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MINUTES OF THE _SENATE COMMITTEE ON ENERGY & NATURAL RESOURCES
The meeting was called to order by Senator Mergéi;ﬁgfrts at
_8:00  am/B¥K on __ March 1 19.88in room __123-=S  of the Capitol.

All members were present except:

Committee staff present:

Don Hayward- Revisor Laura Howard - Research
Nancy Jones- Secretary

Conferees appearing before the committee:

Representative Eugene Shore

Larry Kepley, SW Kansas Irrigation Association

Don Schnacke, KIOGA

Ron Hein, Mesa Limited Partnership, Counsel

Ken Kern, State Conservation Commission

Tom Stiles, Kansas Water Office, Resources Manager
David Pope, Division of Water Resources

A motion was made by Senator Hayden to approve minutes of the February 25, 1988
meeting; seconded by Senator Gordon. Minutes approved.

SB 700 - Relating to natural gas

Chairman Werts called upon Senator Hayden, who had requested introduction of
the bill, to brief the committee.

Senator Hayden stated the bill was requested to address a problem faced by
irrigators in Western Kansas. Determining which crops to be planted can
depend upon the price of natural gas used to operate irrigation equipment, as
the amount of water needed varies with choice of crops. Senator Hayden feels
more control of pricing by gas producers is vital to the agriculture industry.
Reservations regarding the constitutionality of the proposed legislation
should be addressed by the judicial branch rather than the legislative.

Representative Shore stated the problem arises from authority granted natural
gas producers, by the Federal Energy Regulatory Commission, to increase by
renegotiation the price of gas sales to interstate gas pipelines. If the
pipeline operators are unwilling to pay the producer's price, the producers
are free to sell the gas at a higher price in a smaller market, and irrigators
are forced to pay the higher price. Producers can alter prices month to

month and are placing unpaid royalties in escrow awaiting a court challenge

to this action. The price of old gas has increased nearly 500%. Constitu-

tionality of this bill was researched and established in February, 1988.
(Attachment 1)

Larry Kepley testifying as a proponent of SB 700 stated this is a critical
issue to the agricultural community. Mr. Kepley referred to a study by the
U.S. Commerce Department highlighting the expected decrease in employment with
a decline of irrigation due to unstable natural gas pricing. (Attachment II)

Mr. Kepley stated more gas companies will be transmitting notices of price
increase under Order 451, which will be reflected in lower crop yeilds and
less agricultural income. The spot market sales of natural gas must be
addressed to protect against the economic impact on irrigation farmers.
(Attachments III, IV, V).

Don Schnacke, testifying as an opponent to SB 700, stated this bill violates
the right to contract and hence probably is unconstitutional. SB 700 would

Unless specifically noted, the individual remarks recorded herein have not
been transeribed verbatim. Individual remarks as reported herein have not
been submitted to the individuals appearing before the committee for

editing or corrections. Page 1 Of __2...
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be an attempt to regulate only 20% of the gas in Kansas and result in certain
classes of end users to lose out altogether. Mr. Schnacke feels a question
of impairment to contract arises which could adversely affect the oil & gas
lease royalty clause, inter and intra state contracts and irrigation gas
contracts. (Attachment VI)

Responding to questions from committee members, Mr. Schnacke stated a problem
in Kansas has been that of gas producers moving into the stripper category

to obtain higher prices. Under present federal law, gas may be kept in the
ground, by producers, and sold as intrastate rather than interstate. Senator
Feleciano requested clarification of authority given KCC for regulating
natural gas. Frank Carl, Counsel of KCC, responded that Order 451 sets a
maximum lawful price for old interstate gas and this is a mechanism for inter-
state producers and pipeline operators to bring old gas prices up to a higher
level, or market level, price. The KCC cannot intervene when interstate gas
is involved, under federal law. Presently, the Conservation Division of KCC
is studying options whereby KCC can affect intrastate contracts.

Ron Hein, testifying in opposition to SB 700, stated Kansas is hurt by federal
regulations governing pricing of natural gas. Increases in natural gas rates
for irrigators are still below market rate. Under the proposed legislation,
the rates for stripper wells used by irrigators will go beyond the market rate.
Mr. Hein stated that many of the irrigators are also royalty owners who have
entered into contracts with producers. Transportation of the gas has to be
included in the rates regardless of the location of the user. Mr. Hein feels
this legislation, in essence, is an attempt to take property.

HB 2036 - Authorizing the purchase of a water right.

