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MINUTES OF THE HOUSE COMMITTEE ON UTILITIES.

The meeting was called to order by Chairperson Don Myers at 9:00 a.m. on February 21, 1997 in Room
313-S off the Capitol.

All members were present except: Rep. Klein - excused

Committee staff present: Lynne Holt, Legislative Research Department
Mary Ann Torrence, Revisor of Statutes
Mary Shaw, Committee Secretary

Conferees appearing before the committee: David Schiosser for Steve Zuckweiler, Coastal Field Service
Mari Ramsey, Williams Field Service
Pierce Norton, KN Energy
Bill Gifford, Pan Energy Field Service
Ron Hein, MESA
Jack Glaves, Woolsey Petroleum
Eugene Smith, Independent Lawyer
Tim Mc Kee, Chairman, Kansas Corporation Commission

Others attending: See attached list

Chairperson Myers mentioned to the Committee that they would be hearing opponent testimony on HB 2332
this morning and since there was a long list of conferees, the testimony would be timed at four minutes each.

Hearing on HB 2332 - regulation of natural gas gathering systems

The Chair recognized David Schlosser who spoke for Steve Zuckweiler (not able to be present), President,
Coastal Field Service, and testified in opposition to HB _2332. (Attachment#1)

The Chair recognized Mari Ramsey, Williams Field Service and Member of the Kansas Gas Gathering Task
Force representing gatherers affiliated with interstate pipelines, spoke in opposition to HB 2332. She
included in her testimony an attachment of an alternative proposal of a balloon draft of SB_148 containing a
complaint process, mediation process, eliminating vague standards, and protecting private business from
unwarranted government interference and an attachment of an alternative concurrent resolution regarding a
telephone complaint procedure to determine and remedy complaints regarding gathering services.
(Attachment #2)

The Chair recognized Pierce Nc;rton, General Manager for KN Energy, who spoke in opposition to HB
2332. (Attachment#3)

The Chair recognized Bill Gifford, Pan Energy Field Service, who spoke in opposition to HB 2332.
(Attachment #4)

The Chair recognized Ron Hein, on behalf of MESA, who spoke in opposition to HB_2332. He mentioned
that MESA strongly opposes HB_ 2332 and that they object to turning gas gathering systems into “public
utilities” under new Section of the bill. = Although MESA opposes HB 2332, he included in his testimony
their proposed amendments in a balloon which would eliminate their opposition to the bill. Also, he included
in his testimony provisions of SB__ 148 with the proposed amendments which MESA encourages the
Legislature to adopt. (Attachment#5)

The Chair recognized Jack Glaves, Woolsey Petroleum Corporation, who testified in opposition to HB
2332. He mentioned that HB 2332 could result in reimposing utility regulation on the system that they are
purchasing. He mentioned that Woolsey urges the Legislature to not impose this new regulation on their
industry. (Attachment#6)

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 1
appearing before the committee for editing or corrections.




CONTINUATION SHEET

MINUTES OF THE HOUSE COMMITTEE ON UTILITIES, Room 514-S Statehouse, at 9:00 a.m. on
February 21, 1997.

The Chair recognized Eugene Smith, Independent Lawyer, spoke in opposition to HB 2332. (Attachment
#7)

The Chair recognized Tim Mc Kee, Chairman, Kansas Corporation Commission, who spoke in opposition to
HB_2332. He included in his testimony amendments showing what the Commission feels should be made
in the event the bill is eventually adopted. He feels the action contemplated by HB 2332 is an extremely
heavy handed approach that is not merited at this time. This is not to say that this matter cannot be revisited by
the Legislature in the future if warranted, but at this time an unfunded piece of legislation which confuses
utility and conservation practices goes far beyond what the Commission feels is necessary. The Task Force
was a mandate of the Legislature. He respectfully submits to the Committee that the Task Force work product
be considered over that proposed by HB_2332. (Attachment#8)

Questions and discussion followed. The Chair thanked the conferees for appearing before the Committee.
Representative McKinney asked Chairman Mc Kee for ideas on facilitating competition. The Chair mentioned
that on February 24, 1997, the Committee will be working HB _2332.

The meeting was adjourned at 9:50 a.m.

The next meeting is scheduled for February 24, 1997.
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Mr. Chairman and members of the Task Force:

My name is Steve ka%ﬂm, and I am President of Coastal Fi.eld Services (“CFS™).
CFSisa subsidiaﬁ of The Coastal Corporation, a Houston-based diversified energy holding
company w1th operations in natural gas marketing, transmission and storage, petroleum refining
and markctiﬁg, oil and gas exploration and production, coal, chemicals and independent power
" production. |

Coastal Field Services has 3600 miles of gathering lines that are comaected to nearly 3200
wells in 8 states, g_aﬂ1ering a total of 940 million cubic feet of gas per day. Over 1000 of these
wells are located in the Hugoton and Greenwood Fields here in Kansas. Field Services’ total
plaot invcst:mén.t in Kansas is nearly $90 million, and we employ approximately 65 people in this
state. In.addiﬁon, CFS has seven pmcessiﬁg plants and also has interests in three plants that are
operated by others,

I appreciaxe fhe opportunity to come before you today to discuss the regulation of gas
g;ltberin.g. Our industry, as you know, is in a state of transition, and the issue you are exarmining
. today is a direct result of that. Historically, the gathering and processing of gas was just one of
the many scrvices. a pipeline oﬁ‘ered its customers, and the mates for these services were
comI.Jined into one overall charge. Gathering was considered a means to the end ~ getting one’s
_gasto t.k;e city gate — and was not recognized as a distinct or a separate service. As aresult,

pipclinc customers — and indeed, the pipelines themselves -- often did not know the true value
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and tt.xe'trug cost of thése services. Producers were simply unaware of the costs attributed
specifically to that service, and in many cases were unprepared for the reality of having to pay
for that service which, in our expeﬁcncc, equates to approximately 10 percent of the cost of the
gas delivered to .the city gate.

Beéinning in th;: 1980, the gas pipeline industry began to be deregulated, culminating
with Order 636 in 1992. As a result of deregulation, pipelines could no longer offer bundled
packagcs of servi‘iim, and were required to unbundle gathering, processing, storage, transmission
and dther services and to charge separately for them.

. Because tbese services needed to be distipct from the pipeline, pipeline companies began
spinning qﬁ' thelr gathcrjjxg‘ and processing businesses. Coastal did exactly that, forming Coastal
Field Sewix:e; earlier this year by combining the gathering and processing assets of Coastal’s two
major intersta;te pipelines, ANR and CIG, together with an existing gathering and processing
system based in'Hﬁuston.-

As'these business operations were spun off, they no longer fell within the definition of a

' gas company as defined in the Natural Gas Act. As such, they fell outside the regulatory

authority of the Federal Energy Regulatory Commission, and the FERC, which has historically
reguh}t&d the gas industry, declared its position that gathering regulation should be performed at
the state rather than the federal Ieve;l. (It is important to note, however, that the FERC has
retained discretion to re-enter the regalation of gatherers affilisted with interstate pipelines
should ;abus'e be found, a point I will come back 1o later.)

All of the gnccrtaintics caﬁsed by this transition from being part of a regulated monopoly
to becoming a competitive industry and the comresponding shift away from the FERC’s

2
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regulation have led several states to examine their role in regulating gathering. There have been
cres by ccﬁain intcr.cst_ groups for creation of extensive regulations, inchuding public posting of
contracts and utility commission regulation of gathering rates. Frankly, these ideas are
unwarranted. Bcfore any state rushes to fill a parceived void in regulation, it is important to take
a step back, gain an undcfstanding of the gathaing business, and ask the fundamental question of
whether there is even a problem that needs to be fixed.

- Some of those arguing for strong regulation cite examples where they claim to have been
unfairly treé.t&i by a gatherer that charges t00 much or refuses to connect to a well. While I am
not familiar with all of thés<: complaints, I would argue that many of the decisions that lead to
these complaints are based on sound business judgment and not some kind of intent to cause
harm. I know for a fact that that is the case with my comparry.

A ﬁmdamental and critical point that needs to be emphasized is that it is in the gatherers’
business interest to hook up every well possible. Connecting new wells is the very nature of our
busin_ess. The na@ decline in production from gas wells is a constant motivation for a gatherer
to provide service to new wells. ﬂc additional throughput from the new wells will offset the
declipe in deliverability and volumes from the existing wells already connected to the gatherers’
system. To mm a{vay pew gas is thus not & “natural motive” for any gathering company in
business .to make Tioney.

actors bearing on the decisi nnect or n onnect

There are many sound business factors that impact the terms, conditions and rates
associated with connecting a well. These are factors relating to changes in the volumes or
pressure or aother critical characteristics that bear on the physical operation of the facilities and

-
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the cost. Because of these factors, the “open access type” requirements which might work well
on am interstate pipeline regulated by the FERCora locally regulated intrastate pipeline or gas

utility are not appropriate for pathering systems.
(REFER TO SCHEMATIC)

Location end Deliverghility of weils

- One such factor involves the simple issue of how remote the well is from the gathering
system. Because it cost.s an estimatea 580,000 per mile to build a gathering line, the economics
of connecting a new wé]l located some miles away from an existing gathering system become
l;ss .a‘mactive the fa;'ther the well is from the system.

Likewise, 2 well which produces 1,000 Mcf/day may support a gathering extension which
would not be écqﬁom;c if the well produced 100 Mcf/day.

Pressdr;v and zathering line operationgl dypamics

Anothm‘ factor is pressure. All gas wells produce at some level of pressure. If the
pressure of the well is high, then the gas comes to the ground at a high pressure. If it is low, as is
typical of older fields and wells, the gas will simply not enter the gathering lines vnless the
oi)eraﬁng pressure on those lines is less than the pressure of the gas at the wellhead—this is
simply a matter of physics. In such circumstances, it is necessary to reduce the pressure of the
gathe?ring line throu"gh comprcésion or othar.meam.

| A gatherer that is evaluating whether to connect & low pressure well 1o its system will

» hax;e to consider the impact of that well on its overall system. If, for example, that well cannot

4
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produce mmthz gathéring system given the operating pressure of the gystem, then additional
compression may have 1o be installed, existing compression modified, the gathering line itself
modified, or the gatherer may simply decline to connect the well.

On the other extreme, connecting a high pressure well may “avercharge” the gathering
system and qult in reduced production capability from other wells, or even shutting-in of other
nearby wells. This may require modification of existing compression pressures, or even
| modifying compréssor units to provide the new service. Making these kinds of operating
changes to a particular gathering system can affect the terms, conditions and rates for connecting
a new well

Capacity &.‘mitaﬁons

A thmi ﬁ&or.is capacity. The capacity of any segment of pipeline is determined by the
size of the pipe and its leﬁgth, as well as the pressure at which it operates. A 4-inch pipe
operated at 150 psig has about 76 percent more capacity than the same pipe operated at 100 psig.
Consequently, while a well may be located close te an existing gathering line, that line may not
have sufficient capacity to handle the additional volume. For instance, if the nearest line were a
4-iuc:ﬁ line operated at 100 psig there might not be adequate capacity in that line to accommodate
more volume without increasing the pressure in that line to something higher-and thereby
shutting in all the other wells conmected to that line that might onfy be able to produce against the
hypétheﬁcal 100 psug pressure. Such a circumstance could well require that the gatherer build a
much loném iixic to cénncct the specific well 1o a different, larger, gathexing line, possibly miles

awéy from the specific well.
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ressioy issue
A fourth factor is that different points on a gathering system have different pressure

requirements in orAer to allow gas to flow. At the remote ends of the system, the gathering lines

may operate at very low pressures with higher pressures toward the “core™ of the gathering
system The lines may further be compressed up to near “mainline”™ pressure at the terminus of a
gathering sy;tem where it interconnects with a longer-haul pipeline. Addition of new wells to an
emstmg sysieﬁ' can dfamaﬁcally affect field compression or even gathering-to-mainline
compression. For mstance, if the compression serving a particular system is already maximized,
the gathering com?any would be required to invest new capital 1o install additional compression

horsepower to take the additional volumes. Those expenditures could well be uneconomic

unless the additional wells will provide substantial incremental throughput sufficient to amortize

" the additional investrment or the gatherer charges the shipper a higher rate than is being charged

to the existing customers.

Gos qualify and g}'otecligg of m'm' ing customers

A fifth issue is the quality of the gas produced by those wells. The marketability of gas

is dependent upon the BTU content and the amount of elements contained in the gas. Individual
wellsina producmg ﬁcla can have different or varying degrees of liquids or other contaminants
in the gas strcam from the well .Gaﬂme:rs must therefore evaluate whether accepting gas from a
new well would-have any adverse impact on other customers’ gas quality and whether special

processing or treating facilities are needed to make it of acceptable quality. If additional treating

" or conditioning or processing are required the gatherer might reasonably insist on different terms

of access, including higher rates.
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. Finally, ﬁm customers of a gatherer frequently want to guarantee the availability of space
in the gaﬂéeﬁpg s,;'stcm to meet their future development and production needs. This often
results in pfoduccfis dedicating gas to a pfarﬁcular gathering company in exchange for the
gatherer’s commitment to “hold” capacity for that gas. Another way in which gathering shipp;.rs
seek to assure themselves of future access is through pressure limitations—specifying that at no
tjmc will ﬂgé pressure in a particular system exceed an agreed-upon level and possibly seeking
gﬁarantees for future pressure reductions. In order to honor these long-range commitments,
gathering companies may be compelled to decline requests to connect other gas supplies to the

' relevant systems even where there might “appear” to e available capacity.

o All of these factors can have a direct bearing on whether to connect a particular well and
what the gathmcr st charge for service. Because of the degree of physical “integration™ of all
aspcéts of the operation of individual gathering systems and sub-systems, gathering activities are
sirnply not comparable to the long-haul and high pressure pipelines in which system users are
similarly situated th most other system users. Small operating changes in volume or well-head
pressures that c&.mhave a dramatic effect on the gatherer;s costs and economics are virtually
ﬁnc'ictecmb‘le in the operation and economics of a high pressure interstate pipeline. Thus the
“model” of an interstate pipeline—with its “generally applicable” mtes and charges for specific
services that can be posted on an electronic bulletin board or on  taiff sheet--does not fit the
gathé.ring activiry.

The overall state 6f the pathering industry
- Ris impormt.not only to understand these characteristics of a particular gatherer’s

7
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operation, but ty also understand the overall state of the industry. Many of those calling for
regulation argue that gatherers have a monopoly from which a producer needs protection. That is

simply not the case.
(REFER TO SPAGHETTI BOWL MAP)

This map is-fnom the Hugoton Field in southwestern Kansas, and it illustrates just how
competmve this busumss is. A1994 analysis of gathering in five producing states (Colorado,
Kansas, New Mcxmo Oklaghoma and Texas) conducted by Foster & Associates found that there
are aver 200 separate entities in Kansas engaged in the gathering business and more than 7,000
miles of gathering lines in the state. In 1994, before Coastal Field Services had been formed,
CIG was conncctcﬁ to 700 wells in the Hugoton Field and 70 percent of those wells were located
one mile or less .ﬁom a competing gathering system. And that is typical of gathering systems
throughouf the region. The 1994 Foster report found that in the states studied, the typical well
required just under 1 mile of pipe to connect it to a gathering system. At a cost of approximately
$80,000~—which the study reports is less than 10 percent of the total exploration and
devcloﬁment costs for 2 well — virtually any entity capable of investing in the cost of drilling &
well could bear the cost of counecﬁné that well to mm existing gathering system in this field.

