Approved: February 19, 2001
Date

MINUTES OF THE SENATE ASSESSMENT AND TAXATION COMMITTEE.

The meeting was called to order by Chairperson David Corbin at 10:45 a.m. on February 13, 2001, in
Room 519-S of the Capitol.

All members were present except:

Committee staff present: Chris Courtwright, Legislative Research Department
Don Hayward, Revisor of Statutes Office
Shirley Higgins, Committee Secretary

Conferees appearing before the committee: Dick Brewster, bp
Jack Glaves, Occidental Oil and Gas Company (Oxy)
Bob Krehbiel, Kansas Independent Oil and Gas Association
Charles Wilson, BEREXCO Inc.
Senator Mark Taddiken
Bill Becker, AgraMark
Joe Lieber, Kansas Cooperative Council
Mike Beam, Kansas Livestock Association
Greg Krissek, Kansas Corn Growers and
Kansas Grain Sorghum Producers Association
Bill Fuller, Kansas Farm Bureau

Others attending: See attached list.

The minutes of the February 7, 2001, meeting were approved.

SB 51-severance taxation: concerning incremental severance and production of oil and gas,
exemption—as amended by Committee on Utilities.

Dick Brewster, representing bp, testified in support of SB 51. He noted that the bill amends a statute enacted
three years ago and that the existing statute is designed to bring incentives for bringing to the market
incremental production which occurs as the result of production enhancement projects. He explained that
incremental production (production over and above the base production of the well) is exempt from the
severance tax under the provisions of the bill for a period of seven years, if the project qualifies. In addition,
certain oil or gas brought to market by virtue of three dimensional seismic based wells is exempted. Mr.
Brewster recommended three amendments. The first amendment would clarify the definition of base
production for a gas well, the second would provide an exemption from coal bed gas production, and the third
would strike the price threshold. (Attachment 1)

As part of his testimony, Mr. Brewster distributed copies of data from the Natural Gas Supply Association
furnished by Ken Peterson, Kansas Petroleum Council. The data concerns current natural gas supplies and
what the Association feels the future holds for the natural gas market with regard to the growing demand for
natural gas. (Attachment 2) Mr. Brewster noted that, today, natural gas consumption in the United States
is between 21 and 22 trillion cubic feet a year. In the next decade and half, consumption will increase to 30
trillion cubic feet. It is estimated that the industry will spend $650 billion to keep pace with the demand for
natural gas. For this reason, the Association encourages the removal of the price threshold on the incentives
so that Kansas remains competitive with other states in attracting oil and gas investment dollars.

John Glaves, Occidental Oil and Gas Company (Oxy), testified in support of SB 51. He explained that Oxy
is one of the most active producers in the southwest Kansas area and is particularly involved in deeper
exploration ventures, which are relatively expensive and high risk. He noted that existing tax incentives have
encouraged Oxy to drill 32 wells and that Oxy particularly utilizes the exemption in extensive three
dimensional seismic, which is vital to exploration in Hugoton. He said that the exemption has resulted in over
300 applications, and as its availability becomes more generally known, it will be a continued source for new
investment capital for Kansas exploration. In this regard, he called attention to a pie chart attached to his
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written testimony, which shows the types of projects utilized by the industry, and to a list of applications filed
by independents, which was compiled by the K.C.C. He said the utilization of the exemption and the
employment of the technologies that qualify for the exemption have resulted in additional drilling and
additional production. He also called attention to a chart showing that the production of gas in Kansas has
been declining every year since 1985. He emphasized that something must be done to abate the decline. In
conclusion, Mr. Glaves said the exemption would encourage deeper drilling to discover buried stream beds
which can be very productive. He noted that the fiscal note is low, $725,000 to $750,000. (Attachment 3)

Bob Krehbiel, Kansas Independent Oil & Gas Association (KIOGA), testified in support of SB 51. He
informed the Committee that Eastern Kansas Oil and Gas Association authorized him to testify on their
behalf. He went on to state that the purpose of this exemption to the severance tax was to encourage
investment in the kinds of enhanced production cited in the statute, to increase production, to prevent waste,
and to create jobs and the associated economic activity which results. However, recent price increases above
the price limitations have eliminated the use of this incentive for exploration. Mr. Krehbiel contended that
maintaining the viability of the incremental production exemption to the severance tax is critical to the
continuance of enhancement activity in Kansas. In this regard, he cited a recent study commissioned by the
Interstate Oil and Gas Compact Commission, which indicates that such incentives pay off for the state’s
economy. (Attachment4) Mr. Krehbiel gave a copy of the study to Chairman Corbin, who indicated that
it will remain on file in his office for review by interested committee members.

Charles Wilson, BEREXCO Inc., gave final testimony in support of SB 51. He began by itemizing projects
qualifying for the exemption. He said BEREXCO saw the value of the tax incentive to re-invest cash flow
into enhancing its existing production, and he discussed statistics regarding BEREXCO’s enhancement
activity after the exemption was made effective July 1, 1998. He maintained that the exemption for
incremental production from severance taxation makes Kansas competitive for new project investments. He
commented that producers, the state, and the county economies, will all be net winners with the passage of
SB 51. (Attachment 5)

Chairman Corbin called attention to written testimony in support of SB 51 submitted by Ron Hein on behalf
of Pioneer Natural Resources USA, Inc. (Attachment 6) and Erick E.Nordling, Southwest Kansas Royalty
Owners Association (Attachment 7). There being no others wishing to testify, the hearing on SB 51 was
closed.

SB 84—Income taxation: providing a credit for investments in certain agricultural cooperatives.

Senator Mark Taddiken, testified in support of SB 84. He explained that the purpose of the bill is to assist
agricultural producers in retaining control of their products further into the processing chain, thus increasing
their potential for profit. The bill provides tax incentives to assist in raising the needed capital. It allows a
credit of 25 percent of the amount invested up to a maximum of $2,500. An investor would be able to sell
or transfer the credit if they so desired. Senator Taddiken offered two amendments. One would restrict any
single project from receiving more than 25 percent of the total yearly tax credits, and the other would reserve
10 percent of the total yearly tax credits for projects costing less than $1 million. Senator Taddiken believes
the program would not only assist rural Kansans but also would have a positive impact on the state treasury
in the long run. (Attachment 8)

Senator Lee commented that she recently received an e-mail concerning this issue from Jennifer Mathes who
served on the Governor’s 21 Century Task Force on Agriculture. Ms. Mathes stated that the task force’s
recommendation was not limited to cooperatives but included other value-added sectors in the state. Senator
Lee asked if there was specific reason for limiting the bill to cooperatives. Inresponse, Senator Taddiken said
the bill is an attempt to pass the profits to farmers or producers, and one concern with opening it up to any
business was the possibility that taxpayers would be funding some of the larger value added businesses.
Senator Lee clarified that Ms. Mathes discussed the task force’s intent to encourage individual producers to
invest in a project that could stimulate their local economies. Senator Lee will submit the e-mail with Ms.
Mathes’ suggestions at the next committee meeting for the Committee’s consideration.

Bill Becker, AgraMark, testified in support of SB 84. He explained that he is a producer in northeast Kansas
and discussed the changes he has seen in agriculture since he began farming in 1977. When he began, he
decided to add value to his crops by feeding livestock. He had a fairly large pork production facility and also
fed cattle. With the event of consolidation in agriculture and corporate livestock feeding, he decided to leave
pork production. He had to increase his crop production to offset the loss from adding value with livestock.
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Fifteen years ago when he sold livestock, he achieved approximately 50 percent of what the consumer spent
for meat. For the past ten to twelve years, he has delivered corn directly to a local corn processor, who
processes the corn into corn grits which are rolled into corn flakes. Corn flakes are sold at about $3.00 a box,
and about 15 cents of that $3.00 goes back to the producer. By no longer adding value, over time he has lost
the percentage share of what is received from the consumer.

Mr. Becker went on to say that, about four years ago, he had an opportunity to represent Farmland Industries
in the National Institute for Cooperatives in Minnesota. At that time, producers in the rural area of Minnesota
he toured were addressing the same problems with cooperatives as Kansas. One thing he noticed was that rural
development there was different from Kansas. New homes were being constructed in the rural area he visited.
He discovered that the added value in processing plants there brought value back to the producer and created
jobs. Many of the new homes were not homes for producers but were homes for contractors and other new
people moving into the area.

Mr. Becker explained that six months after he returned from Minnesota, an elevator operator in his local area
(Everest) made a decision to sell the facility, but could find no buyer. Mr. Becker was one of twenty-one local
producers and businessmen who combined resources and bought the facility. After four years, they have
approximately a 25 percent return on their investment, and the City of Everest has been revitalized. He
explained further that his group decided that it should have an organization larger than the core group in the
Everest community; therefore, they put together another cooperative that is focused entirely on marketing
crops in niche markets and bringing value back into their production. The first year, it brought back
approximately $230,000 to member owners. Recently, the group purchased a Quaker Oats facility at St.
Joseph. He feels that the Quaker Oats facility will give the group an opportunity to move up the value chain
and achieve some of the values seen in agriculture twenty years ago. Mr. Becker emphasized that one of the
keys to the Quaker Oats opportunity was the tax credit in the State of Missouri, which has a cap of $6 million,
$1.5 million per individual opportunity and a $15,000 level for an individual producer. He pointed out the
tax credit allows a producer to bring forth much more equity than if it was not in place.