Tom Stiles stated this bill creates a program to buy back surface and ground
water rights and provide a management tool to correct depletion problems in
streams and acquiters. This bill provides the means to reduce the use for
water where demand exceeds supplies. Consideration is being given to the
providing of financial incentives to those desiring to return their water
rights to the state. TLocal entities will negotiate the purchase price with
owners and pay 20% of that price. This bill grants authority for acquifer
restoration in specified areas and stream recovery in areas closed to future
water right appropriations as part of the State Water Plan.(Attachment VII)

David Pope stated the bill imposes complex responsibilities on the Water
Resources Division but the problems need to be addressed. Many entities will
avail themselves of the provision of the bill for cost share money which will
require certification of eligibility. Passage of this bill will provide
another tool to manage properly water supplies in the state. (Attachment VIII)

Ken Kern Stated the Conservation Commission would implement the program

through adoption of rules and regulations. The Commission supports this bill
as part of the Kansas Water Plan. (Attachment IX)
Meeting adjourned. The next meeting will be March 2, 1988.

Page 2 of 2
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1)
paid in any sale of natural gas, if such amount i3 deemed to be g
just and reasonable under subsection (L) of this section. - Py
(2) Recorery oF JUST AND REASONABLE PRICES PAID.—For pur- €
poses of sections  and 5 of the Natural Gas Act, the Uoumzzsszon(t-

may not deny any interstate pipeline tecovery of any amount paid d:.
with respect to any purchase of natural gas if—

(4) wunder subsection (b) of this section, such amount is
deemed to be just and reasonable for purposes of 3cc¢zons 4
and 5 of such Act,and

(B) such recovery is mot incon sistent with any 1<’qum'-

ment of any rule under section 201 (including any amend-
ment under seetion 202),

except to the extent the Commission determines that the -amount
paid was cxcessive due to fraud, abuse, or similar grounds.
SEC. 602. EFFECT ON STATE LAWS.
(¢) Avrnoriry T'o Presciune Lower Maxiwus Lawrur Prices—

NothiiTg an thas Actshall affeclibe gudhorily of any STALETo SITAsh
or cnjorce any mazinan aioful @Wx j :
produced in such State which does not g;,zzceed the applicable aximum
{awiul price, if any, un cr title I_of this A
‘_UTU ONNON C'Amm rs—No person shall be suFect to 'rcgulatzon as
@ common carrier under any provision of F edcml or State law by
reason of any transportation—

(]) pursuant to any order under section 302(c) or section 303

), (€}, (d), o (2) of this Act; or

(") authorized by the C'omm,zsswn under section 311(a) of this
Act.

And the House agree to’ thc same,_
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“Ilancey W. Stacoens,
T1royas L. AsHrey,
AL UrLyax,
Ricuaro Boruivg,
Troxas S. Fouey,
Jornn D. Dixcrry,
Pavur D. Roarrs,
Bon Eckiarnt,
Piivie R. Suare,
Cuances WiLsox,
Dawn RosTENKOWSKI,
Jasrs C. Conyan,
Cuancres B. Raxeer,
Managers on the Part of the House.

Ilexry M. Jacxksox,
IFranx Cruercrr,
FFroyp IX. Iaskeny,
Dave Buyrens,
Wennern I1. Forn,
Searmic M. Matsunaca,
Manx O. ITatrirLy,
Jarmes A McCrune,
Prre V. Doxexier,
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FACTS ON THE 0GALLALAH ACAUIFER
Talen From The
Six~8Btate High Flains Ogallalah Acquifer
Regional Resowrces Study - 1982

15 million acres of irrigated crops

States in the study are Colorado, Kansas, Nebraska, Mew
Mexico, % Oklahoma

Ogallalah Formation, of Tertiary Age, Vast deposits of
gravel, sand % silt eroded from the ancestral Rockies
180 counties encompassed and 220,000 square miles

21 million acre feet pumped in 1980

Efficiency of use has increased at an average rate of
about 1% per yvear from 1930 to date.

Feed grain production has gone from 150 million bushels
in 1990 to 1.29 billion bushels in 1980 and now feeds
wall over 407 of the U.S5. fed cattle.

Has developed a very compler and massive infrastructure
of agricultuwral business supply and value added ——
fertilirers, farm equipment, capital investment, cattle
teeding, cattle packing, and population expansion.

The naorthern 3 states have a greater relative economic
dependence on irrigation farming than does the ¥ southern
shates.

The southern 2 states have relative lower total water
supply, but almost equal parity of irrigated acres.

