Gas Act. Congress there decreed that no person
shall construct, acquire or operate any facilities for the
interstate transportation of natural gas unless they ha%e first
received from the Commission a certificate authorizing such
constfuction, acquisitioh or operation. Like Section 1l(a), this
Section of the Act shows a clear Congressional intent that it be |
the Federal government and not the States who should control the
acqui;itioﬁ and operation of lines to transport gas in interstate
commerce.

It could be argued that Section 7(c) does not apply to a
State's acquisition and operation of interstate gas transmission
lines. Any such argument would not, however, be found valid by
the United State Supreme Court. The legislative history and
judicial decisions under the Natural Gas Act consistenly support
the principle that Congress has‘;}eempted all regulatory powers
over the transportion of gas in interstate commefce. Congress has
Geclared that the interstate transportion of gas is a national and
not a State concern. With the Natural Gas Act in place, and with
Federal preemption of the power to regulate in this area, the
interest of Kansas in acquiring or controlling interstate gas
pipelines in Kansas is subordinate to the national interest.
Therefore, these two parts of House Bill No. 2264 would, I
believe, be found unconstitutional if attempted to be applied to

certificated interstate natural gas pipeline facilities.

® % % % %
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" KANSAS INDEPENDENT OIL & GAS ASSOCIATION
500 BROADWAY PLAZA ¢ WICHITA, KANSAS 67202 » (316) 263-7297' o

February 22; 1983".

To: House Committee on Energy and Natural Resources. »
Re: HB 2264 - Kansas Natural
Gas Authority.
We are appearing in opposition to HB 2264. ézizghgizigi/inézNiiural
Resources
Last week, I met with our Association's Ccmmittee on Natural Gas along with 30 Kansas
natural gas producers in Wichita. We discussed the bills that are before the legislature
presently involving the subject of natural gas. HB 2264 was discussed in some detail.
You would not believe the expressions of astonishment and dismay that arose from the
meeting. They didn't believe that such a bill could arise in Kansas USA.

These producers, before expressing technical objections, labeled this as a pure
socialistic approach to a very complex problem. They felt it was a direct slap at

an important industry that has been operating for years in Kansas - investing heavily-
creating thousands of jobs - and generated millions of dollars in state and Tocal

taxes over the many years. The bill caught them all by surprise - none of the sponsors
had talked to anyone in the industry about this bill.

The flavor of all the bills before your committees in the Senate relating to natural
gas production, regulation, contracting and pricing does give our industry concern and
we urge you to move slowly and with careful study and understanding.

~N

. -
The national administration is beginning to ﬁBveLwith a program that is contained in
the attached 18 point plan to revamp the NGPA of 1978. We discussed this before. We
are impressed that Congressional leaders such as Chairman John Dingell (D) MI. has
publicly indicated the plan is very inovative and addresses many problems that are of
concern to us in Kansas and to the consumers of America.

We have heard that the proponnents of HB 2264 rely upon the recent decision of ERG vs.
KPL as it relates to infringment of existing contracts. T want to again remind the
Committee the U.S. Supreme Court reaffirmed a five way test for exercising the state”s
police power for impairing contractural rights as protected by the Contract Clause

of the U.S. Constitution.

It is not clear under HB 2264 nor do we recognize the emergency; we do not recognize
anything reasonable about the conditions imposed in HB 2264; and we do not recognize
any subject as it relates the diversion of the so called emergency. The bill would
seem to be in conflict with the Courts' test regarding this subject.

ATTACHMENT 9




| .HB 2264
Page -2-

This bill would purport to extend its authority over natural gas properties through-
“out Kansas. Its a state wide bill and not related to Hugoton field as the publicity -
would have you think. The message is clear to our industry - every property - every i

~ new well - all financial effort devoted to natural gas exploration from now on must

be weighed with the threat that some day the property might be taken over by the
_State of Kansas. If this bill would pass, drilling for natural gas would virtually
stop! '

Like the threat of a severance tax - the threat of condemnation of natural gas
producing properties will reflect on the enthusiasm of investors, the attraction of
risk capital, and drilling activity that will take place in the future in Kansas.

HB 2264 would seem to depart from regulation by the federal government's jurisdiction
over natural gas in America under the NGPA. This apparent infringment of FERC
jurisdiction is doubtful and an opinion of FERC should be sought before you seriously
consider this proposal.