~ Itis also.impo}-tam to note that it is not just affiliates of interstate pipeline companies that
are in the busfncss of gathering. On a national basis, major and independeat oil companics
control more of the vohune of gas gathered in the U.S. than do interstate pipelines. Thus, there
are numerous competitive gathering altematives available to producers for virtually every gas

8
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well in the state.

Finally, I would: like to bdcﬁy discuss the experience of the FERC and other states in the
regulation of gaﬂxcnng Some have argued that, with the FERC getting out of the business of
regulating gatheﬁng, producers will have no protection and abuses will ran rampant. The
evidence, howevet, is to the contrary.

X Six-we setﬁ;zg up a hotline in 1994 for complaints abont gathering, the FERC‘has received
onij 11 coﬁlplaints, of which only a few concerned rates or access issues.

X Only nine cases have been filed with the Oklahoma Corporation Commission since that
state established a complaint mechanism, of which two were dismissed at the request of
the applicant, one is on appeal on a procedural matter, one is near decision and five are
under consideration.

X Although“qnly in operation for a couple of months, & hotline established by the Texas

: RailmadComn;ission has received only a handful of calls, despite the fact that a mailing

was sent to over 5000 producers notifying them of this complaint mechanism.

Aﬁd, as I noted cz;rlict, if a producer has been the subject of unfair practices by an
affiliate of an mtm'statc pipeline, the FERC has retained the authority to re-enter the field of
gathering regul:nin_;n. Therefore, producers who had been protected in the past by the FERC will
contirmue to have ultimate protection from that agency.

Caonclugion

In conclusion, we see no need for the state of Kansas or any other state to aggressively
regulate gathering. There is little if any evidence that there is a problem that requires regulation,

9
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It is frankly questionable as to whether or not this is merely a “red herring” issue being pushed
by specific segments of the gas industry to further specific agendas. I do not believe regulation
should Ibe created-and implemented on the basis of some undefined anticipated problem.
Gaiheﬁng is a highly competitive business which does not require “apen access” or rate

regulation. There are numerous factors in this business that bear on what might appear to be
simple issues, Wﬁat might appear to be a case of refusal to connect a well may be nothing more
than an appropriate “protection” by the gatherer for its existing system operations and the
integrity of ifs existing .contract customers. Likewise, what might appear to be unfair rates may
be a reflection of wecﬁc operating costs which relate to a single shipper or group of shippers but
not to others.

'Gathcring systems are highiy cbmpeﬁtive and very sensitive to changes in operations.
The ‘ﬁnod;:l” of a‘single posted rate for gathering simply does not work in the context of these
much smaller, opcrmonally integrated gathering systcms. Lssues of access or claims of
unrcasonable rates and charges must be fully analyzed from both sides of the issue, Move

cautiously and thoughtfully, and we look forward to working with you in this process.

10
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Natural gas gathering systems and regulation; public utilities and common carriers.
Comments of Williams Field Services.

House Utilities Committee

Regulation of natural gas gathering systems
Comments of Williams Field Services Company
February 21, 1997

Introduction:

Mr. Chairman, Committee members. Thank you for the opportunity to speak today
regarding issues related to regulation of gas gathering systems. My name is Mari
Ramsey. I am in-house counsel for Williams Field Services Company, which I will
refer to as “WFS.” 1 was a member of the Kansas Gas Gathering Task Force
representing gatherers affiliated with interstate pipelines. I participated in the
minority report of the Task Force.

Williams Field Services is a subsidiary of the Williams Companies, Inc., based in
Tulsa, Oklahoma. WFS gathers gas on a fee for service basis in Kansas, and owns
gathering systems which deliver about 30% of gas produced from the Kansas
Hugoton field. We also have gathering operations in Wyoming, Colorado, Utah,
New Mexico, Oklahoma, Texas and Louisiana.

House Bill 2332 is Unnecessarily Burdensome and Overly Broad

We are very concerned that HB 2332 places an unnecessary regulatory burden on
both the industry and the state. If the legislature determines that gathering
regulation is needed, HB 2332 still goes far beyond reasonable regulation, narrowly-
tailored to address the concern. Issues related to gathering alone are very complex
and yet HB 2332 attempts to address gathering issues, irrigation issues, processing
issues and local distribution company issues. These other services are not directly
related to gathering.

The public utility provision is inappropriate to gathering which is not a natural
monopoly and which is not a service offered to the public in general. The public
disclosure of rates and all other proprietary information will be harmful to
competition and could lead to uniform rates and cross-subsidies.

Section 9 related to exit fees is a local distribution company issue rather than a
gathering issue. Other provisions would regulate processing and any other activity
that a gatherer may engage in regardless of whether it is related to the gathering.
Processing was not addressed by the Task Force and we would question why there is
a need to regulate processing. Additionally, some provisions appear to assume that
gatherers buy and sell gas, which is generally not the case.

House Lt lities
&-Ql-471 ‘
Attachment



Natural gas gathering systems and regulation; public utilities and common carriers.
Comments of Williams Field Services.

Other provisions would appear contradictory such as the non-public utility
complaint procedure versus the public utility, cost of service ratemaking, exclusive
service territory provision. Section 7 requires the commission to improve
competition, but section 2 grants exclusive service territories and section 4 would
require public posting of rates, both of which will greatly damage competition.

The purpose of gas gathering systems:

Like many other gathering companies, WFS is not a local distribution company and
does not provide gas to consumers, except in some rare situations to fulfill
right-of-way commitments. WFS does not buy or sell gas. WFS simply provides
the service of gathering the gas for a specific class of customers who require that
service—usually producers, but sometimes marketers.  This is typical of most
gatherers. Therefore it is important that as you consider HB 2332, please remember
that the main business, operational and design purpose of gas gathering systems is
the provision of gas gathering services to producers, not the local distribution or sale
of gas for general commercial supply.

Although there is a lot of concern about high gas prices, the delivery of gas for
consumption, and exit fees under KCC jurisdiction, those problems are different

than the provision of gas gathering services to producers and cannot be remedied by
gathering regulation.

Gas Gathering Task Force Report:

WFS supported the Minority Report of the Gas Gathering Task Force. That report
responds to the Majority Report of the Task Force and to SB 148. The Minority
Report concluded that: 1) the legislature should consider whether there is a
demonstrated need for regulation of gathering; 2) If a need for regulation is
demonstrated, a complaint-based statute in the conservation chapter (Chapter 55) is
recommended; and, 3) Gathering systems should be exempted from public utility
and common carrier status.

No demonstrated need for gas gathering regulation:

There was limited discussion on the Task Force about irrigation. There was
certainly no discussion that would justify broad regulation such as public utility for
the purpose of providing for the local distribution of gas to irrigators or others.
Issues related to irrigation are complex. Natural gas is a depleting resource and
gathering pressures are steadily declining. Irrigation taps may require expensive
compression as the pressures decline and the question is who should pay for the
compression.
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Indeed, in Senate hearings on SB 148 just this past Wednesday, the Chair of the
Kansas Corporation Commission clearly stated that the KCC has jurisdiction over
the provision of distribution service to irrigators, whether that occurs over
gathering systems or otherwise, that a complaint has been received from members
of the Southwest Kansas Irrigators Association, and that an investigation is under
way.

A few producers did tell the Task Force that they had complaints. However, the
complaints that were specifically described to the Task Force were not clearly
gathering complaints. For example, some complaints involved rates charged to
end-users by distribution companies who provide service from a gathering line.
Those are “bundled” rates charged by distribution companies (not gatherers) and
determined under public utility principles by the corporation commission. Other
complaints consisted of vague allegations that certain gathering rates had gone up.
However, they did not demonstrate that the particular change in rates was not
reasonable. ‘

The elimination of cross—subsidies:

In some cases the “unbundling” of gathering from gas commodity sales and
transmission services may have resulted in higher gathering rates because of the
elimination of cross-subsidies—cross—subsidies which were previously paid for by
the end-user, the consumer. Gas used to be provided by interstate pipelines who
would buy gas at the wellhead, transport it to the city and sell it to a local
distribution company for a “bundled” rate. That rate included the commodity and
all of the transportation, including gathering. In recent years, federal policy has
required interstate pipelines to offer sales separate from transportation and to offer
transmission services separately from gathering services (all referred to as
“unbundling”). The result is that customers now may select, and pay for, only those
services that they need.

However, this also eliminated some cross-subsidies. Before unbundling, pipelines
- often did not differentiate between transmission and gathering facilities or they
drew the line improperly. The result was that costs related to gathering facilities
were included in interstate pipeline transmission rates. The consumer who
ultimately paid the bundled cost of the gas and transportation paid for the
subsidization of gathering. In those instances where cross—subsidies existed , the
gathering rates went up after the pipelines were required to properly distinguish
their gathering costs. Sometimes that happened while the pipeline still owned the

gathering facilities and the rates were regulated by FERC, but most often that.

happened in conjunction with a “spin-down” or sale of the gathering facilities.
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Natural gas gathering systems and regulation; public utilities and common carriers.
Comments of Williams Field Services.

I do not believe that factors such as the elimination of past cross—subsidies or the
lack of verification of the few vague complaints were adequately considered by the
majority report of the Task Force. For those reasons, I voted that the regulation of
gathering is not needed.

Information posting is expensive:

The bill would require gathering companies to file massive amounts of information
with the Corporation Commission. Much of this information is not readily
available in a format and on a time basis which would provide any meaningful
benefit. Development of information systems adequate to provide this information
will be very expensive. Who will pay for this? In a commodity market where gas
markets are national in aspect, these increased costs will result in lower netback
prices to Kansas producers, who will have to lower their prices to be competitive
and to make gas sales.

Additionally, the requirement in section 4(a)(1) that gatherer’s who purchase gas at
the wellhead must file the purchase price would require only a small segment of
wellhead gas purchasers to post their costs placing them at a competitive
disadvantage. This would appear to discriminate against a segment of the industry
without justification.

QOther reasonable solutions:

WEFS has proposed a balloon draft of SB 148 containing a complaint process, a
mediation process, eliminating vague standards, and protecting private business
from unwarranted government interference.

This balloon draft of SB 148 is “Attachment 1” to this paper. The changes would
avoid the added bureaucracy, dual regulation, and vague standards imposed by SB
148.  As a compromise, the attached balloon draft provides a regulatory process
whereby complaints can be resolved, without adding overly burdensome regulatory
requirements. In order to avoid such burdensome requirements, important
threshold protections are included in the complaint process . Changes from SB 148
shown in the attached balloon draft are:

'As stated earlier, WFS does not buy or sell gas
therefore, it would not be affected by this provision.
However, it is still important to point out because such
discrimination appears to be poor public policy.
Additionally, there are likely to be federal
preemption issues related to any attempt to regulate
the wellhead price of gas.
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Natural gas gathering systems and regulation; public utilities and common carriers.
Comments of Williams Field Services.

1) At page 2, line 16, after the word “thereto”,
delete the remainder of section 2 through
line 25. This removes gathering systems
from public utility and common carrier
treatment. Doing this preserves the benefits
of competition, avoids costly subsidization of
uneconomic ventures and increased
bureaucracy and expense to the state, and
eliminates a dual regulatory structure. The
problems with the dual regulatory structure
cannot be overemphasized. As drafted, SB
148 would have gatherers subject to both a
complaint process and unnecessary public
utility regulation.

2) The “unfair” standard is deleted at page 2,
lines 38 and 40, and at page 3, lines 8 and 9.
Both the Minority Report and Kansas
Corporation Commission Chairman McKee's
Minority Report call this standard “extremely
vague and ambiguous”. Chairman McKee
has stated that Chapter 55 conservation
statutes will provide theCommission
adequate authority to address practices which
are “unfair” to all customers of a gathering
system through existing discrimination
standards.

3) At page 3, line 6, after the words
“procedure act.”, insert language which
provides standards to be applied in a
complaint proceeding. These standards
provide certainty. They are based on safety
and on operational and economic concerns.

4) Insert new sub-section (d) after page 3,
line 11. This section authorizes the
Commission to establish a mediation process
for use before a formal hearing process is
employed. This provides an inexpensive
forum for complaint resolution which was
advocated by the proponents of regulation on
the Task Force.



Natural gas gathering systems and regulation; public utilities and common carriers.
Comments of Williams Field Services.

5) At page 1, line 28, after the words
“transmission line,” add “or a gas processing
plant.” At page 2, line 28, after the words “or
preparation,” add “other than processing.”
These changes recognize the intent of the
Task Force to cover gathering only. Gas
processing, a separate activity, was not
discussed. The change to the definition on
page 1 is also consistent with the federal
definition of “gathering.”

A careful approach to regulation:

Unnecessary bureaucracy is not appropriate for the gathering industry. That view is
shared by proponents and opponents of regulation alike. We urge the legislature to
developments the least costly energy regulatory process with the most efficient and
productive regulatory mechanism.

We urge this committee to only take action that will promote competition in the
natural gas industry, and to do so at the least possible cost to the industry and to the
state. In doing so, we ask you to avoid creating a new level of bureaucracy that goes
beyond what is needed. Any action taken should be narrowly tailored to address
precise problems that are identified. New requirements should provide benefits
greater than their cost.

An alternative proposal:

A Concurrent Resolution marked “Attachment 2”, is attached to my presentation
for your consideration. In adopting this resolution, the legislature would request
that the KCC implement a telephone complaint procedure to determine and remedy
complaints regarding gathering services. The Commission would investigate
complaints ‘and mediate a voluntary resolution between the parties. It would
maintain records of complaints received and report back to the legislature at the
beginning of the next legislative session.

The Texas Railroad Commission has established such an informal complaint
procedure, where its staff can facilitate the resolution of transportation disputes.
This approach can be sound, provided it is inexpensive, accessible, and the parties
can get a quick resolution. A copy of the “Informal Procedure for Responding to
Complaints About Gas Transportation Service” adopted by the Railroad
Commission of Texas is “Attachment 3” to my presentation.
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Natural gas gathering systems and regulation; public utilities and common carriers.
Comments of Williams Field Services.

An informal hotline approach allows the regulatory agency to recognize the many
variables that can distinguish one gathering transaction from another — field
pressure, well pressure, well location, gas quality, and more. Each gathering
situation can be reviewed and judged on its unique facts. This approach would
allow and encourage the Commission to receive and investigate specific complaints,
and to determine the nature and severity of any abuses or problems occurring in
Kansas. It provides an inexpensive forum for complaint resolution.

Conclusion:

We urge the legislature to consider both of these alternative proposals. We believe
they are a means to avoid overly burdensome and unnecessary regulation As the
industry works to maximize efficient recovery of its resources, we ask that the
legislature and the Commission carefully consider the demonstrated need for
regulation of gas gathering systems, and that you respond only to specific problems
with a narrowly tailored solution.
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DRA¥FT, FEB. 11, 1997

CONCURRENT RESOLUTION NO.

A CONCURRENT RESOLUTION, in recognition of concerns expressed by
repr;esent‘;tives of certain producer organizations, urging the State
Corporation Cammission to implement an informal telephone complaint
procedure to determine whether the State Corporation commission
should be authorized to implement explicit procedures to rexedy

complaints regarding gathering services.
Be it resolved bv the Senate of the State of Kansag, the House
of Representatives concurring thersln: That the State Corporaticn

Commission should implement a tzlephons complaint systenm wheredby

aggrieved parties may report complaints ragarding gathering
services or fees. The Corporation Commission is urged *o
investigate the complaints it recelves and mediate a mutually
gatisfactory resolution between the parties.