This tends to cause irrigators in Texas, New Mexico %
Okl ahoma to be more water conserving, less high crop
vield geared and more sconomic crop yvield geared, grow
higher retwn specialty crops and to revert to dryland
crop production sooner when traditional grain crops drop
in value or natuwral gas prices or obther inputs increase
in relative large increments or in limited time frames.
Total value added in all sectors of the I southern states
economy is over twice that of the northern I states.

4% of the crop income in the & states comes in order Of
value from corn, wheat, grain sorghum and cotton. I+
irrigation is limited over the whole region for whatever
reason the total farm income of the region would decline
and cotton would move above grain sorghuam and corn would
fall from the first place to fourth place under a no
irrigation matrex. A one or two crop farming program
under deyland longterm has bad soil productivity and
conservation implications.

U.B. consumers will pay $2.460 per person per year more if
irrigation water use is reduced by 3.39%. Export volume
wouled also drop by 1.4% on oilsesd and 1.7% on cotton

of the U.8. total.

In 1977 the High Flainsg irrigation accounted for 2.1%4 of
the nations wheat, 12.3%4 of corn, 22.8% of the sorghum,
and 16.9% of the cobton.

Fopulation in 1980 of the Ogallalah are = 2,335,564

1980 dryland crop acres = 18,270,000

1977 marketed natural gas = 4,638 BC Feet
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90% of the freshwater used in the High Flains is with-

dirawn for irrigation and 95% of that comes firom the

Ogallalah Acquifer.

Between 20 and 25% of the nations natural gas comes from

the area but only 3.6% of the nations total use of

natural gas is wused in the High Flains study area.

13% of the total personal income in 1978 of the area

comes from gas and o0il which is up from &% in 1973,

Transition To Dryland Farming

Surveys in nine Texas South Flains counties and in 14
Southwest Kansas counties were conducted to assess
conditions that might be encountered in & transi tion
from & presently mixed irrigation—dryland agricultural
economny to a dryland economy. Conditions hefore the be-
ginning of substantial irrigation development in 1945,
trends from 19446 through 1981, and projected conditions
in these two areas as water becomes scarcer and more
costly were analyzed.

Three probable sets of consequences could be projected
as the transition to dryland farming occurst

1. T4 the farmer, agri-business, and related economic
interests are forced to operate in a nearly diry 1 and
farming economy in the near term, say the next three
to five yvears, with stable land prices, high mort-
gages, rising energy and other production costs,
and today s crop prices, resulting ecpnomic and
social readiustments could be devastating for some.

2. 1 crop prices and yield relationships of 1973 to
1980 were to hold for the next 40 years, while pro-
Jjected rates of ground water depletion continue,
adiustments would be difficult. Declines of 25% to
50% in gross incomes, depending ono ares, would ocour
over an extended time—-span, but as an offsetting
factor dryland farming involves 1ower production
costs than irrigated farming.

A I+ crop prices and yields increase mare than farm
costs, as projected in the analysis used for this
Study, while rates of water depletion continue, the
transition would occur within a long-term agricul -~
tural setting that could provide opportunities to
cushion severe local economic and social
disruptions.

I did a very subjiective analysis of the irrigation-

fertilizer usage ratioc in the western 173 of Fansas in

198346.

82% of the total fertilizer used in the last 1/2 of 1986

orF $28,132,920 worth was used on irrigated crop land. A

similar percentage and a higher dollar value for the

firet halt of the year would be used.

As you can see that total usage of fertilizer in Fansas

was fairly stable up to the early 19606 when irrigation

development was expanded in Western Fansas. Since early
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1980 the usage trend has been down due to lLower grain
prices and higher input costs such as irrigation fuel.
Fertilizer costs have been lower since the early 1980°s
ve. the 19707 s.

In the High Flains study when ratural gas prices
increased by three times from the haseline 1977 year
the usage of natural gas was cut in half. Most of this
reduced wse came at the reduction of acres irrigated,
but, some at the conversion to alternate energy sowwces
(electricity).