Mr. Chairman and members of the Committee, before I started representing KIOGA through-
out Kansas 10 .years ago, I was a practicing consulting engineer. I'm a licensed pro-
fessional engineer, graduating at Oklahoma State University in 1951. My firm, of which
I was an owner and one of the managing partners, was named Van Doren, Hazard, Stallings,
Schnacke, based in several mid west cities, Alaska and overseas. I served as Chair-
man of a National Consulting Engineers Association in 1969. The point I'm making, is
that I'm very familiar with large acquisition and large developments, that involves

Jots of money. Thats what we are talking about under HB 2264.

A large undertaking as contemplated here, should have attached with it, a very deep

and indepth and expensive engineering and economic feasibility study to justify its
consideration. I would like to know, if I were you, what was involved in this under-
taking; whether the resources and production contemplated, can.justify.this committment;
and what the ultimate cost will be to the consuming public?

When the legislature undertook the building of the Kansas Turnpike, such a report
was made. When proposed extensions were considering studies were made, and most have
indicated that the projects are not feasible.

For instance, under HB 2264 the proposal of upto 40 year revenue bonds in our industry
on existing production, with sagging production trends, in my opinion, there is no
justification for that type of an investment. I would want a bond expert to tell you
that after a complete engineering report had been made.

I'm not going to take alot of time to exhaust all the reasons why this bill should
not be passed. On the face of it, we believe its not feasible or & correct approach-
Jet zlone offend every warm blooded American's sense of desire to have the private
enterprise system of America and Kansas flourish.

Despite, some of the problems caused in the natural gas industry arising from actions
tzken outside of Kansas and authorized by Congress - we do believe these problems will
be zddressed soon, and much of your concerns will be alleviated.
We urge you to not vote for HB 2264.

Donald P. Schnacke

Encl: 18 Point Plan



Point by Point Explanation

Administration's Natural Gas Proposal

Attached to this summary is a point-by-point Tisting of DOE specif-
jcations for possible comprehensive natural gas legislation. The following
explanation was prepared by IPAA staff based on discussions with DOE offic-
icals and others and represents an early assessment of the impact of the
various provisions!

1. Decontrolled would be gas not covered by a binding contract. This
would be wells drilled before enactment, but never committed to a contract.
1t would be new wells drilled after enactment on acreage not subject to and
bound by an existing contract on that acreage. A new contract replacing

any expired contract on any gas would be decontrolled.

2. If both parties, a buyer and a seller, agree (as in any contract for
any commodity or labor) a contract may be opened and renegotiated. If so,
that gas would be subject to no federal controls. Currently, even if both
parties agree that say, an 0ld 50 cent contract should be moved to $1 to
save 2 declining, marginal field, NGPA and the Natural Gas Act prohibit them
from doing it.

3,4,14. Most existing NGPA era and old intrastate gas contracts contain
escallator clauses. Those clauses typically call for periodic price increases
reflecting either market changes or increases in allowable NGPA .prices. After
date of enactment, a new ceiling or “cap" would be placed on action of these
clauses. This "gas cap” would be based on the volume-weighted average of all
decontrolled gas contracts for some recent period. It is not yet clear whether
the "cap" will be a single national cap, or one covering traditional gas mar-
keting areas. Once this new cap is established, prices under existing con-
tracts could be no higher than allowed NGPA prices or the "gas cap", which-
ever is lower. This provision CDnEjnues until 1-1-86 or until such time as
covered contracts are renegotiated.~ It is reasonable to assume that so-called
anti-market aspects of current clauses would be removed in any renegotiation,
thus “"cap" would no longer be needed.

5. On 1-1-85, for any existing contract, high cost and old low priced
alike, there will be a one time, bilateral "market out". In the case of a
‘high priced contract, it is presumed the purchaser would "opt" out. In the
case of low cost old gas, presumably the seller would "opt" out. I this
option is exercised and pipeline purchaser and seiler cannotl agree On a new
contract, the seller will have the option to sell his gas elsewhere
with the pipeline being required to provide transportation for that gas
at+ some incentive rate.formula to be determined. This provision would
be affected only if both parties had failed to voluntarily renegotiate
the contract. Presumably producers of high priced gas would want to
entertain reasonable renegotiation terms rather than risk a potentially
chaotic situation if he waits until “D-Day". On the other hand, pipe-
lines use reserves under contract, many times old gas reserves, as
collateral for lcans and bonds. They would be motivated to renegotiate
rather than run the risk of losing those reserves on "D-Day".
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6. NGA and NGPA contain a number of non-price regulations such as
dedication of certain reserves to the interstate market, prior approval
by FERC to abandon an old well, etc. If not dealt with in voluntary
renegotiation sooner, they will cease to be a factor after 1-1-85. -

7. Section 122 of NGPA currently provides a 2 year window after |
7-1-85 when either House of the Congress or the President can reimpose
NGPA contrels through 1-1-89. That authority would be repealed.