Be it further resolved:; That the State Corporation Commission
should maintain records of all complaints related to gathering and
subnit to the legislature, on or before January __ , 199__, by
filing with the Secretary of the Senate, the chief Clerkx of the
House of Representatives and the c.ﬁairpersons and ranking minority
members of the Senaté and Hou§e Comsittaes on , the
Commission’s findings regarding the complaints raceivaed and the

disposition of those complaints.
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Sesnion of 1997

SENATE BILL No. 148

By Committee on Utlities

1-30

AN ACT concerning oil and gas; relating to natural gas gathering systems;
providing for regulation of certain entities; concerning certain natural
gas public utilities and common carriers; amending X.5.A. 1996 Supp.
55-150 and repealing the existing section.

Be it enacted by the Legislature of the State of Kansas:

Section 1. K.S.A. 1996 Supp. 55-150 is hereby amended to read as

follows: 55-150. As used in this act unless the context requires a different
meaning:

(a) “Commission” means the state corporation commission.

(b)  “Contractor” means any person who acts as agent for an operator
as a drilling, plugging, service rig or seismograph contractor in such op-
erator’s oil and gas, cathodic protection, gas gathering or underground
natural gas storage operations.

(c) “Fresh water” means water containing not more than 1,000 mil-
ligrams per liter, total dissolved solids.

(d) “Gas gathering system” means a natural gas pipeline system used
primarily for transporting natural gas from a wellhead, or a metering point
for natural gas produced bv one or more wells, to a point of entry into a

G e e = e . .

main transmission liney but shall not mean or include: (1) the gathering
purpeses; (27 Lead lines from the wellhead to the connection with the
gathering system which are owned by the producing entity person; and
53 (2) gathering systems used exelusively for injeedon end withdrawal
from naturel gas storage Selds which remain jurisdictional to the federal
energy regulatory commission.

(e) “Operator” means a person who is responsible for the physical
operation and control of a well, gas gathering system or underground
natural gas storage facility.

(f) “Person” means any natural person, partnership, governmental or
political subdivision, firm, association, corporation or other legal entity.

(g) "“Rig” means any crane machine used for drilling or plugging
wells.

(h) *“Usable water” means water containing not more than 10,000

A‘H-A-cl\ Mjn+ l

or a gas processing
plant
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2

milligrams per liter, total dissolved solids.

(i) *Well” means a hole drilled or recompleted for the purpose of:

(1) Producing oil or gas;

(2) injecting fluid, air or gas in the ground in connection with the
exploration for or production of oil or gas;

(3) obtaining geological information in connection with the explora-
tion for or production of oil or gas by taking cores or through seismic
operations;

(4) disposing of fluids produced in connection with the exploration
for or production of oil or gas;

(5) providing cathodic protection to prevent corrosion to lines; or

(6) injecting or withdrawing natural gas.

New Sec. 2. The term “public utility” as used in K.S.A. 68-104, and
amendments thereto, and the term “common carriers” as used in K.S.A.
66-105, and amendments thereto, shall not include a gas gathering svs-
tem, as defined in K.S_A. 55-130, and amendments thereto, [unless the

commission, upon application or complaint, ana arter notice and hearing,
determines that within the area of service, or proposed service, of such
gas gathering system, competitive market conditions do not exist and that:

(a) The gas gathering system has, is or is about to engage in abusive
monopolistic practice which is inimicable to the public interests; or

(b) gas gathering services are not likely to be effectively and effi-
ciently furnished uniess a certificate of necessity and convenience and
exclusive market territory is granted, with rates and practices established
by the commission as in the case of other public utilities.

New Sec. 4. (a) As used in this secton:
(1) “Commission” means the state corporation commission;

, other than

(2) “gas gathering services” means the gathering or pre a.ratiorJIof
gas g g e g g or prep
natural gas for transportation, whether such services are performed for
hire or in connection with the purchase of natural gas by the gatherer;
(3) “person” means any natural person, partnership, governmental or
political subdivision, firm, association, corporation or other legal entity.
(b) No person offering gas gathering services shall deny access to any
person seeking such services in a manner which is unduly, unlawfully, or
unreasonably discriminatory or unfair.
(¢) No person performing gas gathering services shall charge a fee
for such services, or engage in any practice in connection with such serv-

processing,

delete

ices, which is unduly, unlawfully or unreasonably discriminatory{or untair ]

Any person seeking a gas gathering service who is aggrieved by reason of

delete

any such unduly, unlawfully or unreasonably discriminatory[or uniaijiee
or practice may file a complaint with the commission. If the commission
makes a factual determination that competitive gathering conditions do
not exist for the gathering of the complainant’s natural gas, the commis-
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sion may resolve the complaint by use of an informal procedure estab-
lished by the commission pursuant to rules and regulations adopted by
the commission or the commission may conduct a hearing and take evi-
dence as necessary to determine the merits of the complaint. The hearing
shall be conducted and notice given in accordance with the Kansas ad-

ministrative procedure actyUpon such hearing, the commission shall have
authority to order the remediation of any unduly, unlawfully or unrea- —i‘ lete
sonably discriminatory pr untairiTee 1ot gatering SeTViCes, OF aay WAy, g
unlawfully or unreasonably discriminatorypr untairipractice in connecton

with' such services, to the extent necessary for remediation as to the ag-

grieved person with respect to the particular fee or service involved.

12(@ Ytdx Nothing in this act shall be construed, or authorize the COMmIS-

13 slon, to amend or otherwise affect any contractual obligations between

14  the gatherer and the complainant or rights which may otherwise exist.

15 Sec. 4. K.S.A 1996 Supp. 55-150 is hereby repealed.

16 Sec. 5. This act shall take effect and be in force from and after its

ol
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17 publication in the statute book. v

Any aggrieved party as referrcd to in this act shall be required
tc allege and prove to the satisraction of the Commission that
the operator of the natural gas gathering system has sufficient
facilities to accommodats the complainant’s natural gas and in no
instance shall the Commission require a gathering operator to
construct facilities; further the aggrieved party must allege and
prove that there is no other natural gas gathering system
conveniently locatad to gather the complainant’s gas; that the
quality of the complainant’s natural gas vill not have an adverse
effect on the gatherar‘s facilities or the safaty theraof; and
the complainant’s gas is of the quality and content consistent
with gas being gatherad by the gathering systenm.

(d) Prior to cenducting a hearin t emp

g, the Commission may attempt to
l?for:aally Tesolve the complaint through a non—bindigg medlation
process established by the Comnission pursuant ts rules and
vegulations adopted by the Commissian.

-
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ll K N Gas Gathering, Inc.
a A Subasidiary of K N Energy, Inc.
ENBERQY 370 Van Gordon Street

F.O. Box 281304
Lakewood, CO 80228-8304
(303) 989-1740

Testimony to the Kansas House of Representatives Utilities Committee Hearing on Gas
Gathering Regulations February 20, 1897.

Pierce H. Norton is General Manager for K'N Energy’s Heartland Region, covering Kansas,
Nebraska, Western Missouri, and Northeast Colorado and a Vice President of KN Gas
Gathering Inc., a wholly owned subsidiary of KN Energy, Inc.

KN owns and operates gathering facilities in Montana, Wyoming, Caolorado, Kansas,
Nebraska, Oklahoma, Utah, Texas and New Mexico. In the state of Kansas, KN is
responsible for 750 miles of gathering pipeline connecting approximately 1000 wells.

Recently, KN entered into a "letter of intent” to acquire Enron’s Hugoton gathering assets
and the Bushton processing compiex. This acquisition will add 2200 miles of gathering
and an additional 3000 wells to KN's existing system. A portion of these wells are in
Oklahoma.

| appreciate the opportunity to come before you today to address the necessity for
gathering regulation in the state of Kansas. The word “necessary’ means “absolutely
required”. From KN Energy's perspective, | am here to present sound and logical
reasoning why regulation is “NOT" necessary.

So that you, as the leadership of the state of Kansas, can make an informed decision, | will
ask you to focus on the 4 C's..

1. Competition; (is it adequate)
2. Complexity: (pricing / physical)
3. Cost: -(who pays)

4. Consequen:es

First, let's take a look at COMPETITION in general. KN competes with such companies as
Williams Natural Gas, Colorado Interstate, Pan Energy, Oxy, Natural Gas Clearinghouse,
and many others. Every one of these companies has an identical goal. The name of the
game is asset utilization. It could be compared to the commercial real estate rental
business. |f a company owned an apartment complex with 100 units, and they have 80
rented, the goal is to rent the other 20. It is no different in the natural gas gathering
business. The goal is 100% utilization to maximize revenues. From KN's perspective,
competition is RIEAL. In the 1980's our industry began moving toward deregulation; this
became reality in 1992 with Order 636, which effectively unbundled gathering, transmission
& storage.

House U-tilities
Q-21-41
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One year after Order 636 (October 1993), KN's gathering rates were set in excess of
25¢/M. By December of 1994, those rates had been reduced an avirage of 10%. To
compete, KN dropped its rates an additional 7% by December of 1985. Due to further
competition, rates decreased another 19% in 19968. Over a 3 year period, KN's average
gathering rates have fallen by 31%.

In those areas where the producer still thought KN's rates were too high, the producer built
their system and bypassed KN. Because the other companies mentioned as competitors
have the same goal as KN, these companies have built gathering systems to wells
connected to KN's system resulting in loss of revenue to KN. Based on these results there
is hardly a lack of competition.

The second “C" is COMPLEXITY. from both a pricing structure to physical limitations of
the systems themselves. There is not a “one size fits all” in the gathering and processing
business. Pricing structures are not that simple. There are currently eleven different
options availabile to customers on KN's accounting systems when it comes to gathering
and processing. Why so many? Because the customer has asked for them. To give you
a better scope. | will walk you through these alternatives:

|. Percent of proceeds (POP)
a. Fixed percentage (can be any combination)
b. Sliding scale (based on anything)

Il. Wellhead Frice
a. Fixed
b. Index based (any kind of base with any kind of adjustment)
c. Sliding scale

[Il. Fee
a. Flat (unconditional) or conditional (if something happens with a variable, a fee is
charged)
b. Fixed Rate
c. Sliding scale

V. Keep Whcie
a. Straight MMBTU (keep whole)
b. Keep whoie with any kind of fee (compression, processing, gathering)
¢. Value Keep Whole (we pay them for shrink through plant).

As you can see, posting of a gathering rate is not simple. Each producer has unique
conditions that effects their rates such as location and quality of gas (helium, nitrogen,
pressure, water content, hydrogen sulfide content, NGL content.) Deregulation has
brought choice to the producer.

(]
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The second form of complexity is the physical operation of the gathering system. Each
well connect is unique and has to be examined on a case by case basis. | want to
reemphasize the drive behind a gathering company is to connect gas to its system. If you
hear stories of gas not being connected or shut in, there is usually a good reason. | will
take you through some real examples to illustrate my point.

Example 1. A producer drills into a zone that produces higher pressure. Connecting this
gas to a low pressure system will shut in the low pressure wells. What would appear to be
a quick short connect could end up being the laying of an entire new system for high
pressure gathering

Example 2: A producer has a well that the pressure at the wellhead is not adequate to
produce into an existing gathering pressure. The result is either: the producer has to
install wellhead compression or the gathering company must install gathering compression.

Example 3: A producer has a well that has a high nitrogen content. Because the gathering
system does not have nitrogen rejection capability or the nitrogen rejection facility is full,
the well could not be hooked up. The solution requires building new facilities or expanding
existing facilities.

The 39 “C" is {OST. One thing we can all agree upon is that it will lake people and money
to administer ¢athering regulation. The question is: WHO WILL PAY?? Will it be the
taxpayer, gatherer, producer or end user. And, whoever pays, it me:ans they will make less
money than they make now or pay more for the gas than they pay rnow. Any additional

cost will make the basin less economical.

The final “C”" is CONSEQUENCES. All of our actions have an effect on someone or
something. My biggest fear of regulation is the economic impact it sould have to the
state's economy. To achieve a thriving economy we all must be solution oriented. As
leaders, we must be striving to make it easier to do business in the state of Kansas. If
passed, and Kansas were to impose this legislation on gatherers, it could cause them to
consider other basins in the United States in which to invest their capital dollars. In the
long run, that will cost Kansas jobs and tax revenue - both in income taxes and ad valorem
taxes.

Since setting up a hotline in 1994 about gathering, FERC has received only 11 complaints
of which only & few concerned rates or access issues. The Oklahoma and Texas
commissions have experienced similar results with their complaint rnechanisms. Locking
at the overall economic development of the state and analyzing all the results, it is my
opinion the consequences of passing SB148 could have more devastating effects than not
passing this bill.

There is one cther note on consequences. Gathering companies view producers as
customers. Mors times than not, gathering companies do business with these customers
in other geograghic areas. Even if a gathering company did hoid a captive environment in
one area, the consequences for leveraging that advantage will hurt the company in another
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potential growth area. For that reason, KN does its best to work with producers to meet as
many of their needs as possible.

In summary, do we live in a perfect gas gathering and processing world? The answer is
“NO”. But the more important question is “Looking at the overall picture, is regulating this
industry going o make it better?” As you drive down the toll way you see “no U Turn
signs”. Those signs are a warning to not attempt to turn around and go back the direction
from which you came. Before 1992, we were in a regulated environment in the gathering
business with FERC, but were beginning the transition to deregulation. KN's position is “no
U Turns”. Let's don't go back to regulation. As leaders of the state of Kansas, it is our
responsibility to look past today and to the future. | urge you to stay the deregulated
course. Deregulation has brought change and choice. Let's work together as gatherers,
producers, and government officials to continue to seek solutions to enhance throughput
and the life of the producing basins in Kansas.

34
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POLICY STATEMENT ON GATHERING IN KANSAS
BY KN GAS GATHERING, INC.
February 20, 1997

K N (tas Gathering, Inc., (K N) a wholly owned subsidiary of K N Energy, Inc., is
concerned that state regulation of gathering facilities in Kansas will interfere with the strong
competitive niarket forces that currently exist in the gathering industry. There are numerous gas
gathering conipanies operating in Kansas today. Those companies are constantly competing
with each other for the production from thousands of gas wells in Kansas, As a gathering
company, K N simply wants to be given the opportunity to gather gas on a level playing field
with all other gatherers. State regulation, or selective state regulation, would only frustrate
competition for gathering and increase regulation in the natural gas industry t a time when the

trend has been to stimulate competition and reduce regulation.

Because of competition, gathering companies have both the incentive: and the means to
compete. The incentive is to be competitive enough in the field to increase the throughput in the
system. The greater the throughput, the more competitive a gathering system can be. In
addition, a healthy gathering system can be more customer responsive by having the financial
ability to meet the customer’s needs. K N Gas Gathering consistently spends millions to
maintain and improve its Kansas gathering systems. Further, with respect to gathering affiliated
with an interstate pipeline, the Federal Energy Regulatory Commission (FERC) has stated that it
will exercise jurisdiction over affiliated gathering to the extent there is interfirence in
transportation in interstate commerce. And as always, the federal and state antitrust laws are

available to protect the consumer from possible anti-competitive gathering activity.