This reduced employment by the following amounts and as
moted log times

EMFLOYEMENT SECTOR Y% CHANGE LOG TIME EFFECT

Corn Irrigated (—=29%) Immediate

(=77%) In % years

Sorghum Irrigation (—=47%) ITmmediate

(&7 %) In %5 years

Soybeans 7 4% Immediate

L&A In & years

Wheat Irrigated ' 19% Immediate

44%, In 8 yvears

Cattle Feedlots L% Immediate
(=205 In 39 years

Range Cattle ' 13574 ITmmediate
_ (=127 In A8 years

Other Ag Froducts (= 77 Immediate
(—Z0%) In 25 vears

Flectricity @R ITmmediate
‘ 209% In 35 years

Eansas Irrigation Data
ITEN 1278 1978 1377

Wells used 16245 B, QI NA

Ac. Ft. Water Ay 165,000 3543é,066 NA
Nat. Gas Use 17 trill.btu N& NA
Wells Fowerr Nalt.bas. 11,675

Weell Electricity ‘ 2 ER0
Wells Diesel 1,746



FROM 1985 EANSAS FARM FACTS

UsDA % Kansas Department of Agriculture

W/2 of Kansas

No. Farms

No. Acres Farms
Average size farm
Value crops

Value L.V.

Totgl

Average Rainfall

17,491
16,800,000 acres
1244 acres
1,141,404, 300
Z0, 106,500

$1,971,510,800

19.324"

Irr. Wht. Ac. Harv. 22,000 ac.
Irir. Wht. Avg. Bu., 366 bu.

Irr, Wht. Total BEu. 40,852,400 bu.
Summer fallow Whit. Ac. Harv. TN02E, 200 ac.,
Summer fallow Wht. Ava. Bu. 40,46 bu.

Sunner

Cont. Crop Wht.

Cont, Crop Wht. Avog. Bu. 24,57 bua.
Cont. Crop Wht. Total Eu. 12,086, 700 bu.
Irr. Milo fc. Marv. G4, TOD &C.W
Irr. Milo fevog. B, Q4,58 bu.

Irv. Milo Total Hu. 1,821, 200 bua.
Dirvland Milo Harw, 1,095,400 ac.
Dy land Milo Ava. Bu. 40.2 bu.
Dryland Milo Total Ru. 44, 024, 700 bu.
Irv. Corn édoc. Harwv. 467,200 ac.
Trr.s Cornm Ao, fvo. Po 51,0 bu.

I,y Corn Total Bua. 70,886, 300 L,
Dyl and Corn &Aoo Harwy, 16, 46400 ac.

Coarm Av.

Corn

Dyl and
Di-yl and

*Corn 8ilage Ac.

fallow MWht.
ATmiN

Total Eu.
tForage Sorghum Silage Ac.

Harv. T01, 700 ac.

B, 49 bu.

817,800 bu.
Té, 800 ac.
7éH, 500 ac.

Forage Sorahum Total Tons 1,024,300 ton
Corn Silage Total Tons 1,824,200 ton
Soybeans Irr. Ac. Harv. 128, 600 ac.
Sovibeans Irr. fAvg. Bu. 42 bu.
Soybeans Irr. Total EBEu. D, 252,500 bu.
Soybeans Dryland Ac. Harv. 16,200 ac.

Soybheans Dryland

el falfa Hay Ton

Bu. Avag. 14,08 bu.

Sovbeans Dryland Bu., Tobtal 262, 100 bu.
Alfalfa hay Ao. Harv, 208, 300 ac.

Total FHE, 200 ton

Total Ru, 122,297,900 bu.

746,800 ac.
D3.87 bu.
40, 226,700
2,348,600 ac
475,00 bu.
147,979,300
E21é6, 600 ac.
TECEE bu.
10,741,100
Wi, D00 ac.
; b

L S0, 8O0

DT, 200 ac.
bu.

T, 846,000
Ul , 00 ac.
A5 TR b
A, 1RE, 500
11,000 ac.
SH.3E1 bu.
&H19, 400 b,

[ r

40, 700 ac.
4T, 700 ac.

5&8,0@0 ton

TR, T0O0 ton
111,400 ac.
D7LEE b

4,179,200 bu
H, 000 ac.
28,28 bu.
162,700 bu.
21E,000 ac.

1,046,600
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Cattle on feed Dec. 21
Hogs on feed Dec. 1
Value Frod. Cattle
Value Hog Frod.

Value Sheep Frod.
Value Milk Frod.

X Almost all is irrigated.

1,093,000 head
268,000 head

#8115, 364,600

%48, 254, 500
$1,723,800
$14,529, 300

1,067,000 hd
244,000 hea
$770,4656,700
$47%,121,100
H1,667,800
$14.3544, 000
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Mobil Earnings
Rise 92%: Shell
Profit Up 72%

Sharp Fourth-Quarter Gain
- Spurred by Price Rise;
Amerada Hess Has Loss

By CALEB SOLOMON
Sta_f_fRe_porter of THE WALL STREET JOURNAL

Mobil Corp. and Shell Oil Co. joined
most other major oil companies in report-
ing exceptionally large increases in fourth-
quarter profit. !