8. This is pretty much self-explanatory and is opposed by virtually
no one. Repeal would remove major impediments to the use of natural gas
by industrial and utility customers enacted in 1978 under the misguided
assumption that the U.S. was about to deplete its gas supplies.

. 8. All natural gas found in the federal offshore domain is currently

reserved to the interstate pipeline system. This provision would allow
intrastate pipelines as well as industrial and utility users to contract
directly for these offshore supplies.

10. A large number of old interstate contracts were written during a
period in the 1960's when the o1d Federal Power Commission would allow no
price adjustment clauses. Subsequently, FPC provided "area rate clauses”
to allow some price adjustment. 4bsent those "area rate clauses", those
contracts would inadvertently revert to a low fixed-rate price. This simply
provides for and tells the Courts that the "gas cap" will work to sustain
"area rate clauses" until 1-1-86.

11,12,13. It is said by many pipelines that recent sharp increases
in their rates are a result of contract clauses which requires them to
ntake" from 85 to 100 percent of the gas from certain wells regardiess of
a drop in demand. This provision, which runs through 1-1-86 would. permit
- a pipeline to reduce that "take"-as low as 70 percent without otherwise
violating the contract terms. If that option is taken to any degree, how-
ever, the seller has the option of abrogating the entire contract and
selling his gas elsewhere. If that option is taken, the pipeline has a
"transportation obligation" similar to the cne described under point 5 above.

15. This is the provision which has been described by the public media
as a "price freeze for consumers”. Traditionally, pipelines must file with
‘and get approval of basic rates from FERC. Elements of those rates include
such things as fixed costs, rate of return on investment and debt structure
and adjustment for taxes. In addition, actual pipeline charges are adjusted
automatically under Purchased Gas Adjustment filings. Under those filings,
pipelines are given automatic passthrough of increased gas purchase costs.
Under this provision, each pipeline would have a "base PGA" based on its
Jast preenactment filing. Any increase in purchased gas costs, above infla-
tion, after enactment and until 1-1-86, could not be automatically passed
on to consumers. Any such increzsed costs would have to be approved by some
sort of public FERC proceeding before it could be passed on to consumers in
pipeline rates. Obviously, this would work to deter pipelines from actively
contracting for additional high cost gas,LNG and imports and cause them to
aggressively seek lower priced supplies from domestic producers.



-

16. This provision would set up a new FERC procedure whereby pipelines
with available capacity could be required for an incentive transportation
rate to transport gas sold directly by a producer to a local gas utility
or to an industrial or electric utility user. Some describe this as the
provision to "cut out the middle man". It is designed to create more com-
petition at both the wellhead and the burner tip. :

17. It has been the practice of some pipelines to use their own com-
pany or company affiliate owned production first, regardless of price.
This provision would prohibit a pipeline from taking a higher percentage
of that gas than it took of any less expensive gas available to it.

18. Deep gas is decontrolled under NGPA. Very expensive to find, it
has been selling at relatively high prices. Wellhead prices for that gas
would be frozen at current levels until the "gas cap" reaches those levels
or until they are renegotiated. Existing contract provisions which could
bring about lower prices, however, would be allowed to work in conjunction
with the cap.

IPAA
2-12-83
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10)
11)
- 12)
13)
14)

15)

As of date of enactment, any new contract may be-signed and may
operate By its terms. :

Any contract may be renegotiated and may operate by its new terms,

The volume-weighted average of the price for natural gas in all
contracts under (1] and (2], for the most recent month with
available data, is called the "gas cap”.