Joe Lieber, Kansas Cooperative Council, testified in support of the concept of SB 84 and discussed what he
perceives to be technical problems with the language. He questioned the meaning of “economic value “on
line 21, and “eligible person” in Section 1(3). He also questioned if a traditional farm cooperative which
needs a new feed mill could sell stock to its current members to build it and if a traditional farm cooperative
could sell stock to a producer that promises to deliver a specified quantity of product consistent with a
marketing agreement. He offered an amendment to ensure that traditional farm cooperatives can be involved.
He also addressed concerns regarding how the tax credit would be divided. In this regard, he called attention
to examples of the Missouri and Oklahoma laws that address his concerns attached to his written testimony.
In conclusion, Mr. Lieber said the Committee should be aware that not all added value cooperatives are
successful. (Attachment 9)

Chairman Corbin called the Committee’s attention to written testimony in support of SB 84 submitted by
Representative Sharon Schwartz, who was unable to testify due to the fact that the House of Representatives
was in session. (Attachment 10)

Mike Beam, Kansas Livestock Association, testified in support of SB 84. He began by expressing
appreciation to Senator Taddiken and others who requested the introduction of the bill. He pointed out that
subsection (c) provides that the tax credits to be transferred to others with a state income tax liability. In his
opinion, the provision will cause more producers to participate. He commented that most marketing
cooperatives view themselves as meal providers instead of commodity producers. He noted that agricultural
marketing cooperatives are not a new concept, and followed with a discussion of examples of successful
cooperative marketing ventures (Sunkist Growers, Blue Diamond Growers, Ocean Spray, and US Premium
Beef). He believes that the best opportunity for many Kansas producers is to pursue similar marketing
arrangements. (Attachment 11)

Greg Krissek, Kansas Corn Growers and Kansas Grain Sorghum Producers Association, testified in support
of SB 84. He said one of the best opportunities that exists for Kansas’ producers involves going beyond
merely producing a generic unprocessed commodity, and the return on investment in farming pales when
compared to the returns common to the food and agricultural commodity processing industries. Mr. Krissek
discussed new Missouri ethanol plants which formed with cooperatives as part of their legal structure so that
their members could utilize a similar income tax credit available under Missouri law. He believes potential
Kansas ventures would increase in number with the availability of the income tax credit provided in the bill.
(Attachment 12)
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Bill Fuller, Kansas Farm Bureau, gave final testimony in support of SB 84. He agreed with other conferees
that the bill will provide a financial incentive for many farmers and ranchers to invest in producer owned
businesses that will add value to the crops they grown and the livestock they raise. He commented that
subsection (d) on page 2 of the bill limits the fiscal exposure to the state budget to $2 million. He said the limit
may be even more necessary today when the Legislature is dealing with a tight budget as a result of reduced
revenue collections. (Attachment 13)

There being no others wishing to testify, the hearing on SB 84 was closed.
The meeting was adjourned at 12:00 p.m.

The next meeting is scheduled for February 14, 2001.

Unless specifically noted, the individual remarks recorded herein have not been transcribed verbatim. Individual remarks as reported herein have not been submitted
to the individuals appearing before the committee for editing or corrections. Page 4
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Mr. Chairman, Members of the Committee, for the record, my name is Dick Brewster,
and I am Director of Government Affairs for bp.

First, let me express my appreciation to the Committee for the opportunity to review
Senate Bill No. 51 with you today.

Senate Bill No. 51 modifies Section 1 (b) (6) of K.S.A.79-4217. Section I (b) of K.S.A.
79-4217 is a list of exceptions to the state severance tax. Subsection (6) provides that oil
or gas resulting from certain “production enhancement projects” is exempt for a fixed
time period of 7 years.

Production enhancement projects include defined investment, or activity, that results in
“incremental” production, or production volumes that would not be obtained except for
the project -- the investment. An enhancement project also includes the initial drilling of
certain wells that bear an extra-ordinary front loaded cost, wells defined in the law as
being based on “new technology. The law exempts from the severance tax this
incremental, or additional production and production from the qualifying new wells based
on new technology. No existing production was exempted as the result of adoption of
this law three years ago.

The idea behind enactment of the measure three years ago was to encourage investment
in Kansas gas and oil production. It has done that. Jack Glaves, representing OXY, and
others who will speak with you in a few minutes will provide specific examples of
production and revenue, which have resulted from the incentives provided by this
legislation.

“Incremental production” resulting from production enhancement projects increases the
life of mature oil and gas fields, resulting in the production of more oil and gas from
those fields in the long term, and provides an immediate increase in gas or oil into the
marketplace from these areas. Wells based on new technology, wells that have an
unusually high front-end cost, can increase overall production in Kansas as well. Both
mean more jobs in Kansas, more payroll and sales tax revenue, and more property tax
revenue for the state and local governments. These revenues exceed the cost to the state
from foregoing the severance tax revenue for a period of time. And, ultimately, the state
will pick up the severance tax revenues as well.

The current law, however, has a significant problem: The severance tax exemption goes
away during any fiscal year which follows a calendar in which the average price of
Kansas gas is over $2.50 per Mcf, and Kansas crude oil sells for over $20.00 per barrel. T
surely don’t have to say that prices are now above these thresholds.



Senate Bill No. 51 eliminates these price thresholds. We recommend this action because
it is important for Kansas to be competitive with other states in attracting investment.
According to the Natural Gas Supply Association and the Energy Information
Administration, U. S. demand for natural gas will increase from the current annual level
of around 22 trillion cubic feet, to 30 Tecf in the next dozen or so years. Finding and
bringing to market adequate gas supplies will require producers to spend an estimated
$648 billion, or some $40 billion a year in the next decade and a half. All producing
areas, and potential areas will be competing for this investment. With the price caps,
Kansas remains less than fully competitive for the investment that will happen. Texas
and Louisiana have removed price caps from their investment incentives. Oklahoma is
looking at removing its incentive thresholds. The amendment that appears on page 6 of
the bill, lines 31 through 37, removes these thresholds from current law.

The amendment to current law which appears on line 11 of page 6 is intended to include
another type of well which, like 3 Dimensional seismic based wells, have an extra-
ordinary high front end cost. Specifically, provides an exception for coal bed gas
production. Unlike a typical gas well, in which water comes to the well bore as it
replaces the gas which has been produced, in coal bed production, water must first be
removed in order to get the gas to flow to the well bore. Handling this water is a very
high initial cost, and we believe this kind of incentive may help bring coal bed gas
production to eastern Kansas.

The amendment in the definition of base production, beginning at line 38 on page 4 and
going to line 6 on page 5, clarifies the determination of base production for a gas well.
The language currently in the statute was really designed to deal with oil production. The
change in the definition of base production for a gas well is needed to accommodate the
increasing number of wells in the Hugoton area that will have to have vacuum applied
wells — which have no wellhead pressure.

The essential part of the bill is the elimination of the price threshold. Increased
production and deliverability means additional property taxes to state and local
governments. Unlike many states, Kansas imposes a property tax on the value of the oil
or gas lease, and that taxable value increases as production increases. Property taxes, on
the average, are about double the severance tax for a given well or lease. And, of course,
there is the additional sales and income tax paid by the additional employees who come
with the additional activity resulting from these incentives.

Mr. Chairman, Members of the Committee, again, I appreciate the chance to review this
bill with you. I will be happy to respond to any questions. [ urge approval of Senate Bill
51 by the Committee.

Respectfully Submitted,

Dick Brewster
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Section 4: How the market works

1. Natural gas is a commodity traded in an open market

2. Highly competitive industry

3. Supply and demand cycles

4. Comparison with earlier government-controlled market

5. Government intervention would be short sighted.

Section 1: The Issues

Growing demand for natural gas

(]

The U.S. economy is strong and over time, energy demand tends to track economic
growth. Recent fluctuations in natural gas prices are the market’s way of balancing
supply and demand.

Natural gas is a clean, safe, efficient and reliable fuel. Consequently, demand from
all customer sectors is rising, particularly as a fuel of choice for new power plants.
The Energy Information Agency (EIA) forecasts demand for 2000 to increase 4.3
percent from 1999 and continue to grow 26 percent by 2010.

Weather can significantly impact demand for natural gas. The move towards gas
fired electricity generation will create year-round demand for natural gas as utilities
and energy service providers meet year-round and increasing electricity demand.

The traditional natural gas market is evolving from one that essentially meets
seasonal peak demand to one where capacity is more fully used year-round.

Recently, supply has lagged rising demand as reflected in higher prices, but natural
gas producers are working hard to bring more gas into the market.