However, Amerada Hess Corp., which
is primarily a refiner, posted a large loss,
mainly reflecting inventory write-downs in
the volatile envirnment of oil prices.

The gains posted by Mobil and Shell, a
unit of Royal Dutch/Shell Group, were
generally spurred by higher crude oil
prices, a late-year turnaround in the refin-
ing business, record chemical earnings and
continued cost-cutting.

Role of Natural Gas

The natural-gas market also played a
prominent, if varying role, in the results of
both Mobil and Shell. Allen E: Murray,
chairman of Mobil, cited increased sales of
natural gas in the quarter. John F. Boo-
kout, president of Shell, said that lower
gas prices restrained the fourth-quarter
earnings gain but noted that gas prices
have been rising sharply this year.

Mobil, based in New York, reported
that net income jumped 92% to $389 mil-
lion, or 95 cents a share, from $203 million,
or 50 cents a share, a year earlier. The lat-
est quarter included a $140 million write-
down of foreign inventories. Revenue rose
25% to $15.66 billion from $12.5 billion.

Houston-based Shell reported that net
surged 72% to $436 million from $254 mil-
lion a year earlier. Revenue increased 30%
to $5.89 billion from $4.51 billion.

The results were in line with Wall Street
expectations. Mobil closed at $41.625, un-
changed, and Amerada Hess finished at
$25.50, down 50 cents, both in New York
Stock Exchange composite trading.

Price Volatility

The entire industry has been forced to
reduce costs to react more quickly and
preserve margins in an era of intense oil-
price volatility. For instance, Mobil re-
duced fourth-quarter corporate and other
costs 40% to $45 million.

Mobil said profit of its Montgomery
Ward unit rose to a record $82 million from
$77 million a year earlier. The company
said the improvement came from the re-
tailer’s core merchandising business. Mo-
bil recently said it was studying the possi-
ble sale of Montgomery Ward to a number
of investors; a sale has been widely antici-
pated. -

But the bulk of the earnings gains for
both Mobil and Shell came from the in-
crease in crude prices, which Shell said

~

~ o —

ter, a 32% increase from a year earlier.
Shell noted, though, that prices “‘remained
substantially below" levels before the col-
lapse in early 1986.

Loss for Amerada Hess

For New York-based Amerada Hess, re-
fining and marketing operations showed a
net loss of $195 million in the fourth quar-
ter, primarily reflecting the inventory
write-downs. As a result, the company had
a net loss of $79.6 million compared with
year-earlier profit of $78.1 million, or 93
cents a share. Revenue increased 38% to
$1.27 billion from $923.5 million.

For the year, Amerada Hess reported
net of $229.9 million, or $2.73 a share, com-
pared with a loss of $182.6 million a year
earlier. Revenue rose to $4.78 billion from
$4.06 billion,

At Mobil, full-year net declined 10% to
$1.26 billion, or $3.08 a share, from $1.4 bil-
lion, or $3.45 a share, in 1986. Revenue in-
creased 13% to $56.45 billion from $49.87
billion.

Shell said 1987 net rose 39% to $1.23 bil-
lion from $8383 million. Revenue increased

T e -

o~ -
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Mobil Corp., With $4.4 Billion Less Debt
Than 3 Years Ago, Gets Ready to Spend

By JAMES TANNER
Staff Reporter of THE WALL STREET JOURNAL

NEW YORK-After reducing its debt by
$4.4 billion in three years, Mobil Corp. is
reaQy to begin spending more money
again.
Allen E. Murray, chairman of the na-
tion’s second-largest oil company, said that
capital expenditures
will increéase this
year, after holding
steady for two
years, and that Mo-
bil will consider
- making acquisitions
if opportunities
arise.
In a wide-ranging
interview, Mr. Mur-
ray also said Mobil
hasn't yet decided
whether to  sell 2N N
. Montgomery Ward,  Allen E. Murray
though he said the - ——————
company's main focus in the years ahead
will be its ‘“‘core’” businesses of oil, natural
gas and chemicals. He also disclosed that
Mobil has had *‘general discussions” with

- representatives of Saudi Arabia regarding
the kingdom'’s interest in investing in refin-
eries abroad.