Pending renegotiation, prices for all regulated gas are the lower
of the Natural Gas Policy Act (NGPA) price ceiling or the “gas cap”,

On 1/1/85, for any contract that has not been renegotiated, either
party may exercise a "market out" (abrogate the contract), In that
event, purchaser must carry gas for seller to any other purchaser

" at an incentive rate,

A1l gas is decontrolled from the non-price regulations of the Natural
Gas Act (NGA] and the NGPA on 1/1/85, or on renegotiation, if sooner,

Section 122, which gives the President or Congress the power to
reimpose controls, is repealed,

'nunedfate]y'repeal Fuel Use Act (forbidding some uses of natural

gas] and Incremental Pricing,

A1l Buvers have equal access to offshore and interstate gas,

Latest gas cap is considered a federally-approved rate for area
rate clauses.

Purchasers may reduce all "take-or-pay" contracts to 70 percent
of deliverability (conservation exception for associated gas),

'If option is exercised, seITék\Ean abrogate contract and sell gas

elsewhere. In that event, the buyer must transport the gas at an
incentive rate, :

Option to reduce takes expires on 1/1/86.

A1l escalator clauses of all types in pre-enactment contracts are
1imited By the "gas cap", This limitation continues until 1/1/86,

Through 1/1/86, an interstate pipeiine may not immediately pass-
through purchased gas costs above its last preenactment level plus
inflation. Any additional cost must be specifically approved Dy
FERC after a public proceeding with approoriate standards,

FERC, on appliication, cazn require a pipeline with available capacity
to carry gas under contract between producer and purchaser at an
incentive rate.

No pipeline may tzke gas from its own production or from an affiliate
at & rate higher than its rate of take for any less expensive gas,

Prices for currently deregulated gas ("Section 107") that are above
Y S
the "gas cap" are frozen until or unless the cap rises above them.



Attachment 10 /2-22-83
House Energy and Natura.
Resources

TESTIMONY OF GLENN D. COGSWELL ON
BEHALF OF NORTHWEST CENTRAL PIPELINE CORPORATION
BEFORE THE HOUSE COMMITTEE ON ENERGY AND
NATURAL RESOURCES IN OPPOSITION TO
HOUSE BILL 2264 ON FEBRUARY 22, 1983

Mr. Chairman and members of the Committee: My name is
Glenn Cogswell. I am appearing here today in behalf of
Northwest Central Pipeline Corporation in opposition to this
bill.

Northwest Central-previously known as Cities Service Gas
Company-is an interstate natural gas transmission company. We
purchase gas in Kansas, Oklahoma, Texas, Wyoming and Colorado
and gell gas to local distributors serving over 500 communities
in KXansas, Missouri, Oklahoma,' Nebraska and Texas with a
population of approximately 3 million people. In addition to
these wholesale sales, we sell directly to many plants,
industrial customers and governmental facilities adjacent to
~our pipelines in Kansas, Misgguri and Oklahoma.

RN

Perhaps better known £§<:you than our out-of-state
activities are those that impact the State of Kansas directly.
We supply over one-half of the natural gas comsumed in the
‘'state and have more Kansas reservés dedicated to our pipeline
system than any other company. These facts make it imperative
that we give you our views on this bill and we appreciate the
opportunity you have given us to do so.

We can sympathize with the frustration that cbviously gave
birth to this bill. We, too, have been frustrated over the

rapid rise 1in our sale prices caused by circumstances and

events beyond ocur control. We are frustrated by loss of market
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caused by eéonomic conditions and other factors that we can do
nothing about. We are initiating action on every front we can
to lower prices. Let me just recite some of what we have done,
and are doing, in those areas wherein our influenée aﬁd action
may have some effect on consumer prices in Kansas, which
obviously is the prime target of this bill:

*We are attempting to negotiate lower prices
with producers holding contracts for high
priced gas and are attempting to minimize the
"take or pay" provisions therein. We will
not cease these efforts.

*We voluntarily filed with the FERC in late
December an application for a $12.1 million
reduction in gross annual revenues from rates
which could have been collected.

*We petitioned the FERC on January 4 to amend
"through-put" requirements on our Rawlins-Hesston
pipeline that could avoid additicnal costs to
ratepayers in excess of $578,000,000 over the
next five years. The existing reguirement
would force Northwest Central to purchase
additional high-priced gas in Wyoming in
preference to low-cost supplies from Kansas
and cther states. The Kansas Corporation
Commission is supporting>us in this effort,
for which we are deeply appreciative.

*We exercised "market out" options in mid-January
on all producer contracts containing such pro-
visions. Generally, prices in these contracts
were reduced from $6.80 per mcf to $3.30 per mcf,
producing savings to consumers of approximately
$7,000,000 per year. t is important to note
that this is the lowest "market out" price adcpted
by any pipeline company.