Meeting the challenge of supplying the market

a

(]

Almost 90 percent of natural gas consumed in the U.S. is produced domestically.
Most of the remainder comes from Canada via underground pipelines.

0 The accesible domestic natural gas resource base is mature. Although it is
adequate in the near-term, significant challenges will have to be met to meet
future market demand. . The National Petroleum Council study titled Natural
Gas, Meeting the Challenges of the Nation's Growing Natural Gas Demand
(NPC Study),projects that producers will have to invest approximately $658
billion in upstream capital from 1999 to 2015 to meet demand growth for
natural gas.

Access to multiple-use government lands with high impact resource potential is



crucial for security of supply.

Drilling for natural gas declined in the wake of the dramatic fall in commodity
prices in 1998 —1999 and the resulting lack of investment capital. It takes time to
recover from that decline in investment.

But natural gas producers are responding. Today, with tight supply and rising
demand, producers are working hard to bring more natural gas to the market. Three
out of four U.S. drilling rigs are currently busy drilling for natural gas. Since last
October, the industry has had an average of 680 rigs working and gas well
completions have increased 30 percent to more than 1,000 per month.

How the market works

a

The natural gas market is open and competitive. The daily price of gas is
determined by the commodity market and is traded at numerous delivery hubs
throughout the nation. Although most residential users receive their natural gas from
a utility, the price that they pay is determined on an open and competitive market.

There are around 8,000 producers each making independent decisions every day
about their operations.

The top five producers supply only 17 percent of the U.S. market demand, so
there are no dominant players.

Price movements occur as the supply and demand interact. Because of the lag time
inherent in matching supply with increased demand, supplies can become out of
balance with demand, sometimes resulting in higher prices.

Consumer’s benefit from an open and competitive natural gas market with lower
prices and increased reliability. Historically, government intervention into a
competitive market has created shortages and increased prices.

Section 2: Growing demand for natural gas

1.

Energy demand tracks economic growth

o The strong economy has increased energy demand from all consumer sectors
0 of the natural gas industry.



Economic Growth vs. Overall
Energy Consumption
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*Energy Consumption includes all energy sources.

2. Growth in consumption of natural gas

0 All sectors: The rising demand for natural gas is being seen across all customer
sectors. The choice of natural gas is partly due to its environmental benefits.
Switching to natural gas as a fuel source helps companies, energy service
providers and utilities comply with Clean Air Act regulations. Additionally, gas
competes favorably as an economically attractive source of energy.

o Forecast Demand: The EIA predicts an increase of 3.5 to 4.0 percent in natural
gas demand for electricity generation over 1999 levels during the first half of
2000. The National Petroleum Council forecasts that electricity generation is
expected to account for almost 50 percent of demand growth between now and
2015.
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0 Power Generation: New technology being used in natural gas-fired power

stations provides lower emissions, improved efficiencies, at a lower construction
cost leading to a significant growth in natural gas demand.

considerably more efficient than competing technologies.

0 More efficient: New combined-cycle gas turbine power generating equipment is

Natural Gas Combined-Cycle

Turbines are Efficient

CHP Natural Gas ' ' |

Combined-Cycle
Turbines

Matural Gas
Combined-Cydle
Turbines

Coalfired Single
Cycle Power Plant
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Sources: Gas Research Institute and Marathon Oil Company Acronym: Combined Heat and Power (or

Cogeneration)



0 Less pollution: Atmospheric emissions from CCGT power stations are
much lower than from power stations using competing fuels with existing
technology.

Natural Gas Is Clean

Emissions From Electric Power Generation by Fuel
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G Construction forecast: Because of these benefits, significant growth in the
construction of gas-fired electricity generators is forecast.
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3. Natural gas storage
@ Extensive underground storage is available at strategic locations throughout the
gas delivery system, from the production centers to the market centers. These
storage facilities provide load balancing functions and some price stability.
0 Access to storage allows individual gas buyers to acquire supplies during lower
demand or off-peak periods and store the gas near its point of use for delivery
during peak-use periods, such as during cold winter weather.

O Producers sell natural gas to the individual gas buyers for injection into storage.

0 The ability to store gas compensates for temporary production disruptions, such
as hurricanes, and enhances reliability of service.

4. Shifting market from peak to year-round
0 Natural gas traditionally has a seasonal demand pattern based on winter

residential and commercial heating demand; now it is also experiencing a strong
summer market, as natural gas demand for electric generation grows.

S. Weather has a significant impact on the demand for natural gas.

0 Winter: Prolonged cold spells, below the seasonal norm, will increase demand
for space heating and power generation requirements.



0 Summer: Prolonged hot weather, beyond the seasonal norm, will also drive
summer demand as natural gas fuels most new electricity generation capacity and
utilities respond to air conditioning usage.

Section 3: Meeting the challenge of supplying the market

1. Near-term challenge

a Regional base of U.S. production

Most supplies are from U.S.: almost 90 percent of the natural gas
consumed in the U.S. is produced in America. Most of the remaining natural
gas supplies are transported from neighboring Canada via pipelines.

Reserve base: the National Petroleum Council estimates proven reserves
from the lower-48 and Alaska at 167 TCF. At current production rates this is
enough to meet existing demand for 7 years. However, the development
potential of additional resources is considerable. While the NPC estimates
total natural gas resource base for the lower-48 and Alaska at 1,779 TCE, it
must be remembered that only a small portion of these reserves will be
capable of commercial development with today’s technology.

a Technology is helping

Advanced technologies help protect the environment and keep costs down.

Technology has revolutionized how natural gas is found and produced,
resulting in minimal and temporary disturbances to the environment.

More natural gas can be produced with fewer wells thanks to 3-D seismic
processes that analyze geological structures with greater precision.

Directional and horizontal drilling technology allows a variety of productive
reservoirs to be accessed from one location.

Offshore wells can safely capture natural gas in ocean depths of thousands of
feet in areas far offshore.

0 Lead time in bringing new supplies to the market

There is a lag between the time producers begin to drill and the time it takes
for the gas to reach the market. It can take anywhere from a few months to
several years to bring supply to market, depending upon the geographic
location and point in the exploration and development cycle at which
producers begin the process.

=-Y



> Wells: If a drilling prospect in a currently producing field already exists,
it takes an average of three months to bring that gas to market. If,
however, wildcat exploration for new fields is required to locate new
sources of natural gas, it can take as long as several years for that gas to
reach market, depending on the complexities of development.

» Workers: The industry responds to volatility in commodity prices by
adjusting investment levels accordingly. The recent dramatic fall in
prices led to a reduction in the need for rig workers. Training new
workers or rehiring skilled workers is part of the gearing up process and
takes time.

» Safety and Environmental Compliance: The industry is committed to
produce natural gas safely and in compliance with all environmental
regulations. In responding to the growing demand for natural gas we will
never compromise these cornerstones of our business for the sake of
expediency.

o Matunty of existing asset base

® A major concern of natural gas producers is the maturity of the existing asset
base. Discoveries within the known basins are becoming progressively
smaller and the productivity of wells being drilled today has a shorter life.
The ability to profitably develop new production from some of these basins is
becoming challenging.

2. Long-term challenge

O Access to areas of high impact reserve potential is crucial.

® The primary concern with respect to the resource base is that many
government lands are off limits or subject to significant restrictions:

» 100 percent of offshore land on both coasts;
»> 56 percent of the eastern Gulf of Mexico resources; and,

> 40 percent of the Rocky Mountain region resources.
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Resource Base Affected
by Access Restrictions

Source: National Petroleum Council

0 The National Petroleum Council estimates that producers will be required to
invest $658 billion in upstream capital by 2015. This will require annual average
capital expenditures of $39 billion, an increase of 44 percent over the annual

average of $27 billion invested from 1991 through 1998.

Comprehensive and coordinated federal policy and cooperative efforts by

@
industry and other stakeholders can meet the challenges.

3. The industry is working to meet demand

0 Producers are responding to the market by drilling for more natural gas.

The price collapse of natural gas and oil in 1998 and 1999 resulted in the

©
industry allocating less capital to exploration and production activities.
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» Increased rig activity: Three out of four of the active U.S. drilling rig fleet
is engaged in drilling for natural gas. Baker Hughes estimates that as of
September 2000 there are 816 rigs currently drilling for gas. The company
forecasts an average of 680 for the year, an all time high and 20 percent more
than the 1997 record of 566. This activity rate does not include drilling for
coal seam methane, which is also rising.

Natural Gas Producers are
Responding

Natural Gas Rigs Have Doubled
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Source: Baker Hughes, Ine.

» Well completions: Well completions, another measure of exploration and
production activity, are up almost 30 percent in the first quarter 2000 over fourth quarter

1999 activity. Completions currently are averaging over 1,000 per month.

Section 4: How the market works

1. Natural gas is a commodity traded in an open market

0 Natural gas behaves like any other commodity market; for example, wheat and
orange juice are commodities.

0 The price of natural gas is determined by the market (the laws of supply and
demand) and is traded through a multi-hub system close to major markets and

distribution systems.