K N nas natural gas gathering facilities in Montana, Wyoming, Colorado, Kansas,
Nebraska, Oklahoma, Utah and Texas; competition is especially significant in Kansas where
there are numerous natural gas gatherers. The competition takes place at the and at the outlet of
producer-owaed facilities. There are many other gathering companies in the United States and

there is no significant concentration of the ownership of such facilities.

K N owns gathering facilities in western Kansas and in central Kansas. In western Kansas, K N

owns and opzretes both the Hugoton and Bradshaw gathering system. The Flugoton gathering

doos
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system contains 620 miles of pipe connected to approximately 700 wells, The Bradshaw
gathering system contains 175 miles of pipe connected to approximately 285 wells. In addition,
K N owns ancl operates the Scott City processing plant which removes certain liquids from the
gas to make it marketable. The gas attached to K N’s gathering systems is ultimately transported
in interstate commerce to markets served by K N’s interstate pipeline. KN recently entered into
a letter of intent to purchase Enron’s gas gathering and processing in the Hugnton field. This
acquisition will add 2,200 miles of gathering pipe and approximately 3,000 wells.
COMPETITION IS REAL

Gatherers are constantly competing for new and existing production. In the western
Kansas area, I N competes with several gatherers including Colorado Interstate Gas Company,
Northern Natural Gas Company, Williams Natural Gas Company, Oxy, and Matural Gas
Clearinghouss, as well as others. In addition, K N is consistently seeking to add new wells to its
gathering systems in order to maintain sufficient gas volumes to offset the normal decline in
production from older wells. Further, since barriers to entry are few for gathering companies,

there is both incentive and means for continued competition.

In order for a gatherer to be competitive, it must offer producers efficiency, reliability,
availability of transportation to markets at the lowest possible price, and the ubility to obtain a
favorable price for residue gas and extracted NGLs. Gatherers compete for both old and new gas
production. Producers can negotiate contracts with competing gatherers operating in their area,
or build their own gathering lines. Competition occurs at the initial connection of new wells or
at the expiration of existing contracts. Also, competition occurs if the existing contract is
interruptible. Split connections, instances where a producer is connected to two or more

gatherers, are also common in some producing fields.

Thers is no significant barriers for companies to begin providing gathering service,
Gathering systems are less expensive, less complex to construct that transmission systems and
allow for more expedient right-of-way acquisitions. The cost of gathering lines does not appear
to be high re ative to other costs associated with gas production. In fact, over 2,000 companies

have been found to own gathering facilities in the United States.

Lo
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If regulation of gathering is appropriate, why not at the wellhead also? Producers
would counter that they are not a “monopoly,” but from an irrigator’s perspective, for example,
the single producer may, in fact, be his only source of supply, and given his lack of bargaining

power, why shouldn’t the producer’s price be regulated as to his captive market?

The whole movement towards hew regulation in the instance of intrastate and re-
regulation in the instance of the interstate spindowns flies in the face of the prevailing free
market philosophy. Most of the proponents of regulation acknowledge that if one segment of the
industry is to be regulated, it all should be, lest the old nemesis, “uneven playing field,” be
permitted to thwart market efficiency and, indeed, equity. The end result is that we would have a
newly regulated segment of our economy that by all accounts has operated efficiently,

effectively, and without recorded complaint.

Several conferees have advised the legisiative committees and this task force that there
are, in fact, ainple laws currently on the books (in Chapter 66), as well as the commeon purchaser
statute (in Chapter 55) that empower the Commission to regulate gas gathering if it determines
necessary to do so. While K N does not agree that such authority rests with the Commission,
apparently, no cne has sought to invoke such regulation, which compels the conclusion that there

are no egregious situations that demand action.

Some of those that have testified previously indicated they do not envision that
complaints would ever be filed if a complaint procedure is adopted, because of the presumed
cost and time involved, and yet they espouse the adoption of full scale regulation which
obviously would involve more costs, more time and more controversy. We believe that what is
essentially desired is creation of a club to be used in the negotiating process for leverage in

distortion of a free market that has worked without the necessity of such legislative mandate.

Is gas gathering a “natural monopoly,” as several conferees have urged? We believe that
the answer is a resounding “No.” There are over 9,000 miles of gathering facilities in Kansas,
and many gatherers engaged in supplying such service. A glance at the maps distributed to you

are hardly suggestive of a dearth of pipelines in the gas fields of Kansas.

ARV



— T R & AL WARE T AL R AT MG AMGA LALLM ALY
Wy VUdY

Spunclown facilities, which seem to be the focus of this Legislative attention, have
generally been providing gas gathering service for the 60 plus years of the Hugoton Field life.
Those systems were regulated as a part of the overall regulation, from the wellhead to the burner

tip, by federal regulators. These same regulators formerly regulated producers’ prices as well.

The specter of limited access has been raised. However, if there is capacity in the
system, how does it behoove the owner of the facilities to not permit new volumes of gas? Keep
in mind that the parent of the spundown company is not in the exploration or production
business. Those gathering facilities are simply pieces of pipe in the ground that are dependent
upon flowing gas to realize revenue. There is no “discrimination” with respect to the parent of
the spundowr. facility. Yes, the owner of the processing plant, which may straddle the gathering
system, benefits from an enriched gas stream, as contrasted to a barren one, which results in a
more favorable rate to one producer over another, but that is hardly “discrimination” which

involves unecjual treatment to those similarly situated.

Bottcm line, the attack on spindowns is designed to control prices. Again, this falsely
presumes a “natural monopoly” condition. Not only are there split connections (more than one
purchaser and duplicate gathering facilities at the wellhead) in many instances, but current
marketing practices have introduced new competition, advantaging the producer and permitting
trading production, “moving” gas by displacement, etc. The ownership of physical facilities is
no longer necessary, for the sale of gas from a wellhead in southwest Kansas to a market in New
York City. Relating transportation costs to identified physical pipelines becomes less
meaningful. All of the facilities are actually in competition in structuring purchase contracts for
delivery of gus from the producer to the end-user, in the modern world. In the old world, the
pipelines bought the gas and in many instances owned the production and sold it to the
distribution companies or their own direct sales customers. The use of the gathering facilities,
the processing, the storage and the pipelines, were all included in the customer’s price. Now,
producers, brokers, marketers, the LDC’s and the customers can all be involved in determining
what is the ciaeapest and most reliable source and method of acquisition available, which puts
producers, gatherers and transporters against each other in bidding for the business. When the

producer, broker and customer are not regulated, nor particularly intrastate gathering, fairness
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requires either across-the-board regulation of the entire system or no regulation. Equal treatment

for all players.

In short, gathering in this marketing era does not enjoy monopoly status. But what about
the guy out at the end of the line that has a marginal well that is uneconomically attractive to a
pipeline, a gatherer, a broker or a customer? That situation has always existed. There are
numerous shut-in wells in Kansas today that have never enjoyed a market because economics

simply do not justify construction of the required facilities.

One result of regulation would be to subsidize the cost of gathering for marginal wells.
Such would require the diversion of resources from the producer with econornically desirable gas
to the operatcr of the marginal uneconomical well. If the gathering company is to stay in
business, it would have to raise the rates of the other producers. This is the end result of
interfering with the free market by the imposition of regulation, which may hurt the marketing
and transport of gas in the country. This is a public policy decision that we urge you to make by

concluding that the free market has worked in the past, and can work in the fature.

The only event that has caused assembly of this task force is another step in the de-
regulation of the natural gas industry, at the Federal level, namely spindown of gathering. Only
Oklahoma has taken the bait and instituted state gathering regulation, and the: experience there
does not indizate a crying need for a new regulatory regime. We simply do not believe that
circumstances exist that warrant imposition of a whole new regulatory scheme on an industry
that has been half-free and half-servile; that has not abused its new-found freedom and will not
abuse it in the future, if it wants to stay in business and keep its customers cempetitive in the
market place. $imply put, the realities of marketing of gas today belie the necessity for added

regulation.

Concerning the authority to regulate gathering, the FERC has stated that it can and will
exert control over the gathering activities of affiliated gatherers of interstate pipelines in
particular circumstances where such action is necessary to accomplish the Commission’s
policies for the transportation of natural gas in interstate commerce. Moreover, the United States
Constitution proscribes state gathering regulation as additional regulation would only serve to

create an imoaermissible burden on interstate commerce. Furthermore, since the Commission has

$Wolo
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stated that it will retain the ability to assert, in appropriate circumstances, jurisdiction over
affiliated gatherers and because of the language of the Natural Gas Act, any state regulation

would be preempted by federal authority to regulate.

In sunmary, K N believes that the competition surrounding gathering services is
significant, that state regulation of gathering in Kansas would only serve to create an anti-
competitive effect in a competitive market place and that state gathering regulation is both

unnecessary snd prohibited.

iglo11
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. STATENENT OF
Bill Gifford, Vice President
panEnergy Pield BServices, Inc.

February 20, 1997
ous 2332

pPanEnergy Corp, formerly Panhandle Eastern Corp, has been a
corporate citizen of this state for over 60 years. During this
period of time Pan Energy has made a tremendous capital investment
in plant and pipeline facilities, and paid substantial property
taxes on those facilities. In 1996 alone, Pan Energy Corp's
investment in this state amounted to over $600 million dollars,
with a property tax payment to the state of over $9 million
dollars.

what started all of this hue and cry for gathering regulation
by a vocal minority of small producers was the removal of the
interstate pipelines from the merchant business of buying and
selling gas, which had been in effect for decades and the eventual
rspin-down" of the interstate gathering systems to non-Ferc
regulated subsidiaries or the spin-off to other non-Ferc regulated
entities. The attached memorandum addresses in detail exactly why
Panhandle Eastern Pipeline Company "spun-down" its gathering
facilities. suffice it to say, our ability to compete as a
requlated gatherer with the multitude of unregulated gatherers was
placed at a severe disadvantage resulting in the "cherry-picking”
of our low cost, good wells by unregulated competitors. This

ncherry~picking" was the result of utility-type rates set by FERC

House Ukilities
D -4
Attachment 4
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for our gathering systems, as well as the lack of flexibility to
move or add compressors, install gathering lines, or provide other
gathering services without FERC approval, such facilities and
services are necessary to provide lower pressures so that producers
could gain entry into the pipeline systems, and to give the
producers better access to multiple markets.

Deregulation of natural gas wellhead prices, along with the
nunbundling® of the interstate pipeline systems, has benefitted the
producers and royalty owners, enabling them to access better
markets, and resulting in increased gas production. Since 1986,
gas production from the Kansas Hugoton Field has increased 84%.
However, not just the majors have benefitted from this movement
away from government regulation, as gas production from the smaller
operators in this field has increased 51% over the same period of
time. Conversely, re-regulation will only stifle competition and
discourage millions of dollars of investment in facilities (such
as compression discussed later) that are required to maintain
production as these field pressures continue to decline. Without
investment at this critical juncture, premature abandonment of
wells will occur with the loss of otherwise recoverabhle reserves
to the detriment of producers, royalty owners and the state tax
coffers,

We have pointed out the dearth of actual producer or shipper
complaints in the Task Force hearings. The experience in Oklahoma
where a complaint statute exists, has been that only 9 complaints

have been filed since passage of the act in 1993, Texas
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established a help line and an informal complaint procedure in
November of 1996. To date only 5 complaints have actually been
filed and processed through this procedure. This is in a state
with thousands of gathering systems and hundreds of swall
independent producers. As to the gathering situation in Texas,
Railroad Commissioner Rylander recently noted "We shouldn't be
identifying a solution until we have identified a problem." For
this reason, the proposed Resolution recommending a help line and
informal complaint process makes eminent sense in order to identify
and document the exact nature and extent of any problems and
resolve these through an informal process.

There is no need for a rush to judgment. Although our default
contracts which contain FERC approved rates for gathering expire
this July, we have offered a five year extension of those contracts
to our shippers and producers for a dedication of their gas to our
system. If rate gouging should occur, which we firmly believe will
not be the case, the suggested informal complaint system will
efficiently detect it and can be dealt with by Commission
intervention. In any event, you will be better informed as to the
need for specific regulation by next session.

PanEnergy Field Services views House Bill 2332 as unnecessary
and an unwarranted governnental intrusion into business activities
that are generally conducted under competitive conditions as
privately negotiated contracts. For situations where competition
may be non-existent, we have indicated agreement with complaint-

type wmechanisn modeled after the current
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oklahoma Act, which provides for a forum for the airing of
complaints.

House Bill 22332 is a far cry from that approach. It is heavy
handed regulation and is clearly unsuited to the unique
characteristics required for natural gas service. The scope of
this legislation is so broad in its implications as to discourage
investment in Kansas for the new facilities including compression
that is required because of the continuing decline in pressure due
to depletion of the Kansas gas fields. FPressure in Hugoton, for
example, is less than one-fourth of the original pressure and
simply reflects the fact that the field is over 70 percent
depleted.

This re-regulation will also give larger producers a
competitive advantage over smaller producers when it comes to
getting necessary facilities installed. For instance, larger
producers have the financial ability to carry an inventory of
wellhead compressors to service wells in need of lower pressure
while the smaller producer awaits the time consuming, bureaucratic
regqulatory process of getting rates approved that allow for the
installation by a regulated gatherer. While the small producer is
hindered by this process, the large producer is producing the gas.
| The pressure decline has also impacted irrigators and other
consumers who derive service from the gathering systems. That
service, however, is in fact, regulated by the KCC both as to price
and service, since it is provided by utility firms that have a

utility obligation to serve. Unfortunately, there seems to be a
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mind set that regulating gathering systems will somehow solve that
problem.
éathering systems in such mannér as to effectively conver£ them
into local distribution utilities, which would force the conversion
of facilities used to prepare gas for market 1into facilities
capable of providing marketable gas at any point, thus requiring
uneconomic investment and unlawfully depriving the gatherer of his

property rights. Specifically, we fault this bill in the following

particulars:

1. New Bection Two: The determination of utility status
would be the subject of protracted and expensive hearings
given the vagueness and speculative nature of the
standards. Presumably, the fiscal note for this aspect
of the proceeding would not be insignificant. Obviously,
it would be very costly to the litigants, as well as to
the regulatory body.

The utility designation would apparently be applicable
to existing facilities notwithstanding the fact that
those facilities were constructed under long term
agreements as a result of negotiations between the
producer and the gatherer. The economics of the
transaction were determined when the investment was made
based upon the risks and rewards for both parties.
Unlike the Task Force Bill, Senate Bill SB 148 which
specifically provides in Section 2 (d), "nothing in this

act shall be construed or authorize the commission, to

5

It appears to be the intent of this bill to regulate
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amend or otherwise affect any contractual obligations
between the gatherer and the complainants or rights which
may otherwise exist." The sanctity of contract principle
is present in the Oklahoma Act, but is totally ignored
by HB 2332.

2. New 8ection Four: The gatherer is required to file

with the KCC rates paid for natural gas purchased, "by

_the person at the wellhead." In most instances the

gatherer does not purchase the gas at the wellhead and
is without knowledge of what rate is paid for the gas.
K.S.A. 79-4220 provides that the first purchaser is
required to report market value of the gas at the
wellhead  to the revenue department for severance tax
purposes. optionally, the operator may do so. The
gatherer is simply not involved in that transaction under
may contracts. Additionally, the rate changes monthly
or even daily in many cases, s0 how could this provision
even be meaningful or helpful? While reserve and well
performance data is critical in determining the
apprepriate gathering rate it is the producers that have
this data related to the characterist;cs of the gas.
Gatherers don't. The Bill is seriously flawed if the
producers are exempted from providing performance,
reserve and other data necessary for meaningful review
of the gathering contract. Interestingly, the gatherers

are subject to fines, but producers and marketers upon

6
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their failure to file the wellhead prices, as regulated
by Section 8 are not.