Mr. Murray also said he expects higher
combined sales volumes of oil and gas this
year, as well as an improvement in de-
pressed refining margins. But the chief in-
fluence on Mobil's profit—and the most un-
certain—will be the price of oil.

“The crude price element so dominates
every thing that a couple dollars a barrel
can swing earnings dramatically,” he
_ said. :
Financial Flexibility

But Mr. Murray's main message in-
- volved an era of “new financial flexibility”’
at Mobil, whose debt surged with the 1984
acquisition of Superior Oil Co. Cutting that
. debt has been a major goal of Mr, Murray,
~who 'was named chairman two years
ago.
Current debt totals $8.7 billion, down
| from $13.1 billion three years ago. In the
same period, debt as a percentage of eq-
uity has dropped to 34% from 49%. ‘“‘We
never were worried about our debt-equity
ratio,”” Mr. Murray said, “but it's more
comfortable down at a level where, if op-
portunities come along, we can take
them—or increase our spending in our core
business if we want.”
To that end, he said, ‘“‘we can afford to
increase our capital spending somewhat
! over the $3 billion level we've been at for
| the past two years,”” he said. “‘We don’t ex-
| pect to go up in huge jumps, but we do
1¢ have excellent opportunities and are plan-

ning some increases—maybe (to) $3.5 bil-
lion in 1988.”" He said funds generated in-
ternally can support the increases.

Asked whether Mobil would consider
another Superior-size acquisition, Mr. Mur-
ray replied: “We don't have any acquisi-
tions on the shelf at the moment. I haven't
noticed many bargains out there.” But Mo-
bil recently bought an ethylene plant. And
Mr. Murray said the company, with or
without a Ward sale, is in a situation in
which it could consider additional acquisi-
tions in oil, gas or chemicals.

Montgomery Ward Turnaround ¢

Montgomery Ward, the major non-oil
unit acquired in Mobil's diversification
spree more than a decade ago, has a book
value of $1.5 billion. Mobil’s goal of turning
the subsidiary around has been accom-
plished, Mr. Murray said. Ward earned a
record $130 million last year, compared
with $106 million in 1986. Oil analysts spec-
ulate that Mobil might sell it for $2 bil-
lion.

Mobil has received several “‘unsolicited
expressions of interest” in Ward and is
“completely open-minded" about the possi-
ble sale of the retailer, Mr. Murray said.
“But nobody has made an offer that 1
could take to the bank,” he said.

If Ward isn't sold, “I'm satisfied that it
will operate successfully (and) will no
longer be a drain on Mobil,” Mr. Murray
said. “In fact, in the long term, it will be a
cash contributor.”

Some on Wall Street previously viewed !

as negatives Mobil's debt, its ownership of
Ward and its emphasis on refining and -
marketing and on natural gas. But these
now are ‘‘actually positives or neutral fac-
tors,” said Michael L. Mayer, a former .
Mobil official who is now vice president, -
research, at Wertheim Schroder & Co.
Also, he said, Mobil's oil-finding costs are -
competitive, and it has gained market .
share in the oil industry. :

Mobil had 1987 net income of $1.26 bil-
lion, or $3.08 a share, on revenue of $56.4
billion. Analysts look for higher earnings in
1988—generally around $3.50 a share. Mr.
Murray wouldn't comment on the earnings
projections because of the uncertain oil-
price outlook. Though he said much de-
pends on OPEC, he speculated that oil
prices could remain near today’s level—
“give or take a dollar a barrel” -—through
June, rising some in the second half.
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KANSAS INDEPENDENT OIL & GAS ASSOCIATION
500 BROADWAY PLAZA « WICHITA,KANSAS67202 « (316)263-7297

March 1, 1988
TO: Senate Committee
on Energy & Natural Resources
RE: SB 700 - Price Controls
on Natural Gas

Since 1976 we have watched with dismay the introduction of legislation that
relates to the sale of natural gas to irrigators, grain dryers and agricultu-
ral wusers. I believe the first bill was HB 3032 (1976). Then came HB 2003
(1978) and three others since then. HB 700 is very similar to HB 2760 (1982)
where we appeared in opposition to the bill and stated we believed that the
bill violated the right to contract and, hence, was unconstitutional. We hold
that same position today and feel those arguments are equally valid and appli-
cable to SB 700,

Natural gas producers in many cases have an unusual relationship with irriga-
tors and grain dryers. Many do not have contracts because they are dealing
with inter—-state dedicated gas which is under the jurisdiction of the federal
government (FERC). Producers normally must charge irrigators and grain dryers
the same price their first purchaser pipeline is paying. 1If they didn“t, a
dispute would arise, raised by royalty interests and would probably result in
litigation.