Average 1999 Natural Gas Prices at

Llog Anprle g

0 Futures contracts for natural gas are traded on the New York Mercantile
Exchange (NYMEX).

2 (L
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2. The natural gas industry is highly competitive

0 A competitive, free marketplace works to everyone’s advantage. History has
shown that over the long term, customers benefit from a competitive natural gas
market through lower prices and reliable service.

® The natural gas producing industry is highly competitive with thousands of
participants.

» Even after the recent mergers, the top five major and integrated
producers, which explore for, produce, refine and distribute natural gas
products, represent only 17 percent of U.S. market demand.

» Independent producers, which explore for and produce natural gas,
account for 65 percent of domestic natural gas produced in the U.S.

3. Supply and demand cycles

o Cycles in the natural gas market are similar to supply and demand variations in
other commodity markets. Supply constraints in the market will be reflected in
higher prices, but these are generally short lived as suppliers respond to demand.
Over time, the market balances itself.

4. Comparison with earlier government-controlled market

] Free markets haven't always been allowed to work for natural gas, and
consumers have suffered the consequences.

- From the mid-1950s to the late 1970s, the federal government controlled most
wellhead gas prices. But government officials set the interstate price so low that
it actually cost producers more to find and produce natural gas than they could
sell it for, thus limiting available supplies.

a By the mid-1970s, the natural gas supply crisis had reached the point where
natural gas service was no longer available to many new customers. During the
winter of 1976-77, the federal government's pricing plan led to constraints of
natural gas (in non-natural gas producing states) that caused service curtailments
for large manufacturing plants and even some schools and homes. More than 20
consuming states declared emergency situations.

a  Congress responded and enacted the Natural Gas Policy Act of 1978 in an
attempt to move from wellhead price controls to deregulation. This law
gradually phased out price controls for some natural gas prices at the wellhead.
Unfortunately, where some price controls still existed distorted the market by
imposing different rules and price ceilings..

0  During the late 1980s, Congress and the Federal Energy Regulatory Commission
finally began moving toward a more market-oriented approach to the regulation
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of natural gas wellhead pricing. In 1989, Congress enacted the Natwral Gas
Wellhead Decontrol Act, which phased out price controls on natural gas at the
wellhead and gradually eliminated FERC regulation of producer sales of natural
gas until full decontrol in 1993.

0 Clear unfettered price signals are critical for having an efficient and responsive
mechanism for matching supplies with

demand.
Free Market has Resulted in
Lower Prices Than during the
period of Price Controls
s ' Order 436 ——
4.; - 2 / Wwellhead Decontro!
1 !IB%J‘Mcf-j | ,_/ | ]

Source: Energy Information
Administration

August 2000

Contact: Laurie Cramer Phone: 202/326-9300 Fax: 202/326-9330

2-14



STATEMENT BY JACK GLAVES FOR
OCCIDENTAL OIL AND GAS COMPANY ON SB 51
BEFORE SENATE ASSESSMENT AND TAXATION COMMITTEE

FEBRUARY 13, 2001

Occidental Qil and Gas Company has a long history in Kansas through its
predecessor company Cities Service, that was a developer of the El Dorado field
since the First World War. Oxy is currently one of the most active producers in the
Southwest Kansas area and is particularly involved in deeper exploration ventures.
These are relatively expensive and high risk. The existing tax incentives have
encouraged the drilling by Oxy of 32 wells (14 gas and 18 oil) involving an
expenditure of approximately 13 million dollars. The drilling program resulted in 15
dry holes costing an additional 2.25 million dollars.

The forgone severance tax is more than offset by added ad valorem taxes received
by the counties involved, by a margin of approximately 2 to 1. (roughly $2.00 of
ad valorem tax for $1.00 of severance tax)

Oxy has particularly utilized the exemption in extensive 3 D seismic that is vital to
exploration in the complex geology of the deeper formations underlying the
Hugoton.

The attached pie chart reflects the breakdown for industry utilization of the
exemption. As you can see 3 D and compression are the major vehicles both of
which are prime sources of new and expanded production.

The exemption has encouraged not only Oxy and Anadarko to devote capital to
Kansas but it has also resulted in extensive activity by the independents. The KCC
list of certifications reflects use of the incentive by Vess Qil Corporation, Pickrell
Drilling, Mull Drilling and others from Wichita, American Warrior of Garden City,
John Farmer of Russell and many others involving projects ranging from Elk and
Butler Counties to the East across the state to North Central and Northwest
Kansas; Graham, Ellis, Russell, Lane and Gove counties, as well as the traditional
Southwest Kansas gas area.

Bottom line, the exemption has resulted in over 300 applications and as its
availability becomes more generally known we believe it can be a continued source
for new investment capital for Kansas exploration.

Its cost is not a budget buster.

The attached Department of Revenue transmittal reflects exempt production of
56 Y. /7_-'7‘55%25 Shen+a (eyafon
R —13-0/
/l"f'f;u Ch e -7



228,000 bbls of oil and 2,300 mcf of gas for the first eight months of 2000,
involving a tax exemption of $274,000 attributable to oil and $307,000 for gas.

The history of exemptions in the producing states has shown they are net revenue
producers for the state and local government as well as oil and gas production

enhancers for the economy.

Oxy’s staff is seeking authorization for 20 million dollars for additional Kansas
exploration for this year.

We believe the discontinuance of the incentive, by not passing the Bill, would send
the wrong message to the decision makers as to where to spend investment
dollars.

We urge your favorable consideration of SB 51.