Section 4 also requires filing of processing agreements.
is discriminatory because not all gatherers have
processing facilities and not all processors have
gathering facilities. Furthermore, all processing
facilities are different and have different capabilities,
Processing economics are sensitive to the relative values
of several commodities. Filing of agreements is simply
not useful. Processing is an extremely competitive
business. There has been absolutely no showing of
necessity or need of legislation of this activity.

This Section, as well as new Section 8, requires filing
of prices paid at the wellhead for natural gas. Control
of wellhead pricing of the federal government was an
unmitigated disaster that lead to the gas shortages of
the early 1970's, that ultimately lead to paradox of $.20
gas in Kansas Hugoton, vs. $7.00 gas in Wyoming. If the
posting of prices was intended to lead us back to
wellhead to burner-tip regulation, assuming that such
could be done constitutionally, Kansas would be taking
a giant step backward totally out of sink with the other
producing states. The required filing of all rates
relating to gathéring is unrealistic for the following

reasons:

This

(a) A gathering rate posting, by itself, is almost

47
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meaningless because of incomparable facility
requirements, well characteristics and contract terms on
a well by well basis.

(b) Each negotiated contract is unigue, not only from
differing requirements and economics, but from
competitive pressures and differing circumstances such
as the potential availability of additional volumes from

 the particular producer involved,

(c) Most gathering contracts have confidentiality clauses
to protect the proprietary interests of both parties.
We could not unilaterally release such information and
obtaining the producer consent would, we believe, be
purdensome and extremely difficult.

(d) The information only becomes important if a
dispute exists. Filing of all contracts and rates would
pe a costly, time consuming burden on gatherers,
producers and regulators. Approximately 90% of volumes
we gather in Kansas are flowing under contracts which
were negotiated without the posting of prices having been
required.

Nev Bection 5: Subsection (a) requires the.gathering
system to accommodate the gas irrespective of quantity
or quality, which was not a requirement of FERC
jurisdiction. Presumably, the gatherer could be required
to make uneconomic investment, accept gas with such

impurities as to endanger human health or impair the
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ability to serve existing shippers, with such access to

be determined by a vagueness and subjective standard of

vunjust” and unassociated with "discriminatory or unduly

preferential conditions". Likewise, the standard for

determining the level of the fee or service or practice

in connection with such service has the same infirmity.

This section contrasts with the Oklahoma law which

provides an open access exemption if,

1'

the natural gas cannot be reasonably carried by

the gatherer;

an extension or expansion of facilities would be
required;

there is another gatherer of natural gas that is
willing to gather or that can gather natural gas more
conveniently;

the gathering of such gas could reasonably be
expected to have a material adverse effect on safety
or on service to existing customers or on the
operation of or recovery of any processing facility;
the gas does not satisfy the minimum standards for
quality, for energy or recoverable hydro-carbon
content consistently applied by the gatherer of that
system; or that

such gathering is inconsistent with an existing
contract which governs the gas of the person seeking

gathering.
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Additionally, the Oklahoma law allows its regulatory beody

to exempt a gatherer, "for such other good cause" as it

may be determine by rule or in the particular case. 1f

a gatherer is not exempt under the statute, one of those
six basis apd if the commission makes the additional
findings that competitive conditions de not exist and

that the producer is not bound by a valid contract

~ governing gathering fees, the Commission may then

determine a fee that would result from arms-length
bargaining in good faith in a competitive market between
parties of equal bargaining power. Rdditionally, the
Oklahoma statute requires the Commission to consider all

economically significant factors, a number of which are

spelled out, in arriving at the gathering fee. The total

lack of exemptions and a meaningful standard in HB 2332
would lead to exhaustive litigation over the contention
that it is essentially an unlawful taking of private
property without due process. It is unbridled government
intrusion at its worst.

New Bection 6: This section authorizes the commission,
without complaint, to initiate action on its own in
subsection "a". Subsection "b" permits initiation of
proceedings by any "... person impacted by the terms
imposed by a gas gathering system operator...." The
broadness of those entitled to initiate action could

presumably result in advocacy group harassment for

10
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heavy-handed regulation envisioned by this Bill would,
we believe, significantly increase cost of gathering
service, drive the lesser capitalized systeus out of
pusiness, lessen competition and lessen the ability to
even make the investment that is required to deal with
the declining fleld pressures from our very mature gas
fields. Additionally, investment in facilities to serve
new fields would be discouraged to the point of stopping
exploration for gas in areas remote from existing

gathering facilities.

We believe that the gcal should not be to create an all-

powerful and all-knowing regqulatory body on the state
level, but rather to encourage producers and gatherers
to solve their problems themselves, and we believe that
the Oklahoma model provides a compelling contrast to the
provisions of this bill. Unlike Oklahoma, the
complainants under this bill are not reqguired to make a
prima facie showing of harm to invoke the heavy hand of
regulation. They only have to show that, "competitive
market conditions do not exist®. (Section 2 (a),
coupled with the elusive prospect that "gas gathering
services are not likely to be effectively and efficiently
furnished...." which conditions exist any time a well in
a remote area is obtained. Presumably, if you were so
unfortunate as to have a gathering system in the general

area you would be subject to imposition of utility status

11
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on your system with the requirement of extending
facilities to acconmodate the new well, no matter how
uneconomic the project, 80 long as the producer could
establish it would be "unjust" for you to not provide the
service. Obviously, such a scenario would result in
either subsidization of such service by other producers,
consumers or the state or the gatherer would simply sell

his system or go out of business.

section 6(d) is most troublesome. NO standard or method is
set for determining a fee or term. What about existing contracts
or contracts which may nave restructured for settlement agreements
or from the dedication of reserves from other areas. For exanple,
if a gatherer agreed to a lower rate because of receiving the
penefit of dedicated reserves from other areas from a particular
producer, why should a third party penefit from such lower rate?
obviously, average rates or uniform rates don't fit the variety
existing in this competitive market.

In summary, this Bill is over-kill and is so misguided to be
incapable of amendment to convert it to any sort of a reasonable
approach to the undetermined problems that might exist in the
industry. We have distributed a review of the Task Force study
attempting to respond to the major concerns invelved in the study.
Ggiven the dearth of actual producer complaints and the experience
in Oklahoma and Texas that we have recited, we would urge you, as

an alternative to this Bill, to adopt the distributed Resolution

12
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which recommends that the KCC determine and document the real
extent of the gatherihg'problems and informally mediate resolutions
to those complaints which héve merit.

Respectfully submitted,

Bill Gifford, Vice President
PanEnergy Field Services, Inc.
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First National 0il from San Diego, California.

that,

REVIEW OF TASK FORCE HEARINGS
(attachment to PanEnergy Field Services Statement)

QUESTION: How many producers of natural gas presented
testimony during the task force study?

ANSWER: There were three witnesses associated directly
with the production of natural gas. Tracy Carlile
presented a statement in behalf of Mobil at the Liberal
hearing stating that Mobil has a 400 well gathering
system with only 7 wells involving third party gas.

Dale Lollar, President of Midwest Exploration of Liberal,
that operates 34 wells in Kansas cited the disparity in
gas gathering rates for wells operated by Midwestern,
ranging from $.1658 cents for gathering and fuel for
wells connected to the Enron system to $.56 for wells on
a system in Morton County now owned by a subsidiary of
PanEnergy. He further stated that the Colorado
Interstate system is an alternative that he considered,
but notwithstanding their gathering fee of $.20 he
declined because of a "better market" on the Panhandle
system. In fact, the gas is purchased by Panhandle Field
Services under a posted index price ($4.10 for January
1997) 1less the charges enumerated in his testimony,
netting Mr. Lollar's company $3.60 per mmbtu less actual
compressor fuel cost in January. The charges enumerated
include costs to move the gas through PanEnergy's system
and a system owned by Anadarko Petroleum. The cost to
move the gas through Anadarko including the fuel charge
is simply a pass through of the exact charge made by
anadarko. Thus, Mr. Lollar's gas is flowing through two
systems and, as a result, is charged by each. Both
companies are incurring costs to provide their respective
service and both should be compensated.

The third witness was Montgomery Escue, Vice President of

"Panhandle Eastern raised my gathering fee
from 16.5 cents in October 1995 to approxi-
mately 33 cents as of this date (9-18-96).

All of this took place while the KCC remained
silent."”

First, Mr. Escue's gathering rate during October 1995 was
22.21 cents plus fuel rather than 16.5. We believe Mr.
Escue is actually referring to October 1994. Mr. Escue's
16.5 cents which he was charged in October 1994 was a
discounted rate from Panhandle's FERC authorized rate of
22.21 cents. In addition to the 16.5 cents, there was
a fuel charge of 0.25 percent, which was less than actual

Mr. Escue testified

414



usage. Because of declining field pressures PanEnergy
was required to invest approximately $3.7 million for
additional lines and compression in the Plains, Meade and
Massoni area where Mr. Escue's gas is gathered. As a
result of this installation in early 1995, a reduction
of the pipeline line pressure from approximately 180 to
approximately 60 psig was achieved and producers
benefited. To compensate for this increased level of
service, the discount was eliminated on Mr. Escue's
deliveries, as well as others throughout the entire area.
In January 1996 the fuel charge for all default service
was increased to reflect actual experienced usage.

First National has been involved in litigation with PanEnergy,
resisting the spin down of its gathering facilities to
Panhandle Field Services which culminated in an adverse
decision by the Tenth Circuit of the United States Court

of Appeals, issued December 23, 1996. The Court found
that First National did not have standing to bring its
Petition because it had not been "aggrieved" by the FERC
orders granting Panhandle's spin down.

"We find no evidence in the record that First National has
suffered, or will unavoidably suffer, an econcmic injury

as a result of the Commission's orders. First National
was not a gathering customer of Panhandle prior to the
spin down, and it is not now a gathering customer of
Field Services. Instead, First National continues to
sell its gas to independent marketers and, under the
default contract, these marketers continue to receive the
same gathering rates and services from Field Services as
they previously received from Panhandle."

2. QUESTION: Were any specific examples of "abusive monopoly
practices" cited by any of the witnesses appearing before the Task
Force?

ANSWER: Obviously, "abusive monopoly practice" is not
an objective term easy of determination. Presumably, Mr.
Lollar would contend that the rate disparity in itself
would indicate such a practice as to the highest rates.
On the other hand, the gatherers contend that the quality
and location of gas were determinative of the rate and
that the rates are under existing contracts. In any
event he has explored alternatives but in the instance
of his primary complaint, the Morton County system, he
determined that access to a good market outweighed
switching to a cheaper gathering rate. The facts
presented do illustrate the complexity and difficulty of
requiring the Commission to determine which regulatory
track, if any, would be appropriate. No doubt an
extensive and expensive time consuming hearing would

2



first be required to determine l) the existence of
competition in the area 2) whether the facts constitute
"an abusive monopoly practice" and 3) whether
discriminatory or "unfair" treatment has existed to
enable commission remediation .and 4) whether the
relationship exists under existing contract precluding
consideration.

3. QUESTION: Are there gathering facilities in Kansas that have
not been subject to regulation in the past that would be under this
Bil1l?

ANSWER: Although K.S.A. 66-104 and 66-105 have always
had the potential for regulation of intrastate gas
gathering, in practice the Commission has not invoked the
statutes, presumably from a lack of complaint or from
the impracticality of trying to regulate such facilities
on a cost of service rate making basis. Keep in mind
there are some 9,000 miles of gathering lines in Kansas
with an estimated 250 operators, including brokers and
marketers. Yes, there are numerous producer/gatherers,
and independent intrastate gatherers, who in practice
have not been regulated that would be subject to
regulation under this legislation. This would include
OXY, Mesa, Anadarko, Amoco, Mobil and numerous smaller
independent producer/gatherers as well as independent
gathering systems located throughout the gas producing
areas. A new regime of regulation would now be imposed
on a significant part of the industry.

5542 QUESTION: Why did the interstate pipelines spinoff or spin
wn their gathering facilities?

ANSWER: After FERC required the "unbundling" of all
services involved in the supplying of gas from the
wellhead to the burner tip and the effective abandonment
of pipeline's historic merchant function of buying and
selling gas, the ©pipelines were pitted against
unregulated intrastate gathering systems at a competitive
disadvantage. By spinning down the gathering facilities,
the gathering companies were no longer subject to FERC
jurisdiction and were free to compete with the
historically unregulated intrastate gatherers, that had
been free to "cherry pick" the desirable wells, based
upon the inability of the interstate gatherers, to offer
a competitive rate since they were bound under FERC to
a rate structure utilizing average rates for all wells,
be they high volume rich gas or marginal gas devoid of
hydrocarbons. Additionally, deregulation, resulting from
the spin down, gave the gathering affiliate, the needed
flexibility, in the providing of compression and other
producer desired services to secure his gas.

3
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5.

shippers.

In short, the spin down permitted competition on an equal
basis with the intrastate gatherers, representing at
least 70% of all gas gathered in the United States, which
had historically, in practice, been unregulated by either
federal or state authority.

QUESTION: FERC required the spun down gatherers from the
Interstate systems to offer a two year "default" contract basically
keeping in tact their gathering arrangements with existing
Does the expiration of those contracts pose a valid

reason for enactment of legislation?

6.

QUESTION:

ANSWER: No. Testimony before the Task Force was, for
example in the instance of XN, they had no default
contracts as they were able to negotiate agreements with
all shippers and in any event the two year term has
expired without incident. PanEnergy testified that they
are honoring the default agreements that are in existence
and in fact have offered producers a five year extension
under the same terms and provisions. Pipeline gatherers
generally testified that competitive conditions are
prevalent in the area of their operations; that there is
no incentive for them to decline access or transport
inasmuch as they totally rely on volume for the economic
viability of their operation. They have every incentive
to keep their systems as full as possible and to treat
all shippers fairly in an effort to maximize values and
avoid subsidization by one shipper of another. Uniform
rates are not practical because of the enumerable
differences in the requirements and gas gquality and
quantity which varies from well to well.

ANSWER: Witnesses estimated that the Hugoton field is
70% depleted, pressures have declined from a virgin
pressure of over 400 pounds to less than 100 pounds
currently, which necessitates large investment in
compression in order to permit entry of gas into the
transmission system, which must be covered by increased
gathering rates. This added investment is essential as
a continued viability of the systems and in order to
prevent premature abandonment of production. The added
cost and lack of flexibility imposed by regulation
constitutes an unnecessary deterrent. Ironically, the
lowering of pressures for the benefit of the producer
impairs the ability of irrigators to get gas from the
wellhead or gathering systems, directing his frustration
at the gatherer trying to satisfy the needs of its
producer/shipper. This frustration was also evident at
the Liberal hearing.

Why have some increases in gathering rates occurred?

-1



QUESTION: Why is "price transparency" unrealistic, i.e. Why
ouldn't the gatherers file their rates with the Kce?

ANSWER: A gathering rate posting, by itself, is almost
meaningless because of incomparable facility and well
characteristics. :

Each negotiated contract is unique, not only from
differing requirements and economics, but from
competitive pressures and potential availability of
additional volumes from the particular producer involved.