In Kansas, unlike our neighbors to the south in Oklahoma, 80% of the natural
gas produced is dedicated to inter-state commerce and the balance is dedicated
to intra-state commerce. Hence, SB 700 would be an attempt to regulate only
20% of the gas in Kansas, under the jurisdiction of the State of Kansas, much
of which is not produced where irrigation and grain drying takes place.
Producers of inter-state produced gas must get a waiver from FERC to accommo-
date an intra-state sale. We fear that if this issue is pushed by irrigators
and grain dryers those classes of end-users could lose out altogether.

SB 700 would freeze the price of natural gas to the effective date of the act
plus inflation adjustments. This would seem to be an attempt to block natural
gas from being priced by what is entitled under the law, or by whatever is
subsequently negotiated by the producer and the first purchaser pipeline. As
a matter of fact, it can work to the detriment of agricultural users to be
frozen into stripper and 103 high cost natural gas when the marketplace will
surely reduce these prices. This mechanism does raise the question of the
impairment of the right to contract, a right preserved under the constitution.
The contracts that would be affected would be (1) the 0il and gas lease royal-
ty clauses; (2) inter- and intra-state gas contracts; and (3) irrigation gas
contracts,

As has been the history of bills of this type over the years, we would urge
you to report SB 700 unfavorably.

Donald P. Schnacke

‘ '
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Testimony Before the
Senate Energy and Natural Resources Committee

by
Thomas C. Stiles, Water Resource Manager
Kansas Water Office

March 1, 1988

Re: H.B. 2036: Water Right Purchase Cost-Share Program

Members of the Committee:

The Kansas Water Office supports House Bill 2036 as a step

toward implementing the Stream Recovery/Aquifer Restoration Sub-

section of the State Water Plan. It creates a program to buy

back surface and groundwater rights from willing sellers. The

goal of the bill is to provide a management tool to correct

depletion problems in streams and aquifers.

Bill Provisions

The provisions of this bill are as follows:

1.

It is a voluntary program for water right holders to
offer their water rights back to the state.

It creates a cost~éhare program for the State
Conservation Commission to administer funds (up to 80
percent) for purchasing the water right.

A local entity (city, groundwater management district
or conservation district) must provide at least 20
percent of the water right purchase price negotiated by
the entity and the right holder.

It applies to rights in areas which have been closed to

further appropriation by the Chief Engineer and
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designated as needing stream recovery or aquifer
restoration.

5. The right must be certified by the Chief Engineer to be
eligible for the cost-share program.

6. The right is placed in the custodial care of the state
and the water available under the terms of that right
will not be available to further appropriation.

7. Water rights outside the state could be purchased after
evaluation by the Chief Engineer.

Concepts

This bill is an attempt to begin reducing the demand for
water in areas where demands far exceed supplies. Since water
rights are property rights, the logical course of action would be
to provide financial incentives to anyone wishing to return their
water right. Considerable local input is necessary since the
local entity will negotiate the purchase price and pay at least
20 percent of that pfice.

Custodial care means the terms of the right will remain
intact and the water it was authorized to withdraw will remain in
the system. The right will not be abandoned nor will that water
which would have been diverted be placed back into the pool of
available water for future appropriation.

Applications

The basin plans of the State Water Plan refer to the need

for this program in various ways.



1. Stream recovery in areas which have been closed

to

appropriations, such as the intensive groundwater use

control area along the Smoky Hill below Cedar Bluff or

the Pawnee River.

2. Aquifer restoration in intensive groundwater use

control areas such as around McPherson.

3. .Aquifer restoration in alluvial valleys closed
further appropriation such as along Sappa Creek
Decatur County.

4. Aquifer restoration in areas where depletion equals

exceeds 50 percent of the saturated thickness such

in areas in the Ogallala.

to

in

or

as

In summary, the Kansas Water Office supports House Bill 2036

as a strategy for managing water in critical areas of the state.



STATEMENT OF DAVID L. POPE
CHIEF ENGINEER-DIRECTOR
DIVISION OF WATER RESOURCES
KANSAS STATE BOARD OF AGRICULTURE
BEFORE THE
SENATE COMMITTEE ON ENERGY AND NATURAL RESOURCES
ON
HOUSE BILL NO. 2036

March 1, 1988

Thank you Chairman Werts and members of the committee for this opportunity
to appear.