Respectfully submitted,

Jack Glaves

N
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STARIUP DATE OF PROXCT

ENHANCEHENT TYIE

TECERIEICATION Y WELL NAME OFERATOR COUNTY SEC-TWP-RGN DATE: RECEIVED DATE DEMEDIAPPROVED L
LR 3 RICEA T2 VESS OiL CORFCHATION DUTLER 525-4E W.ERCH 25, 1999 APRIL 19,1980 APPROVED FEURUARY 22,1977 SURFACT £QuIl MUOD
CUR 41431 FORSYTHE O 1 PICKACLL DRILLING CO HARBER 17-32-1ZW APTUL T, 1954 MAY 4, 1993 APPROVED FLBRUARY 6, 1993 SURFACE EQUIF MOD
CLR 4972 ADAMSON A 5 ARAQARKO SEWARD 11-34.34%W APRIL 20 1969 OECTMBER 17, 1999 APPROVED JARUARY 6, 1993 a0
" CELR 4993 COOK A2 ANADAREQ SEVYARD 35-333- 4w APRIL 20, 1993 DECEMDER 17, 1933 APPROVEUD JANUARY 26, 1893 an
CER 2534 HEADRICH 4 3 AHADARKO SEWARD 1135340 APRIL 20, 1989 DECEMBER 17, 1992 APPROVED FEBRUARY 5, 18999 e}
CER 4235 K U ENDOWAENT G 1 ANADARKO MORTON 2133394 APRIL 20, 1393 JUHE 8, 1993 APPROVED SEPTEMBER 30, 1530 D
CER 4935 LyHNCHD 2 AMADARKD KIATON 28-33-40°N APRIL 20, 1933 JUME 30, 1939 APFROVED OCTOBER 29, 1993 30
CER awaT FLATIRGS STESMENS A 5 ANBDARKD SEWARD 2-34-3aW APRIL 20, 1993 DFCEMRBER 17, 139% AFFROVED DECEMDER 17, 1998 au
CER 2394 US4 BAKERG 3 ANADARKO MORTON 33-33-4TV APRIL 20, 1549 OCTOBER 6, 1998 APPROVED AUGUST 20, 1929 B
CEA 2992 LEMERTC 1 ARSDARKO SEWARD 7533w APRIL 20, 1993 DLCEMEER 17, 1984 APPROVED DECEMOER (0, 1938 0
CLR 47310 BOLESBS ANADARKO SEW/ARD 43520\ APRIL 21, 1999 DECEMEER 17. 1933 APPROVED FEBAUARY 11,1923 0
CER 45411 BLOCK C 1 ANADARKO SEWARD 703533W APRIL 21, 1899 DECEWEER 17, 1978 APPROVED OECEMBLER 24, 18954 10
CER agi2 HIW CARPEON A AUADARKD STEVENS 24.33.25W APRIL 22, 1999 OCTODBER 21, 1993 DENIED DERIED
CE 45913 HEAORICK & 2 AMADAKRKO SEWARD 1135340 APRIL 22, 1993 DECEMEER 17, 150 AP RONED ALGUST 12, 1938 o]
CLR 433714 McHARGUE B 1 AHNADARKD SEWARD 14 35 340 APHIL 22, 1923 DECEMHBER (7, 19730 AOPROVED JULY &, 1U3h s
CER 40015 usa OUNKELE A3 ANARDARKO WORTON 13341V APRIL 72, 1503 OCTOBER 12, 19395 APPROVED JULY 30 1938 i
VLR 4515 TOUNGMEYER 12-1H OOLOMITE RESOURCES ELK 12-23-8E APRLL 26, 1923 AlAY 12, 9999 APPROVED JAKUARY 1, 1379 [s]
CER 5991 DALE 2 MIDCD EXPLORATION COMANCHE 34-32-1BW MAY 3, 1999 JUNE 2, 1589 AFPROVED JAKUARY 14, 1993 an
LER 5992 FISHER 1 HENVORTHY COPER. ECRNARDS 27-24-1B'A MaY 12,1999 BIAY 17, 2933 AFPROVED JULY 24, 1938 SURFACE EQUIP MOD
CER 5991 KELLER D1 AHADARKO SEVYARD 2532-32w MAY 12,1973 AUGUST 12, 1999 APPROVED JULY 7, 1993 CCHAPRESSION
CER 52M BLACK D 1H ANADARKO HASKELL 20-30-3aW' MAY 15, 1593 AUGUST 12, 1933 APPRQOVED JULY 12, 1994 COMPRESSION
CER S MILLER 1 KERWORTHY OPER. ECWARDS 15-24-15W MAY 27,1533 AUGUST 72, 198 ARPROVED MAN 1, 1955 SURFACE EQUIF MOD
CER 596 KANSAS CITY LIFE 2 r.c TAYLOR CO.INC. SEWARD 3-35-31W¢ MAY 26, 1909 JUNE 17, 19433 APPROVED SEPTEMOER [, 14598 SURFACE EQUIP MOD
CER 5997 EMERICK A 1 ARAOARKO COMAHCHE 24.7%- 180 May 19, 1999 JANUARY 27, 2000 APPROVED JULY 15, 1953 COMFRESSION
CIR 6391 MORISSE 1| ECAISTON OIL CO. KIBGMAN 243010V JUKE 1, 1599 NOVEMBER 5, 1999 APPROVED AUGUST 25, 1953 OTHER
CLR 6¥2 FRICE A1 EDMMETON OH. CO. KTHGMAN 24-30- T\ JUNE 1, 1999 NOVEMBER 5, 1999 APPROVED RECTMOER t, 1490 (THER
CER 6933 FRICE 0 1 EDMISTON OIL CO. KINGHMAN 24-30-10v7 JUKE 1, 1939 NOVEMBER 5, 1999 APPROVED DECEMBER 3, 1993 QTHER
CER 8954 JOKES D1 WALTOH PETROLEUM IHC LAHE 3416-7N JUNE 17, 1932 SEFTENM3ER 15, 1939 DERED JULY 10, 1908 DENIED
CER 6395 WERRITY WLP 135 HARRIS OiL & GaS CD GRANT 35-23-35W JUNE 21, 19§ OCTOBER 15, 1953 APPROVED APRIL 19, 1952 ls}
CER 6394 BFC WSS TRUST 15-11 HARRIS OIL & GAS CO MORTON 15- 32400V JUNE 21,1923 OCTOBER 5, 1909 APPROVED MaY 2% 1539 o
CER 6397 SIMPSON 2.35 HARKIS O & GAS CO HASKFELL 3520.33W JUNE 23, 1999 SEPTEMBER 70, 1939 APPROVED  AFVIL 27, 199 RECTHIPLE TION
CER 8irey SIMPPSON 3235 HAHRIS Ot 4 GRS CO HASKELL 35303FN JUME 23, 193 SEMTEMOER 20, 1933 APPROVED AFRIL 15, 1945 OTHZR
CER 69% SIMPSCH 535 HARRIS OIL & GAS CO HASYELL 353037 JUNE 23,1993 SEPTEMBER 20, 1939 APPROVED BLAY 51999 RECOMPLENON
CER 63310 KIRBY 1-17 CHESAPEAKE OPER. INC HASKELL 17-2939N JUNE 25, 1923 DECEMBER 6, 1959 APPROVID FCORUARY 24, 1909 HECOHAPLETION
CER 6O RATH | PELICAN HILL DAG INC CHEYENNE 23-2-42v¢ JUNE 25, 1540 OCZTOBLR 20, 1933 APPROVED MARCH 25, 1%1 R
CER Go12 RATH 2 PELICAN HILL 08G INC CHEYEHNE 23240/ JUNE 25, 19573 OZTOBER 70, 1933 AAPROVED MARCH 25, 1923 30
CER 63913 BRYANT 129 ARADARKO HASKELL 20-30-34v/ JUME 29, 1943 OCZTORER 20, 1999 APPROVED JuLY 18, 1998 COUPRESSION
CERA3934 RLCAL ESTATE A2 ANADARKO GRANT 16-33-35v/ JUHE 29, 1950 OCTORER 20, 124 APPROVED JULY 2, 1908 CTHFRESSCN
CER 62315 REAL ESTATE A 3H ANADARKO GRANT 16-30-350/ JUHE 25, 1999 OCTOBER 20, 1569 APPROVED JULY 2, 1930 COMPRESSYON
CER 7931 LIVINGSTON A ZH AHADARKG GRANT 17-28-36W JuLy 13, 1993 DECEMBER 29, 1999 APPROVED JULY 13, 1993 CCLPRESSION
CER 7992 ILLINDIS BAKER UFE 1-17 ANADARKO GRANT 17-28-25V JuLy 13, 1999 DECEMBER 20, 1999 APPROVED JULY 13, 1936 COMPRESSION
CER 7991 REAL ESTATE A 1 ANADGRKO GRANT 16-30-35W JULY 15, 1993 OECEMBER 20, 1993 APPROVED FERRUARY 24, 1533 COMPRESSION
CER 7994 SPALDING 1-25 AKADARKO STEVENS 25-32-36W JULY 21, 1999 JANUARY 28, 20 APPHOVLD SEPTEABER 9, 1938 COMPREESION
Coi Toiy DEVLIN 119 AHACLRKO FINKEY 19-26-34'W JULY 26, 1973 FARRCH 29 2001 APPROVED AARCH 20, 19t3 COMPRESEION
CER 8931 KERSIETTER 1.2% AMERICAH WARRLTF INC COMANCHE 29-372-15V AUGUST 5.t533 NOVEMBER 5, 1949 APPROVED FERRUARY 21,1923 o
CER 8¢32 RICH 1.29 AMEFRICAN WARRICAR INC COMENCHE 2932.40W AUGUST 51522 NOVEMEEH 5§, 1999 APPROVED FEHRUARY 21, 1959 Su
CER 8533 BIHD 1-28 AMERICAN WARRIOR INC COMANCNE 28-22-15W AUGUST 5 1933 NOVEMBER 5, 1949 APPRGVED FEBRUARY 21, 1999 30
CER Bir4 KERSTETTER 1-33 AMERICAN WARRIOR INC COMANCHE 33-22-(5W RUGUST 21923 NOVEMBEHR &, 1977 APPROVED FEBRUARY 21, 1933 20
CER 8935 OEVLIN & 11 ANALARKO FINNEY 18-20-34w AUGUST & 1859 MARCH 29, 2000 APPROVLD AERIL 29, 1928 COMPRTSSION
CER 5905 FIOWA CATTLE U 14 AHAQARKD HASKELL 20-30-24v AUGUSTS, 1932 PLARCH M0, 2000 APPHOVED MARCH 11,1523 COMFRESSIDN