Most gathering contracts have confidentiality clauses to
protect the proprietary interests of both parties. We
could not unilaterally release the information.
Obtaining producer consent would be burdensome and
extremely difficult.

The information only becomes important if a dispute

exists. Filing of all contracts or rates would be a
costly, time consuming burden on gatherers, producers and
regulators.

If information is the key to competition, then all
relevant data to the complete transaction, from the
producer's well characteristics and reserves to the end
user should be required. The underlying economics of the
transaction are required for meaningful regulation.
Historically, producers have resisted releasing such
information and certainly have not desired regulation of
wellhead prices.

G-
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‘Mr. Chairman, Members of the Committee:

My name is Ron Hein, and [ am legislative counsel for MESA. MESA is one of the
nation’s largest independent natural gas producers and currently has approximately 65%
of its natural gas reserves in the state of Kansas.

MESA strongly opposes HB 2332.

First of all, MESA strongly objects to turning gas gathering systems into "public
utilities” under new Section 2 of the bill. With regards to companies such as MESA, the
gas gathering system which MESA installed to gather their own gas was not paid for by
rate payers under a public utility law that would permit a reasonable return on capital
investment, but was installed by MESA utilizing its own private dollars. To now subject
that gas gathering system to public utility oversight, including the possibility of having
rates set which would not adequately compensate the producer/gatherer for the services
being rendered to the well operator, constitutes an unreasonable and unlawful
confisecation of private property without just compensation. In addition, MESA does not
specifically charge for the transportation of natural gas along its gas gathering system,
and therefore the language providing for the establishment of "rates" is totally non-
applicable to MESA, since there are no specific rates being charged for the transportation
of the gas.

A Task Force on Gas Gathering was created to deal with an issue created when the
Federal Energy Regulatory Commission (FERC) decided no longer to regulate gas
gathering. This left certain pipelines which had been previously regulated with no
regulation. Some feel that those pipelines should be regulated at the state level. MESA
was not originally regulated by FERC, and sees no reason why their gas gathering system,
which was built with MESA’s private dollars, should now be subject to regulation. The
pipelines which were originally regulated by FERC were allowed to recover from rate
payers the costs of construction of the pipeline system.

New Section 4 requires gas gatherers to file "rates paid for natural gas purchased
by the person at the wellhead". Once again, MESA is not a party to the contract between
the purchaser and the producer who wishes to utilize MESA’s processing plant.

Howse Utiliies
& -a\=a"] -
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Therefore, this requirement places the responsibility upon the wrong party. It is also
MESA’s understanding that such information is already recorded and made available to
the Department of Revenue by either the purchaser or the seller, due to the requirement
for collection of severance tax and also for the determination of property tax by the local
tax assessor. To require another bureaucracy to duplicate this information is not only
bad government, but is costly and inefficient.

New Section 4 (a)(2) requires filing copies with the Commission of "all rates
charged for transportation, processing, manufacturing or other services...". MESA does
not establish written rates for processing charges, which are, once again, in MESA’s case,
generally competitively negotiated. In most instances where MESA is attempting to get a
producer to utilize our processing plant, we are in competition with another gas gatherer,
since there is significant competition in the Hugoton Field. MESA does not desire to
publish the contracts that they have entered into for competitive reasons. By having
competition in the industry, it enables the independent producer to get the lowest price
for the cost of processing. The agreement between MESA and the independent producer
is a win/win. The producer will pay a fee which is less than the additional value that
their natural gas will bring after being processed in the MESA plant.

In addition, the terms that are negotiated with an individual producer are
dependent upon the quality of the gas, the amount of nitrogen, hydrogen sulfide, carbon
dioxide and water in the gas; upon the volume and pressure of the individual well; and
the competitive prices in the area.

With regards to new Section 5, that prohibits the gas gatherer from denying
access, the gas gatherer needs to have some protection for the benefit of existing gas
producers who are utilizing the gas gathering system. If the operator who requests access
has a well with gas that contains high levels of nitrogen, carbon dioxide, hydrogen
sulfide, water, or other contaminants, to permit access of that operator’s gas would
contaminate the gas of other producers utilizing the system.

Although MESA opposes HB 2332, and feels that the amount of overregulation
required is not justified at this time, we have proposed amendments in the balloon
attached to this testimony which would eliminate our opposition to the bill.

If the House Utilities Committee feels that some sort of regulation is necessary,
MESA would strongly encourage a light-handed approach, which would address concerns
of the aggrieved party at minimal expense to both the individual producer as well as the
gas gatherer. MESA would encourage the Legislature to adopt the provisions of SB 148
with the proposed amendments set out in the second attachment to this testimony.

Thank you very much for permitting me to testify, and I will be happy to yield to
questions.
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By Committee on Utilities

2-12

AN ACT concerning oil and gas; relating to natural gas gathering systems;
providing for regulation of certain entities; concerning certain natural
gas public utilities and common carriers; amending K.S.A. 1996 Supp.
55-150 and repealing the existing section.

Be it enacted by the Legislature of the State of Kansas:

Section 1. K.S.A. 1996 Supp. 55-150 is hereby amended to read as-

follows: 55-150. As used in this act unless the context requires a different
meaning:

(a) “Commission” means the state corporation commission.

(b) “Contractor” means any person who acts as agent for an operator
as a drilling, plugging, service rig or seismograph contractor in such op-
erator’s oil and gas, cathodic protection, gas gathering or underground
natural gas storage operations. ‘

(c) “Fresh water” means water containing not more than 1,000 mil-
ligrams per liter, total dissolved solids.

(d) “Gas gathering system” means a natural gas pipeline system used
primarily for transporting natural gas from a wellhead, or a metering point
for natural gas produced by one or more wells, to a point of entry into a

main transmission line! but shall not mean or include: (1) the gatheriag

of natural gas predueed from wells owned and eperated by the gatherer
and where the gathering system is used exelusively for its ewn private
purpeses; (2} Lead lines from the wellhead to the connection with the
gathering system which are owned by the producing eatity person; and
(3} (2) gathering systems used exelusively for injeetion and withdrawal

from baturel ges sterege fields under the jurisdiction of the federal energy

regulatory commission. . ... L : , _

(e) “Operator” means a person who is responsible for the physical
operation and control of a well, gas gathering system or underground
natural gas storage facility. . . . . .

(f) “Person” mieans any natural person, partnership, governmental or
political subdivision, firm, association, corporation or other legal entity.
(g) “Rig” means any crane machine used for drilling or plugging
wells. :

(h) “Usable water” means water containing not more than 10,000

or a gas processing plant immediately connected into a main
transmission line
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milligrams per liter, total dissolved solids.

(i) “Well” means a hole drilled or recompleted for the purpose of:

(1) Producing oil or gas;

(2) injecting fluid, air or gas in the ground in connection with the
exploration for or production of oil or gas;

(3) obtaining geological information in connection with the explora-
tion for or production of oil or gas by taking cores or through seismic
operations;

(4) disposing of fluids produced in connection with the exploration
for or production of oil or gas;

(5) providing cathodic protection to prevent corrosion to lines; or

(6) injecting or withdrawing natural gas.

New Sec. 2. The term “public utility” as used in K.S.A. 66-104, and
amendments thereto, and the term “common carriers” as used in X.S.A.

66-105, and amendments thereto, shall not include a gas gathering sys-
tem, as defined in K.S.A. 55-150, and amendments thereto,Junless 5e

commission, upon application or complaint, and after notice and hearing,
determines that:

(a) Within the area of service or proposed service of such gas gath-
ering system, competitive market conditions do not exist; and

(b) gas gathering services are not likely to be effectively and effi-
ciently furnished unless a certificate of necessity and convenience and
exclusive market territory is granted, with rates and practices established
by the commission as in the case of other public utilities or common
carriers. -

New Sec. 3. As used in sections 3 through 9:

(a) “Commission” means the state corporation commission. Delete
(b) “Gas gathering services” means the gathermg[:r preparahog—gf——_—_ﬁ.

natural gas for transportation, whether such services are performed for
hire or in connection with the purchase of natural gas by the gatherer.
(c) “Person” means any natural person, partnership, governmental or
political subdivision, firm, association, corporation or other legal entity.
New Sec. 4. - (a) Each person offering gas gathering services in this
state shall file with the commission copies of: (1) Rates paid for natural
gas purchased by the person at the wellhead; (2) all rates charged for
transportation, processing, manufacturing or other services offered by the

- person before natural gas enters a pipeline under the jurisdiction of the

federal energy regulatory commission; and (3) such data related to the
characteristics of the gas purchased or handled by the person as the com-
mission determines reasonably necessary. The commission may adopt
reasonable rules and regulations prescnbmg the form and filing of such
rates, schedules and data.

(b) Upon notice and an opportunity to be heard in accordance w1th'

L Delete

5-4
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the provisions of the Kansas administrative procedure act, the commission
may impose an administrative fine on any person for failure to file any
rate, schedule or data as required by this section and rules and regulations
of the commission. Such fine shall not exceed $100 for each day the rate,
schedule or data remains unfiled as required or an aggregate amount of
$10,000, whichever is less.

{c) Rates, schedules and data filed pursuant to this section shall not
be used by the commission to order a change in any rate except in a
proceeding pursuant to section 6.

New Sec. 5. (a) No person offering gas gathering services in this
state, or facilities essential to provision of such services, shall deny access
to any person seeking such services or facilities, in a manner that is unjust,
unreasonable, unjustly discriminatory or unduly preferential.

(b) No person performing gas gathering services shall charge a fee
for such services, or engage in any practice in connection with such serv-
ices, which is unjust, unreasonable, unjustly discriminatory or unduly
preferential.

New Sec. 6. (a) The commission, in its discretion, may at any time
review a fee, term or practice being used by a gas gathering system op-
erator to ascertain whether a violation of section 5 has occurred.

(b) Any consumer of gas gathering system services, or any other per-
son impacted by the terms imposed by a gas gathering system operator,
may request the commission to investigate and initiate proceedings to
review a fee, term or practice being used by a gas gathering system op-
erator. As a condition to formal commission action, the person requesting
commission action must first file an application that includes:

(1) A statement that the complainant has presented the complaint, in
writing, to the gas gathering system operator and included a request for
a meeting with the system operator to discuss the matter;

(2) a copy of the document described in subsection (b)(1);

(3) a statement that the requested meeting took place or the system
operator refused to meet with the complainant;

(4) detailed factual statement mdncatmg how the fee, term or practice |

violates section 5; and
(5) a statement of the precise remedy being requested that will make
the fee, term or practice consistent with the provisions of section 5.

(c) The commission may resolve the complaint by use of an informal

procedure established by the commission pursuant to rules and regula- -

tions adopted by the commission or the commission may conduct a formal
hearing and take evidence as necessary to determine the merits of the
complaint. If the commission uses an informal procedure and the com-

plaint is not resolved within 60 days after the complaint is filed, the com-.
mission shall conduct a formal hearing on the complaint. The hearing .

No gas gatherer shall be compelled to provide access to any gas well
where the characteristics, the volume, or the pressure of the gas
would contaminate gas already utlhzmg the gathering system or
would force the gatherer to spend additional funds to remedy any
such defects.

1—-(6) a copy of the analysis of the complainant’s gas, including

nitrogen, carbon dioxide, hydrogen sulfide, water, and any other
contaminants content; the amount of volume and the amount of
pressure.
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shall be conducted and notice given in accordance with the Kansas ad-
ministrative procedure act. Upon such hearing, the commission shall have
authority to order the remediation of any violations of section 5, to the
extent necessary for remediation as to the aggrieved person with respect
to the particular violation. '

(d) In evaluating a fee or term, or in establishing a reasonable fee or
term, the commission is not required to engage in cost-of-service rate-
making or any other form of ratemaking. Instead, the commission can
employ any form of analysis and remedy that is designed to accomplish
the goals of this act while respecting the legitimate property interests of
the gas gathering system operator.

(e) The commission shall maintain a publicized telephone number to
facilitate the filing of informal complaints pursuant to subsection (b).

() The commission shall adopt such rules and regulations as the com-
mission determines reasonably necessary to prevent abuse of the com-
plaint procedure provided for by this section. Such rules and regulations
shall include provisions to prevent delay of the proceedings that may
damage a party’s ability to pursue or defend the complaint.

New Sec. 7. The commission may adopt such rules and regulations
as the commission determines necessary to improve market competition
in, improve access to or protect the public interest in gas gathering serv-
ices.

New Sec. 8. (a) Each person selling natural gas directly to a con-
sumer from the wellhead before the gas enters a gathering system shall
file with the commission all prices for such sales. The commission may
adopt reasonable rules and regulations prescribing the form and filing of

rices. .

(b) The commission may exempt natural gas sold directly to a con-
sumer from the wellhead before the gas enters a gathering system from
rate averaging or pricing systems that apply to gas sold from a gas gath-
ering system. - : .

New Sec. 9. In any retail natural gas service area where the com-

- mission has granted a certificate of convenience and necessity to sell nat-

ural gas at retail from a gas gathering system, the commission may issue
other certificates of convenience and necessity to make such sales in such
area. A person purchasing natural gas or gas gathering services from a gas
gathering system operator in a retail natural gas service area where the

. commission has issued more than one certificate of convenience and ne-

cessity shall not be assessed an exit fee for electing to purchase natural
gas or gas gathering services from another gas gathering system operator.
- Sec. 10. :K.S.A. 1996 Supp. 55-150 is hereby repealed.

Sec. 11. This act shall take effect and be in force from and after its
publication in the statute book.-.. . -

56
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AN ACT concerning oil and gas; relating to natural gas gathering systems;
providing for regulation of certain entities; concerning certain natural
gas public utilities and common carriers; amending K.S.A. 1996 Supp.

55-150 and repealing the existing section.

Be it enacted by the Legislature of the State of Kansas:

Section 1. K.S.A. 1996 Supp. 55-150 is hereby amended to read as
follows: 55-150. As used In this act unless the context requires a dilferent
meaning:

(a) “"Commission” means the state corporalion commission.

(b)  “Contractor” means any person who acts as agent for an operator
as a duilling, plugging, service 1ig or'seismograph contractor in such op-
erator’s oil and gas, cathodic protection, gas gathering or underground

-natural gas storage operati()ns.

(¢} “Fresh water” means water containing not more than 1,000 mil-
ligrams per liter, total dissolved solids.

(d)  “Gas gathering system” means a natural gas pipeline system used
primarily for transporting natural gas from a welllead, or a metering point
for natural gas produced by one or more wells, to a point of entry into a

main transmission line! but shall not mean or include: (1) the gathering
of natural gos predueed from wells ewned and eperated by the gatherer
nnd where the gathering system is used exelusively for its ewn private
purposes; {2} Lead lines from the wellliead to the connection with the
gathering system which are owned by the producing entity person; and
(3) (2) gathering systems used exelusively for injeetion and withdrawal
from natural gas storage fields which remain jurisdictional to the federal
energy n'gululmy commission. ]

(e)  “Operator” means a person who s responsible for the physical
operation and control of a well, gas gathering system or underground
natural gas storage facility.

(D “Person™ means any natural person, partnership, governmental or
political subdivision, firm, association, corporation or other legal entity.