*We petitioned FERC on January 31, for a declaratory
orcder that Northwest Central's proposed action to
cease temporarily the teaking of gas from certain
high-cost sources is permissible under the law.

The petition covers contracts involving 84 wells 1in
Wycming, with prices of $6.80 per mcf. Estimated
reduced purchase costs ere approximately $50,000,000
in 1983.

*le have piedged $500,000 each to the states of



Kansas and Missouri to establish and administer a
fuel assistance fund for the poor or needy. I am
pleased to inform you that Governors Carlin and
Bond have now accepted these pledges and that the
money will not be passed on to ratepayers but,
instead, will be absorbed by stockholders.

*We are supporting federal legislation that would
provide relief from "take or pay" contract obliga-
tions, thereby providing lower priced gas to
consumers, and are actively contacting congressman
to that end.

Ladies and gentlemen, that is what we have done so far,
‘and are continuing to do, to help the consumers we serve in
Kansas and other states. The company's management 1is
thoroughly dedicated to lower gas costs to the consumer. Our
dedication is not all together altruistic, however, for we know
that as we benefit the consumer through lower prices we can
also benefit the company by regaining scme of the market lost
to competing fuels.

Let us turn our attention now to the pending bill and what
we believe are its fatal deficiencies. Back in 1838, the
. - >\‘1‘

Federal government assumed jurfbdigtion over the transportation
of natural gas for resale in interstate commerce when Congress
passed the Natural Gas Act. This Act has withstood several
bhallenges 2s to its constitutionality and is now beyond
guestioned well settled law. The preemption of federal
djurisdiction over the interstate transportaticn and sale of
natural gas was further extended@ and strengtened by the U. S.
Supreme Court's decision in the Phillips case in 1954 and by
subsequent acts of Congress, including the Natural Gas Policy

Act of 1878. ©Under the aegis of these laws, the Federal Energy

Reguletorr Commission (formerly the Fecderal Power Commission)



has issued regulations covering the dedication of gas to
interstate commerce, the certification of facilities for use in
interstate commerce, the authorization of sales in interstate
commerce, etc,

The problems recited earlier which we are addressing, are
Washington-created by wvirtue of this sweeping jurisdiction and
solutions must come from the source of the problems--FERC and
the U. S. Congress--these regulations and these laws proscribe
the actions and powers contemplated in this bill insofar as
they appertain to the activities of Northwest Central Pipeline
Corporation.

We do not believe the State of Kansas has, nor should
have, the legal or moral right td divert gas reserves from our
custcmers in Missouri, Oklahoma, or other states we serve, to
the sole and exclusive use of Kansas consumers. Similarly, we
would challenge the right of Texas, Oklahoma or Wyoming (from

which states we import gas to Kansas) to divert gas reserves

from our customers in Kansas gg“the exclusive use of consumers
in those states. In like manner, we doubt the right of the
producing states to deny gas reserves to consumers in all other
cstates.

Perhaps this bill best exemplifies the very reason the
Naturel Gas Act Qas passed!

We recognize that Kansas is delivering substantially more
gas 1into 1interstate commerce than 1s consumed in the state.

this reason, it 1s i1mportant to work toward simple federal

hj

)

’

lecislation that can be enacted cuickly and which addresses



directly the primary causes of high gas prices--the "take or

pay" <clauses in producer contracts and the NGPA-created
escalation of producer prices. Only by changes in federal laws

and regulations can we legally obtain lower prices for Kansas
consumers and increased production from the Hugoton field. We
both want this and we will appreciate any support you can give
us in our wWashington efforts to secure the necessary changes to

bring about these results.

* % Kk % K % %k * *k K *k K *x %k % *x * *x *x *



Legislative Testimony

Kansas Association of Commerce and Industry

500 First Nations! Tower, One Townsite Plaza” Topeks, Kansas 66603 A/C 913 357-6321
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Attachment 11/2-22-83
House Energy and Natural
Resources

TESTIMONY OF THE KANSAS ASSOCIATION OF COMMERCE AND INDUSTRY
REGARDING: HB 2264, THE KANSAS NATURAL GAS AUTHORITY
PRESENTED BY: RON GACHES

February 22, 1983

Thank you Mr. Chairman for the opportunity to present the concerns of the Kansas
Association of Commerce and Industry regarding the creation of the Kansas Natural Gas
Authority as proposed in HB 2264. I am Ron Gaches, General Counsel for the Kansas

Association of Commerce and Industry.