CER Bys7 PAURFIY UMIT 1-27 ARADARKD HASKELL 27-30-3aw/ KUGUST 51999 MARCH 30, 2000 APPROVED NARCH 22, 1944 COMPAESSAON
CLR BP98 RAMSEY | O PROD INC OF KS FORD 38.28-21V/ AUGUST E, 1850 CECEMAER 6, 1999 APPROVED MARCH 8, 151 COMFRESSION
CER 8929 DURKEE 1 Ui PROD. ING OF KS KIOWA, 3128200 AUGUST 8, 1950 DECEMDER 8, 1959 APPROVLD ARCH 8, 1994 COMTRESSON
CER 87910 CHALFAKRT 1 OIL PROD INC OF KS FORD N-2B-2 IV AUGJST 6, 1092 DECEMOENR 6, 1953 APFROVED MARCH 8, 19359 COMORESSION
CER BY¥311 TUCKER H1 ANADARKO GHRANT 242035 AUGST 9, 1999 APRIL 11, 2000 APFROVED MAY 7, (o COMPHESSION
CER 84312 TATE A1 ANALARKQ GRANT 17-23.36W% AUGST 9, 1999 APRIL (1, 2000 APPROVED APIIL 1, 15 COMPRLSSI0N
CER aga13 UNGLES C 11 ANAOARKO HASKELL 35 30- 3444 AUGUST 9, 1997 APRIL t1, 2000 APPROVED APRIL 15, 1953 COMPRESSION
CCR 89314 HEU 1-9 AHANARKO STEVENS a3 3TW AUGUST 11, 1997 APRIL 11, 2000 APPROVED FEBRUARY 17, 19493 COMPRESSION
CER 88915 COnX A1 BEREN CORPONATION BARBER 82412 AUGUST 23, 1999
CER 83516 SE(BERT 1 ESREXCO INC STAFFORD 1M-24-15H AUGUST 23, 199 FEBRUARY 1, 2000 DENIED HOVEM3ER 13, 1930 DERIE
CER 29977 SCHIFM BEREXCQO INC EARBCR 36-32-11W AUGUST 23, 1933
CER 85918 LFE 31/ DEREDCO INC OARDER 17-30-15%¢ AUGUST 23, 1899
CER 83919 LDis BEREXCO INC HASKELL 35-24-33v¢ ARUGUST 23. 1929
CER 89970 POWELL 8-22 BEREXCQ INC HASKELL 22-28-33¢¢ AUGUST 23, 193
CER BF321 THUROW 1 BEREXCO 1C. STEVEHS 13-31-36¢ AUGUST 23 1993
CER 8523 LIVINGSTOU A 1 AHADARKO GRAMT 17-29-35¢7 AUBUST 25 1933 AFRIL 13, 2DX APPROVED MERCH 25, 1803 COUMERESS/ON
CER 89523 MYERS B2 ANADARKO RORTON 33.32-40% AUGUST 26, 1533 APRIL 12,2000 APPROVED JUNE 8, 1989 COMPRESSION
TER 80824 MORRISON & 1 ANADRRKD MORTON 13-22-40. AUGUST 28, 1093
925 GOMIARD 8 15 ANADARKO NORTAN E04-4TW AUGUST 28, 1859 MAY 1. 2000 APPROVED ROVEMAER 17,1938 RELOMPLETION
Layan GREGG F 6 AMADARKO HABVELL 424-34N AUGUST 26, 1899 MAY 1, 2000 AEPPROVED AUGUST 73, 1054 RECOMPLETION
Rurzzy SIMMONS & | QXY US4 INC MOATOR 15-92-39N AUGUST 30, 1999 DECEMBER 27, 1990 APPROVEL) MAY 25, 1972 Kd]
CELR 992y FERGUSON 17-1 DOLOMITE RESDURCES COWALEY 1T-30-8E AUGUST 27, 1999 JAHUARY 7, 2000 APPRLOVED AUGUST 9, 1453 w
CER avazy 1ACH DULNE 1-35 YOUKGER ENERGY CQ LAKE 35 15-260 AUGUST 31, 1933 OCTORER 12, 1972 APPROVED JuLy 31,1909
CER 83230 PRICE 1-2% OIL PROD. INC CF KS FCMD 2528-21W AUGUST 31, 1939 DECEMBER 27, 1392 APPROVED MARCH B, 1993
CER 6331 STCELE 2 AMERICAN WARRIOR INC ELLIS 21318 AUGHIST 21, 1030 JARUARY 2 2000 20 T VED JUNT 724000
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L/ 9937 PRICL 225 CUL PROO NG OF KS FORD
LER 9XIt RUSCO QAvIs 1.25 MURFIH DRLG CO ELLIS
L:,EH 432 T HALL 197 MURFAM DARLG CO ELLIS
!:f:k eoy3 UNRLIHD 2 ORZOK RESOURCES CO KICWA
L_Eﬂ el ADANS L 2 AMADARKO HASKELL
CER 9235 MURPAY D2 AHADARKO HASKELL
CER 9560 TAURPAY O 3 ANADARKO HASYELL
FJ_R 407 JAURPHY O 4 ALLLDARRKO HASHELL
CER 103N HOLLAND URIT 281 IMPERIAL AMERICAN GIL ELLIS
CCR 10392 EROLLIER O 2H ANRIIARKC STEVENS
r:{,R L3 WCLF 1 YOURGER ENERGY CO GOVE
QER 135994 SAMISON 4 1 YOUNGER ENERGY CD GOVE
CER 10935 PYLEEB AUADARKD CLALARCHE
CER 1035 IRTERSTATE 1-21 ANADERKD JAORTON
CLR 109297 MAYHERRY 1-4 ANADARKO MORTON
QER 173462 KANSAS 1-22 AHADARKO HARTON
CER 699 SCHINSTCCH 2 BEREXCO INC HODGEMAN
Cra1ersna SERCS, FRANK 1 BEREXCD IR HOIMGEMAN
IE"H 1a% BAERIINET ML 23y HARPIG Ol & (a5 CO Ghaur
l.l:H W2 FANSAS 1-21 ANAUARED RORTON
CLR 010 STEVESSON 324 ANLUARKD GRANT
CLR 105314 WHITE 3-10 ANADARKO HASKELL
CER 109315 WHITE 510 AHADARKD HASK;LL
COR 02916 WARREN A 24 AHADARKO FINmET
CER 107217 SHirH HINKLE: OIL COMPARY BARBER
CIR 102518 TUCHER H 2H1 ANADARKO GRANT
CER 10¥819 WARREN 1-1 AMHADASEHO FteEY
C'-;E{RJE??I DALE 1 HIDCO EXPLORATION COMARCHE.
g DEVATT 1 OIL FROD HC OF KS ReRBER
nibiber ‘DALE 2 QIL PROD. IHC CF KS. COMANCHE
H KOEHN 1-24 VINCENT OIL CORP HICrAa
C_E'H 1gs YOST 1.m3 VINCENT OIL CORP HICrAA
CER 11990 USA 7171 ANADARKO MORTON
Ci.ﬁ 11637 BERGER A 1 OXr USA INC HASKELL
cl:E:: 1r?:3¢ BERGER 4 2 GXY USA 1192 HASKELL
CER 11999 MADDY DT QXY US4 INC HASKELL
CER 1e31p MLP CAVRER B 1 QXY USA tHC STEVENS
CER 115511 JALP CAVIER D 1 OXY USA INC STEVERS
CER 119912 ML CAVNEN €1 QL USA INC -SIEUEHS
C_ER 114913 JLP CORMELL UNIV. A 1 OXY USA INC STEVENS
C ’,_ﬁ 11%314 MLP YOUNGREN B 1 OXY USA INC STEVENS
EL-R nremz. BRINKMAK C 1 OXY USA INC HASHELL
Cg; ::i:g . ZRRE_? E1 OXY USA INC HASKELL
o= ny‘;w - »: CEL III-JS MOCO EXPLORATION CCAAAHCHE
- LML PREELYRG £3-1210  HARRIS QIL 8 GAS €O WCRTCN
CER 12?-91 MCPHERSON COLLG £2.27 HARRIS OiL & GAS CO. STANTON
C._ER 1:9732 MCPHERSON COLLG A2-28 HARRIS OIL & GAS 00 STAHTON
CzZR 1‘29.13 CAMPION A 1 AMADARKO SEV/ARD
EE: 12994 TUCKER M | ANADARKO SEVARD
C{R :gs:: ’TODD 23 MIDCO EXPLORATION CCMANCHE
e !I_r‘lMUhl’: A HARRIS QL. & GAS CO. STEVENS
o 1;"’” ASHER 3 VESS OIL CORPORATION BARTO
st G A‘S:ER i VESS OIL CORPORATION BARTOMN
e il INHARDT C #2 JOMH O. FARMER, (HC RUSSELL
g ADAMS 2-31 R C. TAYLON COHAPAKIES MEADE
CR 12 HARMES 1-3) AMERICAN VIAARIOR | INC. COMAHCHE
TCR TaT STEVEHS A 1H TAFAORARD HASRELL
ZEE lr:‘glz AHDERSON .2-::4 VESS GiL CORPORATION GRAHAM
i T-EEJ;ERD 1-25 MIOCO EXPLORATION COMANCHE
gl :r 7 BEAN 14 R.f. PATRICKOPER. CO COMANCAE
PEPPERD 12 OWA0 LUDCO EXPLOARATION COHMANCHE
CER 200 MINOR 1-21 ANAOARKO MORTOH
(jr,rt 202 INTERSTATE 1-10 AMADARKO MORTODH
L,ER Em? BARJORIE H 191 IAPERIAL AMERICAH OIL ELLIS
éﬁ: :LD: SCHOZHTIALER 12-1 IRPERIAL AMERICAN DIL ELLIS
S :g:; SMITH 1-3 AHADARKD MORTON
o 035 UAVIES 2.8 AFLAOARKO SEWARD
c ?m. S-AHRP £y ANADARKO AIRTON
CER _;.?m HHECHEISEN A-1 AHADARKO STEVENS
CER 3-)3.2 EASTIN A | BELPORT OIL, INC LANE
“:\3 MILLY A 33 VESS QYL CORPORATION BUTLER
o MILLS A 38 VESS CIL CORPORATION BUTLER
Fo MLP :‘-URPHY 1.3 CHESAPEAKE OPER. INC. HASKELL
Cﬁ fori MLP STUBBS 1-17 CHES4PEAKE OPER MG GHANT
Eh s :L;‘ LESUE I—E‘ﬂ CHESAPEAKE OPER. INC HASKELL
sk i CLUBL}.E:K 1-2 CHESAFEAKE OPER INC HASKELL
£ VASON TRST 2-35 CHESAPEAKE OPER, INC HASKE