(g) “"Rig” means any crane machine used for drilling or plugging

wells.
(h)  “Usable water” means water containing not more than 10,000

or a gas processing plant immediately connected into a main
transmission line
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milligrams per liter, 1otal dissolved solids. K

(i) “Well” means a hole drilled or recompleted for the puipose of:

() I'roducing oil or gas; ;

(2) injecting fInid, alr or gas in the ground in connection with the
exploration for or production of oil or gas;

(3)  obtaining geological information in connection with the explora-
tion for or production of oil or gas by taking cores or through scismic
opernations;

(4)  disposing of {luids produced in connection with the exploration
for or production of oil or pas; .

(5) pmvi(ling cathodic proteclion to prevent corrosion to Hnes; or

(6) injecting or withdrawing natural gas.

New Sec. 2. The term “public utility” as used in K.S.A. 66-104, and
amendments thereto, and the term “common carriers” as used in K.S.A.
66-105, and amendments thereto, shall not include a gas gatherlng sys-
tem, as delined in K.S.A. 55-150, and amendments thereto![unless the

commission, upon application or complaint, and alter notice and hearing,
determines that within the area of service, or proposed service, of such
gas gathering system, competitive market conditions do not exist and that:
() The gas gathering system has, is or is about to engage in abusive |,
monopolistic practice which is inimicable to the public interests; or
(h) gas gathering services are not likely to be effectively and effi-

ciently furnished unless a certificate of necessity and convenience and ——Delete

exclusive market territory Is granted, with rates and practices established
by the commission as in the case of other public utilities.

New See. 3.7 {aJ As used n thils section: s b
(1) "Commission” means the state corporation conunission; ] RS
(2) “gas gathering services” means the gatheringfor preparation
natural gas for transportation, whether such services are performed for
hire or in connection with the purchase of natural gas by the gatherer;
(3)  “person” means any natural person, partnership, governmental or
political subdivision, firin, association, corporation or other legal entity.
(b)  No person offering gas gathering services shall deny access to any
person secking such services in a manner which is unduly, unlawfully, or
unreasonably discriminatory or unfair,
(¢) No person performing gas gathering services shall charge a fee
for such services, or engage in any practice In connection with such serv-
ices, which is unduly, unlawfully or unreasonably discriminatoryjor tmfa{n]
Any person secking a gas gathering service who is aggrieved by reason of
any such unduly, unlawfully or unreasonably discriminatory[or unfaifjfee
or practice may file a complaint with the commission. I the commission ;,
makes a factual determination that competitive gathering conditions do \
not exist for the gathering of the complainant's natural gas, the commis-

N —

1'Delele

— Delete

— Delete
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sion may resolve the complaint by use of an informal procedure estab-
lished by the commission pursuant to rules and regulations adopted by
the commission or the commission may conduct a hearing and take evi-
dence as necessary to determine the merits of the complaint. The hearing

shall be conducted

and notice given in accordance with the Kansas ad-

ministrative procedure act.IUpon such hearing, the commission shall have
authority to order the remediation of any unduly, unlawfully or unrea-

sonably discriminatoryfor unlairfiee for gathering services, or any unduly,
unlawfully or unreasonably discrhuhmlmyl?r uulhlr]pmc(ice In connection
with such services, to the extent necessary flor remediation as to the ag-
grieved person with respect to the patticular fee or service involved.

(1}) Nothing in this act shall be construed, or authorize the comnis-
sion, to amend or otherwise afTect any contractual obligations between
the gatherer and the complainant or rights which may otherwise exist.

See. 4. K.S.A. 1996 Supp. 55-150 is hereby repealed.
|4

Sec. 5. This act shall take elfect and be in force from and after its
publication in the statute book.

Any aggrieved party as referred to in this act sha}l lfe required to
allege and prove to the satisfaction of the Commission 'that lhc.a. .
operator of the natural gas gathering system has sufficient facilities
to accommodate the complainant’s natural gas without adversely
impacting the gatherer’s ability to continue ga.lth.ering gas already
connected and in no instance shall the Commission require a
gathering operator to construct facilities; further the aggrieved party
must allege and prove that there is not another uz.itural’ gas gathering
system conveniently located to gather the complamant§ gas, that the
quality and pressure of the complainant’s natural gas will not have
an adverse effect on the gatherer’s facilities or the safety thereof; and
the complainant’s gas is of the quality and content consistent with

gas being gathered by the gathering system.

—Delete

—— Delete

(d) Prior to conducting a hearing, the Commission may atlempt to

informally resolve the complaint through a non-binding mediation
process established by the Commission pursuant to rules and

regulations adopted by the Commission.
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\ ! WOOLSEY PETROLEUM CORPORATION
107 NORTH MARKET SUITE 600 WICHITA, KANSAS 67202 (316) 267-4379

HOUSE BILL 2332 FEBRUARY 13, 1997

Woolsey Petroleum operates gas wells within a core area in south central Kansas, including Barbéi, L
Kiowa, Comanche, Ford, Pratt, Harper and Kingman counties. As a producer, we have found it
necessary to comstruct, restore, acquire and operate gathering systems in order to get our gas to a
market,

Within the past 10 years, a regulated utility has purchased most of the gathering systems and controls -
the processing facilities in the Barber County area. The producers have been advised they willno
longer be granted a discounted gathering rate. As a result, our firm has contracted to purchase a
gathering system from Mid Continent Market Center and we have agreed to construct a processing
plant near Medicine Lodge. We further plan an extensive drilling program in the south central

Kansas area.

Our project is conditioned on the deregulation by the KCC of the gathering facilities we are under =~
contract to purchase. Under our plan, in Barber County, we will be drilling, producing, transporting,. .
processing and providing usable processed gas to Barber County industries and homes. We believe - —-
that regulation will be a serious impediment to the successful operation of this gathering system.
Regulation is expensive and time consuming. It impedes the flexibility needed to respond in timely
fashion to changing market conditions. In our years of oil and gas experience, unwarranted
governmental control on a business discourages investment and dampens the entrepreneurial spirit.

The Federal regulation of the price of gas at the wellhead was a failure for both producers and

ultimately for the consumer.

HB 2332 could result in reimposing utility regulation on the system that we are purchasing. The
-absence of "competitive market conditions" and a desire to control our own destiny is the underlying
force that has brought our project about. We believe as an unregulated producer, gatherer and
processor, we will be able to offer better incentives and opportunities under negotiated contracts to
other producers in the area. Qur objective is to maximize utilization of the gathering system Wthh
has a much larger capacity than the current production requires.

In our view, the price posting and contract filing required by this Bill serves no useful purpose and
will be time consuming and costly. It raises concerns that the next step would be to con51der
reimposition of wellhead controls.

In summary, we believe that this legislation is unnecessary and untimely. Intrastate gathering has
never been regulated in Kansas, and we are aware there are over 200 gatherers and marketers active
in Kansas today that attests to a healthy arena, all without the discouraging hand of regulation.

We urge you to not impose this new regulation on our industry. .

Respectfully submitted,

WOOLSEY PETROLEUM CORPORATION =

I way“" lsey, esxdei
House Utilities
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? AN ACT concemning oll and gns; relaring to natural gas gathering sysiems;
10 providing for regulation of certain entities; concerting cortain noral
11 gas pablic utilities and cormman carriame; amending K.5.A. 1996 Supp.
]12 55-150 and repenling the existing section,

3
14 B it enacted by the Legislature of the Stare of Kansas.
18 Geotion 1. KL5.A. 1990 Supp. 55-150 is hereby amended to rend as
16 followa: 55-150, A9 used in this act unless the context requires a different
17 meaning:
1 () ™" Comumisrion” menua the stare corporation conmmizsion
19 (L) " Contractor” means any porton who acls as agent for an operntor
2U a5 a drilfling, plugping, servies rig or seismograph contracior in svih op-
11 erator's est and gas, eathodic profection, gas ga ering or wdetground
22 vadwral pag slorage operations.
23 (o) " Fresh water™ meana water containing nat more thau 1,000 mil-
24 ligeama per lter, (otal dissolved solids.
25(d) "'Gas gathenng syslem” means n nanival gas pipeling system used
20 prunanily for transporting natwal gas from o w , Or & moetering point
27 for mamral gar produced by ane or mors wells, to a point of entry info a
4% main tansauseion Jine, but shall not mean or inglude: 1) thiogathedng
29 sfnatural-gaeproduced. Som thares
I andoviers- Al gwih ORRg-LYElQR-at- serbuasi He-owg prixate
A1 purpegey; (23 Laad lines fiom the wellhead to the connoction with (he
3¢ pathedng system which e owned by te producing smsityperson; and
33071 gathering syatems wsodxclugianly jooti Mhdrawa)
34 Srom natural.porstorage Beldewider the urisdiction of the federol energy
35 regularory (!O:anl(.ti:g 4  the the owner of and any other
30 (2) " Operaton™ means a persom wha isformennible for the physical person who is
37 oporation and control of a woll, gns gathering system ar underpronnd
38 natural gas slotage facility.
32 (1) ' Permon” mesns any nutural peveon, parmership, governmente! or
AD palitieal puixtivisian, {frm, associstion, corporation oy other 1agul entity.
43 (I_'J““RI'R" means sy crane machine used for drilling or plugging
42 wells.
A3 (It) "Usable water” ucuns water conieining nol more than 10,000
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1 mlligrama per liter, total dissolved solide.

2 ?) “Well" menug o hole drilled or recomploted for the pumose of:
3 (1) Producing oil ar gas; )

4(2 lnjm:tinp,?lnid, iy or gas in the ground in counection with the
by t:xplnra(inn {iw ar }\T_\(\d‘!oﬁf.\!! nf oll oy btigy

6 (3) obtalning gealnginnl infonmation In eonnontion with the explora-
7 tion for or pruduction of ail or par bry taldng coree or through smiemic
R O*)cmiinnn;

9 (1) dirposing of fluidy praduood in coneotion with the exploration
10 for er production of m] ar gas, .

1 gfv) providing vuthodic projection (n provent eorrosion to lines; or
12 (6) mjucting or withdmwing natornl gas.

13 New Sey, 2, The term " "public utility” e ueed in X.8.A. 56-104, aod

11 mucudmenis therata, zm.g the term *“common carricrs® as used in K.S.A. J

15 66-103, and amendments thereto, shall not include a pas gatheting sys-

10 tem, a5 dsiiuotl in K 8 A.55-150, and smendments thereto, unless the

V7 sommission, npon apphication or complaint, and after nolice and henring,

15 detennines that:

19 (8) Within the atn ol service or proposed service of sueh gas gath-

20 cring pystem, competitivo market conditions do not exist; end

21 (b) gos gaibeting services are not Likely to be effactivety and effi-

22 cicntly ﬁlmiﬂhct, unlesr a ceiificate of necessity and convenience and

23 exelusive market territory s promdsd, with pates and pactices established

24 by the commission as in 1he sase of other puhlic nfilities or eommnn

A5 earriers,

26 New See, 3. Ag uasd in peotiona 3 thyrough 9:

27 (1) " Commirsion" means the state corporation commiseion.

2R (L) " Gas pathering esrvicos™ means the gwhering or prepacation of

29 natusal pax for trapsporiation, whether such garviess ave performed lor

A0 hile or in coimection with the purchase of natmal gas by the patherer.

31 () “Person” means any nalural pereon, partuerahip, governmental or

12 poliical subdjvision, firm, association, corpoation or other legal catity.

33 New Sev. 4. (2) Bach peron offeing pas pathering asrvices in this (1) Probably pre-empted by and
34 stute shall file with tha commission copies of: (1) Rates patd for natural® | prohibited by Federal law)
A0 ges pyrchased by the person at the wellhead; (2) all ratex charged for -

16 ransportation, processing, mamufacturing or other services offtred by the

37 prason bafore natural as entere a pipeline under the jurisdiction of the

38 i'odc:ml vrieagy regulalory commisgion; and. (3) such dafs related to the

32 rhavactonstics ol e was purchased on handled by the parson ag the enm-

10 migeion determines mensonably necessayy. The commission may adopt

41 rrenounble rules and mwpalations praseribing the furm and filing of such

42 vuas, schedules amnd data.

43 (b) Upou notice and an opportunity to be heard.in accordance with
HB 2332
3

1 the provisions of the Kanwms adininisteative procedute act, the commission
2 iy nupose an adininisirative fine on any person for failurs io &le an;

¥ raty, sehiedule or datk rs cequired by this section and rules md raguistions
4 ol ths commission. Such fins khall not exceed $100 for each day the rate,

5 stheduls or data remains unfiled as required or an agersgate amount of

6 310,000, whichaver 13 Jogs,

7 () Ratot, ychedulex and datn filed pyrsvant to thir asction shinll not

B be vaed hy the commisaion 10 order a change in auy rate exospt in a

% prooecding pursuanl o scction 6,

10 ew e, 5. (a) No person offering gas gathering services in this

11 staie, or facilities essential to provikion of euch serviees, shull deny aocess *
1210 amv verson secking mich eemviees Ar Pacilitime i g mgnner that s ynjvst

’7"'1';2
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1V unrcomonable, unjuerly disarinvnutory or wnduly preforentinl,

14 %b) No peraon pesfouning gus gathering seryices shall churge u for

15 far mech pervices, or engage in eny practice in connecton with guch sorv-
16 ices, whinh ik bnjust, unreazonable, unjustly discrlminator y or unduly

17 preforentia),

1B New Buo. 6. (1) The connuission, i ity diseretion, Day st any time

19 reviuw a be, Lean or practies boing used by a ges gnthering system op- _ )
20 arator to sscortain wlether a vielation of section $ has cochrred ————— and may, after notice, opportunit
21 (b) Any congumar of gas gathering syatum services, of any other per- for hearing, and finding that a
jﬁ gon. imﬂ"“f“:(w‘-‘)' the teros inposed b}j' & gag gdh'thmins W‘tmield"!“-'mwf- violation has occurred, make sucl
«J may raquost the commiesion i investlgate and initiate procsedin s Lo ;

24 reviaw a fee, tenm or prastice being usgd by a gas gaihf:lring ayelegx op- ‘”defs as may b(.e ¥ equl red 30 .
25 ewator. Asa condilion W fonnal commission action, the person requesting ~ terminate the violation and puni:

26 comimission action mnst tirst file an application that inclndes: for past viol atior) , including
2T (1) A statement that the complalnant has presented the complaint, in orders which require recompense
28 writing, (o the e gathering sysiem operalor and included aveguest for ~ to persons adversely economically

Ya meeting with the sysicm operaror to digcuss the matier, impacted by such violation.
30 (2 g a copy of the dotunent described In subsection (b)(1); J
31 (3) a stutexnent that the 1equestad meeling took place or the system
32 gprrmor retused to mest with the ccunplainmL
13 (1) detailed factusl statement indiceting how the fes, term ot practices
14 violales gection S; and :
35 (5) u rtatemont of the preclg romedy being requestsd that will make
36 the foa, 1071 or practice consistent with the provisions of section 5.
37 () "o commission may Tesolve the cowplaint by uss of an informal
34 proceduore estabilished by the commission purpuant to rules and rogula-
49 tions arlopted by tha cornmission ar the commission tmuy conduct & fortmal
- 40 hearing apd 1ake evidenes ns nee 10 determing the merits of the
1] complaint. If the comynission naes an mformal proceduve and the com-
A2 pluisl is oot resolved within 60 days after the coraplaint is filad, e comm-
?i}an}i:;‘}%m shall conduct a formal heating on the complaint. The hearing

4
I shalf ho condueted and notice given in accordance with the Kansas ad-
2 ministyative procedure act, Upon such bearing, the commission shall have

3 authority to order the remediation of any violationg of seation 5, te-the——— which remediation order may,
4m*%ﬂﬁ%ﬁm§eﬁewmmm without limitation, include
5 (ethe-partionlar violals

- b '91*"‘*9*1- ) . provisions for refund, with
g (@) In O‘r'ﬁhuhng a»‘hm-or lerm, or in cstahhsluug & rcusomable fes or interest, of any unlawful charge:
ity the commission is not reqitired to engege m cost-of-servico rate- made from and after the date of

8 waking or my other forin of ratemaking. Tnstead, the commission can

9 employ nuy form of analysis and remedy that ia designed to accomplieh
10 he poals of thie set while respecting the Icgitimais property Invevosts of
11 the yas pathering uyEtem operalor.