The Kansas Association of Commerce and Industry (KACI) is a statewide organization
dedicated to the promotion of economic growth and job creation within Kansas, and to
the protection and support of the private competitive enterprise system.

KACI is comprised of more than 3,000 businesses plus 215 local and regional chambers
of commerce and trade organizations ‘which represent over 161,000 business men and
women. The organization represents both large and small employers in Kansas, with
55% of KACI's members having less than 25 employees, and 86% having less than 100
employees.

The KACI Board of Directors establishes policies through the work of hundreds of the
orcanization's members who make up its various committees. These policies are the
quiding principles of the organization and translate into views such as those ex-
pressed here.

KACI is opposed to the passage of HB 2264 and the creation of the Kansas Natural Gas
Authority proposed in the bill. Passage of this type of legislation will lead to the

erosion of the separation of government and private enterprise.
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The Statement of Principles of KACI include the following provisions which relate to

the proposal before your committee.

"It is believed in respect to business --
That the future well-being of America requires the maintenance of an economy
of private enterprise. Governmental limitation on private enterprise should
be confined to such regulation and control as are truly necessary to insure

ffee enterprise and protect public interest.

That the public interest requires the preservation of the benefits of the
free, competitive, private enterprise system, and the elimination of the
tﬁreat to that syétem that is inherent in the entry of government (federal,
state, or local) into competition with private enterprise in various fields
of business activity, such as manufacturing, distribution, transportation,k
communications, other utilities, construction, mining, insuring, lending,

and the providing of professional or.other services.”

Theré is no sound rationale for the paés;;;\o.jﬁhis legislation. The private sector
has provided abundant supplies of natural gas to all Kansans. Competition within the
industry and with a1ternat1ve'supp1ies of energy have held prices to a level where
almost all consumers can reasonably meet their néeds. The private enterp%ise system,
by allocating scarce investment resources based on demands from the marketplace, has

developed the most efficient and responsive energy delivery and development system in

the world. A Kansas Natural Gas Authority will not improve on that system.

Rs proposed by HB 2264, the Kansas Natural Gas Authority, with nine members, would

replace the marketplace in decisions regarding the production, purchase, sale,



transmission, and distribution of natural gas in Kansas and its sister states. It
should not be done. Nine individuals, all political appointees, cannot replicate the
efficiency of the marketplace. Nine individuals cannot represent all consumer and

producer interests in the state.

The development of this scarce natural resource should not be left to sway with the
political winds. Problems with Federal gas pricing laws should not Tead to the

condemnation and taking of privately held property interests.

Apart from the major philosophical deficiencies of this bill there are numerous

technical deficiencies as well. No where in the bill is "sister states" defined.

No where is "our obligation to our sister states" defined. Furthermore, the pricing

mechanism described in section 4 of the bjll seems certain to assure Eigher prices
for natural gas for all consumers since it is essentially a "cost-plus” reimbursement

system for setting prices.

For these reasons we urge your rejection‘o%iHB\2264.
. S~
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Attachment 12/2-22-83
House Energy and Natural
Resources

February 22, 1983

Comment on HB 2264 to the House Energy and Natural Resources
Committee.

Any comprehensive natural gas legislation such as HB 2264 should
address the subject of conservation.

Heating fuel, in this climate, like air, water and food is a
necessity and must be within reach of every citizen. But whether
the price of gas is kept down by state ownership of the gas fields,
or government controls, or by a functioning competitive market,

we must do more than simply lower the price. The cheaper gas of
earlier years led to widespread waste and inappropriate use and
eventually to shortages.

Natural gas is a finite resource, cleanest of all fuels, ideal
for residential heating and invaluable for some menufacturing uses.
It should be made to last as long as possible.

We need a system of gas apportiomment based on long range public
interest such as we are beginning\to\evo1ve with regard to water and
we need a method of pricing which encourages conservation yet de-
Tivers a minimum necessary amount of heating fuel for domestic use
at affordable rates.

The economic incentives of the natural gas industry are incompatible
with a serious effort at conservation. Some Government intervention

is inevitable.
<(Zf§;ji/ ;%5;;94V7,2>t2i;/

Ed Reinert, LWVK Lobbyist
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