4-28- 21
25-11-20v
17-11-19W
27-30- 18
313-25-24\
3473 4W
34-79-J4W
34-29- 34w
1811 1oN
28-11.05W
24-171-26W
251120
1431-18W
2334400
4-32.43M
22-35.43%
16-24.2W
16-22-22'N
35-29-00W
21-24-42W
24-28-24v
10-29-24w
1C-20-34v/
-22.24W
63313
24-Z3-35W
1-72-340
343210V
10-34-1IW
26-32-18W
232911/
29 79-18W
1344200
22:27-38%
22-21-26N
1527-4%
32.31-18N
11-31-28W
71-11-28W
1&320FN
113239
232734
13.27-24w
353210y
10-32-40V
77.29-39N
2829-19N
25-33-34W
4-35-3Iv/
333 18W
14-3130W
34-20-14W4
34.20- 141
25-14-15\W
3130
20 1219V

AUGLIST 31,1533
SZPTEMBER 3, 154
SEFTEMSER 3, 1933
SEPTEMBER 7, 1903
SEPTEMBER 8, 13313
SEPTEMBFR B, 198
SEPTEMBER 8, 191
SEPTEMHER B, 1933

CCTCBZR 8, 19943
OCTOBER 12,1999
OCTOBER 12, 1939
OCTOBER 12, 1999
OCTUOBER 1¢, 1932

OCTOBER 15, 14
OCTTOBER 15, 191
OCZTABER 15, 1931
OCTOBFR 15,1939
CCTOBER 15 150
CCTCHER 18, 1453
OCICATR 18, 1059
CCTOBER 20, 1499
OCTODBEN 20, 1953

OCTOBER 20, 1992

OCTOBER 28, 1899

OCTODER. 28, 1993

DCTDBER 29, 1999

OCTOBER 29, 1999
NOVEMBER 4, 1999
NOVEM3TR 12, 1993
NDVEMBER 12, 1999
NODVEMBER 15, 1952
HOVEMOER 15, 1899
NOVEMBER 17, 1999
KOVEMBER 19, 19%%
HOVEMBER 19, 1929
HOVEMHER 19, 1099
HOVEMBER 19, 1934
HOVEM.DER 19, 19%Y
NOVEMSER 19, 1919
MOVEMBER 19, 1993
NOYEMBER 19, 1509
HNOVEMBER 19, 1959
NOVEMBER 19, 1539
HOVEMBER 23, 1923
NOVEMBEZR 29, 1999
DECEMBER 1, 1999
DECEMSBER 1, 1509
DECEMHER T, 1273
DICEMBER 7, 1993
DECEMBER 13, 1593
DECEMBER 13, 1693
DECEMHBER 22,1943
DECEMBER 22,1254
JECEMHER 17, 1999
DECEMBER 22, 1993
OECENBER 21, 1944

DEICEMBIR 27, 1909 APPROVEED
JAHUARY 28, 2000 APPROVED
JAHUARY 5, 2000 APPROVED
JRUHUARY 5, 2000 APPROVED
MAY 9, 2000 APPROVED

HAY 92000 ARBROVED

MAY 9, 2000 APPROUVED

MAY B, 2000 APPROVED
JANUARY 26, 2000 APPROVED
RAY 10, 2000 APARUVED
JAMNUARY 17, 2001 APFROVED
JANLARY 172000 ARPROVED
MAY 10, 2C0) APFROVED
IARY 10, 2C01 APPROVED

128Y 102000 APPROVED

WAY 1D, 2000 AN'PROVED

AT 10, 200G APPROVED

JUNE 22, 2003 APFROYED

JULY 3, 010 ARPPROVED
DECEMBER 19, 2001 AFPROVED
2ULY 3, 2000 APPRAVED

JFULY 3, 2030 APPROVED
FERCRUARY ¢, 2000 APFROVED
JULY 24, 2000 APPROVED

JULY 24, 2000 APPROVEED
LANUARY 24, 2000 APPROVED
OCTOMER 31, 2000 APPROVED
COCTOBER 31, 2000 APPROVED
JANUARY T, 2000 APPROVED
JANUARY 7, 2001 APPROVED
JULY 24, 2000 AFPROVED
MARCH 29, 2000 APPROVED
MARCH T3, 2000 APPROVED
MARCH 17,2000 APPROVED
MARCH 17,2000 APPROVLD
MARCH 1T 2000 APPROVED
MARCH 17. 2001 APPROVED
MARCH 17 2000 APPROVED
MAACH 20, 2000 APPROVED
MAACH 20, 2007 APPROVED
MARCH 2D, 2007 APPROVED
JANUARY 24, 2000 APPRUVED
FEBRUARY 25, 2000 APPROVED
MARCH 15, 2000 APPROVED
KIWARCH 15, 2000 APPROVED
DECEMBER 17, 1993 APPROVED
DECEMBER 17, 1% APPROVED
JANUARY 24, 2000 AOPROVED
JARY 30, 2000 APPROVED
APRIL 11, 2000 APPROVED
APRIL 11, 2000 APPROVED
MARCH 28, 2000 ARPROVED
LAY |7, 2000 APPROVED

MWEY 30, 20(0 APPROVED

HOWENBDLR 30, 1%04
JUNE 30 1939
AUGUST 20, 1548
JULY 13, 1923

JULY 13, 1993

JULY 13, 15472

JULY 12,1993
SUPTEMDER 12, 1779
JURKE 21, 1999
SEPIEMBER 30 1943
STPTEMBER 27 1530
NOVEMSER 12, 1998
JULY 29, 19348
OCTODER 11, 1998
AUCUST 20, 1908

SERPTLMIAER 7, 1959
SEPTEMRER 12, 1488
JAMUARY 14, 2993
RIAY 12,1939

JULY B, 19520

JUHE 2B, 113
SEPTEMBER 15, 1909
JANUARY 14, 1099
JUNE 28, 1999 APPROVED
FIMGUST 31, 1999
OCTO3ER 1. 199%
CEPTEMBER 12, 1973
SERTEMBER 10, 1044
AUGUST 20, 1939
AUGUST 0, 1933
MERCH 27, 1933

MAY 28, 1993
HOVEMDBER 9, 1929
SEPTEMUER 3 1950
MAY O, 190

JULY 21, 13450
HOWVEMDER 6, 1994
OCTOBER 1, 1999
OCTOBER 12, 1953
AUGUST 25, 1454
NOVEMYER 1D, 1999
NOVEMIER 19, 1993
OCTCOBER 1, 15999
NOVEMEER 1, 1933
JUME 4, 7939
AUBGLIST 30, 1942
DECEMBER 7, 1995
JARUARY J0, 1939
DEZCEMSER 20, 1992
CECEMAZIR 22 1992
JULY 24,1279
CCIQBLR 9, 147
HOVEMBER G, 1979

ln -
)
\
COMPRESZION ?\F\‘\‘
hles 2
o
RECCHELETION
COMPRESSION
COMPRESSION
COMPRESSION
COOMPRESSIGN
30
COMFRESSION
SECCHNARY RECIVERY
SECCHDARY RECOUFH?
COMFRESSION
PECCHPLETION
REGT#APLETION
RECCHPLETION

n
RECOMFLETION
COMPRESS'ON
RECOMPLEYION
RECOMPLETIONR
COMPRESSION
RECOMPLETION
COMFRESSION
CCMFRESSION
RECCIAPLETION
RECCIAPLETION
RECCHAPLETION
D

o
RECCHPETION
R

6oL
co9

2L e 12
coo o

(%]
&)

30
HECLPARLETION
0

QTHER

OTHLR

D

ap

30

a0
RECOMPLETION
RECOMPLETION
CQUHER
HZCOWIPLENION
kI8

17-30- 344
T0-10 24w
35 72-18W
4-32-19%/
2-33-18v/
313341
10-3440W
18- 11-19W
32:11-200
B-34-43'W
63431
12-35-43W
16.35-30w
18-19-27v7
22-25-05E
12-75-05E
T3040
11-30-38\W
28-20-34W
230-34W

ELE P

JANUARY 10, 2DX0)
JARUARY 10, 2003
JARUARY (8,2000
JARUARY 24, 2000
JARUARY 31, 2000
FEBRUARY 14, 2000
FEBRUARY 14, 2000
FEBRUARY 15, 2000
FEBRUARY 16, 2000
FEBRUARY 16, 2004
FEHRUAHY 16, 2000
FEBRUARY 17_2000
MARCH 1, 2000
KARCH @, 72030
MARCH 14, 2200
MaRCH 14, 2000
MARCH 16,2000
MARDH 16,2000
MARCH 18,2000
MARCH 16, 2007