12 (¢) The commission shall mmintain o publicized telephone nuber to

13 facilitate the filing of informal cnmglalms pursnant to subsection (b).
14- (1) The corumisgion shiall adopt such rules and regulations as the cou-
15 mission deteamnines ronsonahly necessry (o provent abuse of the com-
16 plaiat procednre providod for by this seétion. Such rles and repulations
17 shull include movisions to prevent delay of the procecdings thal may

18 damnage & pily's ability to pursue or dafand the complaint.

19 New Sen, 7. The commission may adopt abéh rules and regulations

20 es the commisgion determinos hecessary to impove market conpetition
%}) in, mprove nceess to or pratect the public intsyest in gar gathering scry-
1) ines,

23 New Sec. 6. (a) Ench peraon selting natural gas directly tn 8 con-

24 eunier from the welthcad befors the £as enters @ gathering syctem ghall

filing of the complaint.
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26 file with the conuniesion all prices for sueh gales, The commicclon may
26 adopt reasonsble rues and regufationy prescribing the form and Aling of
27 prives,
28 (b) Tho commission may exempt natural gos eold directly to a con-
29 yumeor from the welllend bafers the gas ontors a gathering gsygtom from
20 rate averaging or priviug sysioma that apply (o gay sold from a gee prarhe
3] ering ayetom, ’
32 Now Sbi. 9. In any retnail nntura) pan porvies nrea where the com-
33 misnion has gronied a certifiente o convenivnes and nacessity 1o sell nat-
34 ural pas ar remil from a gas pethering system, the commission may lasue
35 other certificates of coyvenience end necessity to make such sales in snch
36 wen, A parsan purshasing natursl gos or gas gathering services from 8 gas
37 pullicring system operator in s retil natioral gas setvice arca where the
IR cogunission bas issued more than one certificats of conveniance and ne-
30 cegsity shall not bo assenged an exit oe for elocﬂn%t to purohase natural
40 gac or gay gathirring serviess from apother gas gnt
41 Sec. [0, K.5.A. 1996 Supp. 535-150 is hmt?' Yepealed.
42 See., 11, This vctsbdl ke effect and be o foroo foon and afler its
A4 pbfication in e etatute book.
e 2332
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iﬁhere a producer sells gas at
" the wellhead to a rural
consumer who utilizes gas
gathering and/or other
intrastate or interstate
transportation service to
cause such gas to be delivered
to his point of use, neither
the producer nor the consumer

wying system opsaloY. — shall be required to obtain a

certificate of convenience and
necessity, nor be deemed to be
in violation of the rights of
any party who holds such a

certificate.
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Testimony of Timothy E. McKee
Chair
State Corporation Commission
before the
House Committee on Utilities
February 21, 1997

Good Morning, Mr. Chair and members of the Committee. | am here
today to testify against the adoption of House Bill No. 2332.

During the 1996 legislative session Senate Substitute for House Bill No.
2041 was adopted establishing the Task Force on Gas Gathering. The Task
Force was comprised of small, medium and large producers and gas gatherers
along with representatives consisting of a County Treasurer, a representative
of the Southwest Kansas Irrigators, Association, a representative of the
Southwest Kansas Royalty Owners, independent counsel and myself.
Following numerous meetings which included hearing extended testimony from
interested parties, proposed Senate Bill 148 was adopted by the Committee.
By way of digression, | would note that for two years prior to the establishment
of the Task Force, the State Corporation Commission on its own initiative had
conducted numerous hearings in various parts of the State hearing testimony
from individuals concerning gas gathering. | am here today to voice my opinion
in opposition to House Bill No. 2332 and urge you to support Senate Bill 148.

The issue of gas gathering ranges the gamut from sophisticated systems
in Southwestern Kansas to relatively simple systems in Eastern Kansas. It has
always been the Commission's position that any approach to the regulation of
gas gathering should be of a light handed nature as over-regulation would pose
serious problems to the smaller systéms within the State.

House WA libies

9-01-4 “
AMtachment T



The Task Force which was mandated by the 1996 legislative session
produced a workable piece of legislation and to ignore their efforts would be a
great disservice to both the work performed and the product which has been
proposed.

Although we in no way support the adoption of House Bill 2332, | have
today distributed a copy of the same along with my testimony which shows
which amendments we feel should be made in the event it is eventually
adopted. Certain amendments are obvious and | will confine my comments
today to those of a more substantive nature.

New Section 4 would require that each person offering gas gathering
services file with the KCC copies of comprehensive data concerning rates for
each particular service offered as part of a gathering system and data related
to the characteristics of the gas purchased. There is no provision for additional
staffing or funding for this section. We estimate that there could be in excess
of 400 gathering systems in the State of Kansas. The number of contracts
could easily exceed 15,000 on an annual basis. The mere compilation, filing,
review and retrieval of such data would be an overwhelming burden on existing
staff. This also leads to the question of who would be required to pay for this
service. Currently the Conservation Division is funded by a fee assessment on
the production of oil and gas in the State of Kansas. Only since the 1996
Legislative Session have we been authorized to license gas gathering systems.
To expect those systems to pay the costs of this program would be excessive.
To date approximately 40 gatherers have obtained their license.

New Section 8 proposes that a person selling gas directly to a consumer
. shall file the prices for all such sales. Once again, this puts an extreme burden

on Commission staff for the cataloging of such information.

A



More importantly New Section 8 and New Section 9 merely illustrate the
confusing approach taken in House Bill 2332. The Corporation Commission
has advocated that gas gathering be regulated by the Conservation Division
under Chapter 55 of the Kansas Statutes Annotated by a simple complaint
based system like the Oklahoma statutes. House Bill No. 2332 blurs the line
between regulation under Chapter 55 Conservation and Chapter 66 Utility
regulation. This is an ill conceived approach which will be difficult to administer
and to enforce.

Oklahoma was the first State to adopt any sort of gas gathering
regulation. In the last two years they have received nine complaints. The State
of Texas has received approximately twelve complaints and FERC has receive
eleven complaints. We do not contemplate a great number of filings
concerning abusive or discriminatory practices by gathering systems. | believe
that the action contemplated by House Bill 2332 is an extremely. heavy handed
approach that is not merited at this time. This is not to say that this matter
cannot be revisited by the Legislature in the future if warranted, but at this time
a unfunded piece of legislation which confuses utility and conservation
practices goes far beyond what we feel is necessary. The Task Force was a
mandate of the Legislature. | respectfully submit to you that their work product
be considered over that proposed by House Bill No. 2332.

Thank you for taking the time to hear my comments today. |f you have
any questions, |1 would be glad to yield to them at this time.



Session of 1697
HOUSE BILL No. 2332
By Committee on Utilities
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AN ACT concerning oil and gas; relating to natural gas gathering systems;
providing for regulation of certain entities; concerning certain natural
gas public utilities and common carriers; amending K.S.A. 1996 Supp.
55-150 and repealing the existing section.

Be it enacted by the Legislature of the State of Kansas:

Section 1. K.S.A. 1996 Supp. 55-150 is hereby amended to read as
follows: 55-150. As used in this act unless the context requires a different
meaning:

(a) “Commission” means the state corporation commission.

(b) “Contractor” means any person who acts as agent for an operator
as a drilling, plugging, service rig or seismograph contractor in such op-
erator’s oil and gas, cathodic protection, gas gathering or underground
natural gas storage operations.

(c) “Fresh water” means water containing not more than 1,000 mil-
ligrams per liter, total dissolved solids.

(d) “Gas gathering system” means a natural gas pipeline system used
primarily for transporting natural gas from a wellhead, or a metering point
for natural gas produced by one or more wells, to a point of entry into a

main transmission line, but shall not mean or include: (1) the gathering
of natural gas predueed from wells owned and eperated by the gatherer
and where the gathering system is used exelusively for its ewn private
purpeses; {2) Lead lines from the wellhead to the connection with the
gathenng system which are owned by the producing entity person; and

3} (2) gathering systems used exelusively for injeetion and withdrawal
frem natural gas sterege felds under the jurisdiction of the federal energy
regulatory commission.

(e) “Operator” means a person who is responsible for the physical
operation and control of a well, gas gathering system or underground
natural gas storage facility.

(f) “Person” means any natural person, partnership, governmental or
political subdivision, firm, association, corporation or other legal entity.

(g) “Rig” means any crane machine used for drilling or plugging
wells.

(h) “Usable water” means water containing not more than 10,000
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milligrams per liter, total dissolved solids.

‘i) “Well” means a hole drilled or recompleted for the purpose of:

1) Producing oil or gas;

(2) injecting fluid, air or gas in the ground in connection with the
exploration for or production of oil or gas;

(3) obtaining geological information in connection with the explora-
tion for or production of oil or gas by taking cores or through seismic
operations;

(4) disposing of fluids produced in connection with the exploration
for or production of oil or gas;

(5) providing cathodic protection to prevent corrosion to lines; or

(6) injecting or withdrawing natural gas.

New Sec. 2. The term “public utility” as used in K.S.A. 66-104, and
amendments thereto, and the term “common carriers” as used in K.S.A.

66-105, and amendments thereto, shall not include a gas gathering sys- _

tem, as defined in K.S5.A. 55-150, and amendments theretoJunless

G ission, upon application or complaint, and after notice earing,
determin at:
(a) Within a of service or proposed-setvice of such gas gath-

ering system, competitive et condiions do not exist; and

(b) gas gathering services likely to be effectively and effi-
ciently furnished unless-aCertificate of né and convenience and
exclusive markettefritory is granted, with rates an ices established
by the mission as in the case of other public utilities mmon

€rS.

New Sec. 3. As used in sections 3 through 9:
(b) “Gas gathering services” means the gathering or preparation of

natural gas for transportation, whether such services are performed for

hire or in connection with the purchase of natural gas by the gatherer.

) "Person” means any natural person, partnership, govemmen

politicaksubdivision, firm, association, corporation or other le ntity.
New Sec: (a) Each person offering gas gatherin ices in this

state shall file with the commission copies of: (1) s paid for natural
gas purchased by the person at the wellheadiA2) all rates charged for
transportation, processing, maqufacturingof other services offered by the
person before natural gas enters gipeline under the jurisdiction of the
federal energy regulatory comariission; and (3) such data related to the
characteristics of the urchased or handlédyy the person as the com-
mission determines Teasonably necessary. The cOmuission may adopt
reasonable pul€s and regulations prescribing the form iling of such
rates, sefiedules and data.

) Upon notice and an opportunity to be heard in accordance
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rovisions of the Kansas administrative procedure act, the co Ssion |
may im an administrative fine on any person for failufé to file any

rate, schedule or
of the commission. Suc
schedule or data remains unfi
$10,000, whichever is

(c) Rates edules and data filed pursuant to ection shall not
be y the commission to order a change in any raté tina
Proceeding pursuant to section 6.

as required by this sectio tules and regulations
hall not exee€d $100 for each day the rate,
uired or an aggregate amount of
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New Sec. 5. (a) No person offering gas gathering services in this
state, or facilities essential to provision of such services, shall deny access
to any person seeking such services or facilities, in a manner that is unjust,
unreasonable, unjustly discriminatory or unduly preferential.

(b) No person performing gas gathering services shall charge a fee
for such services, or engage in any practice in connection with such serv-
ices, which is unjust, unreasonable, unjustly discriminatory or unduly
preferential.

New Sec. 6. (a) The commission, in its discretion, may at any time
review a fee, term or practice being used by a gas gathering system op-

- erator to ascertain whether a violation of section 5 has occurred.

(b)  Any consumer of gas gathering system services, or any other per-
son impacted by the terms imposed by a gas gathering system operator,
may request the commission to investigate and initiate proceedings to
review a fee, term or practice being used by a gas gathering system op-
erator. As a condition to formal commission action, the person requesting
commission action must first file an i.at includes:

(1) A statement that the complainant has presented the complaint, in
writing, to the gas gathering system operator and included a request for
a meeting with the system operator to discuss the matter;

(2) a copy of the document described in subsection (b)(1);

(3) a statement that the requested meeting took place or the system
operator refused to meet with the complainant; _

(4) detailed factual statement indicating how the fee, term or practice
violates section 5; and

(5) astatement of the precise remedy being requested that will make
the fee, term or practice consistent with the provisions of section 5.

(c) The commission may resolve the complaint by use of an informal
procedure established by the commission pursuant to rules and regula-
tions adopted by the commission or the commission may conduct a formal
hearing and take evidence as necessary to determine the merits of the
complaint. If the commission uses an informal procedure and the com-
plaint is not resolved within 60 days after the complaint is filed, the com-
mission shall conduct a formal hearing on the complaint. The hearing
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shall be conducted and notice given in accordance with the Kansas ad-
ministrative procedure act. Upon such hearing, the commission shall have
authority to order the remediation of any violations of section 5, to the
extent necessary for remediation as to the aggrieved person with respect
to the particular violation.

(d) In evaluating a fee or term, or in establishing a reasonable fee or
term, the commission is not required to engage in cost-of-service rate-
making or any other form of ratemaking. Instead, the commission can
employ any form of analysis and remedy that is designed to accomplish
the goals of this act while respecting the legitimate property interests of
the gas gathering system operator.

(e) The commission shall maintain a publicized telephone number to
facilitate the filing of informal complaints pursuant to subsection (b).

() The commission shall adopt such rules and regulations as the com-
mission determines reasonably necessary to prevent abuse of the com-
plaint procedure provided for by this section. Such rules and regulations
shall include provisions to prevent delay of the proceedings that may
damage a party’s ability to pursue or defend the complaint.

New Sec. 7. The commission may adopt such rules and regulations
as the commission determines necessary to improve market competition
in, improve access to or protect the public interest in gas gathering serv-
ices.

ew Sec. 8. (a) Each person selling natural gas directly to a con-
rom the wellhead before the gas enters a gathering syste
file withthe commission all prices for such sales. The commj

rate averaging or pricing systéms that apply“to gas sold from a gas gath-
ering system.
New Sec. 9. In any retail napafal\gas service area where the com-

¢ commission may issue
Venience and necessity to make such sales in such
asing natural gas or gas gathering sexyjces from a gas
gathering syste¢in operator in a retail natural gas service area where the
commissjefi has issued more than one certificate of conveniencé™and ne-
cessigy shall not be assessed an exit fee for electing to purchase nabura
geS or gas gathering services from another gas gathering system operator.

Sec. 10. K.S.A. 1996 Supp. 55-150 is hereby repealed.
Sec. 11. This act shall take effect and be in force from and after its
publication in the statute book.
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