House Bill No. 2036 would implement the Stream Recovery and Aquifer
Restoration Subsection of the State Water Plan. It provides for the Division of
Water Resources to evaluate opportunities to recover streamflow in streams which
have undergone severe depletion and, where a high probability of success exists,
develop strategies for recovery. It also allows the Division of Water Resources
to evaluate groundwater aquifers and determine whether such aquifers are in need
of recovery.

A State Conservation Commission administered cost-share program would then
be used to purchase groundwater or surface water rights from willing sellers or
donors to protect and enhance the streams or aquifers. House Bill No. 2036
provides for an 80/20 cost-share program with the state paying 80%. A Tlocal
entity, such as a groundwater management district, would pay the other 20%.

House Bil11l No. 2036 limits cost-share purchase of rights to:

1. Active vested or certified water appropriation rights that have not

been abandoned.

2. Groundwater rights in an area where the rate of withdrawal of

groundwater equals or exceeds the rate of recharge and the Chief
Engineer has closed the area to further appropriation and designated

| the area as one in need of aquifer restoration.
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3. Groundwater or surface water rights within a stream reach designated
by the Chief Engineer as being 1in need of stream recovery that has
been closed to further appropriations.

4.  Holders of water rights who have agreed to return the water right to
the custodial care of the state.

5. Situations where a local entity indicates its willingness to pay at
least 20% of the negotiated purchase price of the water right.

I would note that the responsibility to designate certain areas as being in
need of aquifer restoration and certain stream reaches as being in need of
stream recovery is a complex one, due to the need for detailed understanding of
the hydrology of each aquifer or stream system. No fiscal impact to the
Division of Water Resources is anticipated in fiscal year 1989 because of the
time lag in implementing the bill. Fiscal impact to the Division of Water
Resources after fiscal year 1989 would depend on the number and complexity of
aquifers and stream reaches to be designated for recovery. This in turn, will
largely depend upon the amount of interest by local entities in utilizing this
program and providing their share of the cost share.

The Division of Water Resources supports House Bill No. 2036 because we
feel that this bill will provide a valuable tool to enable the State of Kansas
to take some positive actions to alleviate either aquifer or stream depletions
in various areas of the State of Kansas. Even if the legislature did not fund
the cost-share provisions for fiscal year 1989, the bill would still provide the
mechanism to allow the state to protect donated water rights.

Thank you Chairman Werts and members of the committee for this opportunity

to appear. I would be happy to answer any questions.



State Conservation Commisdion

109 SW. 9TH STREET. ROOM 300 TELEPHONE (913) 296-3600 TOPEKA. KANSAS 66612-1299
SENATE ENERGY AND NATURAL TESTIMONY BY

RESCURCES COMMITTEE KENNETH F. KERN
HOUSE BILL 2036 EXECUTIVE DIRECTOR

MARCH 1, 1988

The State Conservation Commission is the implementing and administrating
agency for the cost-share program developed for the purchase of water rights.

The Commission's responsibilities include:
1. Coordination and development of administrative rules and regulations.
2. Establishing policy & guidelines for the state program.
3. Education of those involved in the cost-share program.
a. Conservation Districts
b. Groundwater Management Districts
c. Holders of water rights
4. Processing applications.
5. Requesting certification from DWR for eligible applications.
6. Submit as a line item request in the Commission's budget.
7. Pay approved and funded applications.
Attached is a flow chart of the proposed water rights purchase program.

The State Conservation Commission supports the passage of House Bill 2036.
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Water Rights Purchase Program

Negotiate Agreement

1. Right must be in an intensive
groundwater use control area
and 1f a surface right, it mugt

. be a certified vested right or .
water Right Holder — a stream designated for ?’gggzl Eng}ty 8? .
recovery by Division of Water withegva iog Flsdr
Resources. onate ug S

2. Agree on purchase price.

3. Holder agrees to return right
to state.

4. ‘Entity agrees to pay 20
percent.

1. File Application (Right Holden

~—

A. To conservation district
B. Terms of agreement
C. By August 1 of each year

D . Process appliaation (State
Conservation Commission)

A. Certify eligibility & Division of
B. Affirm price and cost-sharq Water Resources
C. Request state funding
D. By September 15 each year

3 . Sign contract (State
Conservation Commission/Right
Holder)
A. Purchase right _ & Local Entity
B. Retire right «Division of Water
C. After July 1 each year Resources