JULY 24,2000 APPROVED
APRIL 11, 3000 APPROVED
FEDRUARY 22, 2000 APPHOVED
AN 3], 2000 APPROVED

JULY 24, 2000 APPROVED
JULY 24, 2003 APPROVED

LAY 18, 2000 APPROVED

APRIL 25, 2040 APPRUVED

JULY 24, 2000 APPROVED

JULY 24, 2000 APPROVED
AUGUST 21, 2000 APPRCYEO
SEPTEMBER 6, 2000 APPROYED
14T 25, 200 AEFROVED

JURL 7, 2000 APFRONVLD
JURE 7, 200 APPROVED
JURE 20, 2000 APPROYED
JUNRE 20, 2€07 APPROVED

CCTOBER 2, 1962
DECEMBER 10, 163)
JRNUARY 3,200
JAMIARY 4,203
JANUARY 21,2000
JARUARY 5 1640
JANUARY 1315540
DECEMAER 6, 199%
FEBRUARY 2, 20740
FEBRUARY 3. 2000
FEBRUARY 12, 1929
GECEMBER 71953
JANUARY 13, 20iK1
MAY 6, 1979

DECEAMBER 15, 1533
FEBHUARY 5, 1%70
JAHJARY 25, 1609
MRY 713534

COMPRESEION
RECOUPLE NON
(6]

an
RECOMPLETION
RECCTMFLETION
AECOMPLETION
30

30
RECOMPLETION
RECOMPLETION
COMPRESSION
RECOWMPLETION
D

o
i
o
a



-
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[RR MCEALL Y JOAN QO FARMIE INC. PRATT 287913V MARCH 20, 2001 JUNE 7. 20600 APPROVED JANURRY 27,2000 HECOMPLETION
CEH Jid GRAEFE 7 MULL DRILUNG CD . IRG LAKE oqT-28N MARCH 21, 2004 JUNE Z3, 2000 APPROVED TARRCH 13, 200 0
CER J0012 VORAK | AZTEC OIL COMPANY HINGRALR §5-2907TW MARCH 21, 2000 JUME 20, 2001 APPROVEQ JANUARY 31, 2000 RECOMPLET KON
CER 20013 VORAN 2 AZTEC OIL COWMPANY KINGAMAN 15-25-07TW MARCH 21, 2000 JUNE 23, 7003 APPHOVED JANUARY 13, 2000 PECOMPLET«ON
CER ¥X1¢ IV MILLER 4 1 AMADARKO STEVENS 28-3235W MARCH 27, 2071 JULY 3, 2000 APPROVED MARCH 8, 2000 0
CER a0 HOHL 1-19 MURFIN DRILLING CO IMC. ELLIS 111194 FPRIL §, 2000 JUNE 29, 2003 APPROVED JANUARY 12, 20€0 20
CER 4002 VALLLAM UNN 2.32 MURFIM DRILLING CO. NS, CHEYEHRE 224w FPRIL 5, 2000 JUNE 30, 200) APPROVED NOVEMBER (7, 1923 0
CLR 4002 HIW BAUCGHMAK C 1 AHADARKO SEViARD 18-31-34v/ APRIL 6, 2000 AUSBUST 21, 2000 APPROVED MARCH 14, 2003 0
CER 4 ANAMS 1 R C.TAYCOR CCOIPAIES SEVIARD 25-3431VF APRIL 14, 2000 OCTOHER 2, 2001 APPAOVED FEARUARY 17, 2000 REZCAIPLETICN
CER 4005 NUSSER 1 BECKER CHL CORPORATION HASKELL 327-LEY APRIL 19, 2000
CER 4D KINZIE 5 JOHN D FARMER, (NC. PRATT 737313 APRIL 249, 2000 JULY 19, 2000 APPROYED KOVEMBER 10, 19523 RECOMPLETION
CER 5001 EMERICK A 2 H & B FETROLEUM CORE, COMAHCHE 253115 MAY 9,703) OCTODER 9, 2050 APPHOVED FEDRUARY 2, 2030 SURFAGE EQUIR HOD
CER 5H22 KANE & | H & B PETROL EUMCORP KIDWA 17-30-16W WAY 9 2000 OCTOBER 9, 2021 APPROVED FEHRUARY 11, 2000 SURFACE EGUIF MOID
CER 5003 HORACEL 1-17 EAGLE CREEX CORP WEADE 17-34- 754V MAY 10,2001
COR S04 100D 1-3 MIDCO EXPLORATION COMAMNCHE 323160 MAY 72.200) AUGUST 24, 2000 APPROVED MAY 10, 2000 RECOMPLETICN
CEA 5005 STERLING RSIHER 1.5 MIUIREIFM DRILLING €O INC ELLIS 511200 MAY 24, 2000 AUGUST 29, 20U APPIOVED RAY 1@, 2000 0
CER rvn; FELMARK TISTHER 15 FAURFIN DRILLING OO INC ELLIS 5 11-20W MAY 24, 200 AUGUST 28, 2000 KPP PADVED FLARCH 7, 2000 o
CER 2317 PARSLOW 1-11 ANADARKO MORTON 11-24 470 MAY 26, 2000 AUGUST 23, 2000 APPROVED JULY 17,1963 RECOMPLENCN
CLR w004 MLP CLOSE A 1 QXY U3Sa, INC STEVENS 34-313F7N RLAY 30, 2000 OCTORER 2, 2000 APPROVED APRIL 12, 203 )
CER 5003 KMLP FORD A 1 QX7 USA, INC SIEVENS 16-32-994 KiaY 20, 2000 SEHTEMDER 15, 27000 APFROVED KARCH 17, 2000 0
CER 50010 MLP CORKELL Liv 81 OX¥ USA. INC STEVEMS 15-02.53%n KMAY 39, 2000 SEPTEMELR 15, 2000 APPROVED FERBRUARY 16, 2000 an
CCR 52011 VIARD D QXY USA HC HASKELL 24 27-34w TAAY 39, 2000 OCTORER 2, 2000 APPRUNED APRIL 7, 2000 in
CER 50012 WIARD D T QXY USA, MU HASKELL 28.277.240 MAY 33, 2000 QCTORER 2, 20 APPROVED MAY 10, 207, i
LA S001Y FREYF 2 R USA, NG HASKELL 12-27.34VF MAY 32, 2000 OCTOBER 5, 70¥0 A7PROVED DECERBER 1, 7020 bt
CER 50014 FREY F 3 QXY USA, IS HASTCLL 1327300 WAY 32, 2000 OCTODCR 5, 2000 ACPROVED JANUARY 12, 2000 3u
CLR W15 FREY £ 5 OXY USaA, INT HASTELL 13-27-040 MAY 3D, 2000 CCTOBER §, 2000 APPRUVED FAARCH 13, 2000 2
CER 001¢ FREYF & OXY USA, C HASYELL 1377340 WAY 30, 7000 OCTOBER 5, 200C AFEFROVED JARRCH 23, 2000 3
CER 50017 FREYF 7 OAY USA, INC HASKELL 13.27-34W LAY 34, 2000 OCTOBER 5, 2000 APPROVED )Aay 10, 2000 e
CER 500148 MXJDY D2 Oxr USe, 182 HASKELL 15-27-34'W MAY 30, 2000 UCTOBER 25, 2000 APPROVED WARCH 27, 19373 XK
CER 50019 BRINKMAN C 2 OXY USA, [HC HASKELL 232734 IAY 30,2030 DCTOHEA 25, 2000 APPROVED JANLLARY 1%, 2600 0
CER £0020 MORISSTE 13 AHADARKO MORTOM 3-34-4IN MAY 302000 OTYORER 25, 2000 APPROVED OCTOBER 14, 1534 HECOMPLETION
CER 50021 K&lGAS REGENTS 2-15 AMADSRKO MORTOM 1534470 FAY 30, 2000 OCTOBER 25, 7000 APPROVED JULY 15, 295 RECOMPLETION
CER &0ur2 DALE 3 1OCO EXPLORATION COMANCHE 3432-18W LAY 10, 2007 OCTOBER 25, 2000 AEPROVED MY 10, 200] 20
CER 5001 MURPHY 1-13 ANAOARKO MOATON 130242V JUHE 1, 2000 OIZTOBER 25, 2000 APPROVED MAY 21929 RECOMPLETION
CERAM? KRiBS 2-26 RED OAK EHERGY, INC GREELEY 26-18-42v¢ JUHNE 5, 2000 OCTOBER 25, 2000 ARPROVED JULY 9, 193 0
CLR &MY RATZLAFF 8-2 ANADARKO STEVEHS 23 33V JUHNE 8, 2000 OZTOBER 25, 2020 APFROVED OCTOBER 26 1268 RECOMPLETION
CEFHLM GINTHER-HAGEN 1.7 MURFIN DRILUNG CO. INC. ELUS 17-11-19W JUE 9, 2000 S TOBER 25, 2000 APPROVED MAY 30, 2000 20
CER 6005 VANTAGE 111 IMPERIAL AMERICAN Q1L ELUS 11112007 JUNE 9, 2000 CCTOBER 25, 2001 APPROVED AFRIL 15, 205 0
CER &0 FIRKPRTHISK 2.14 VESS CIL CORPORATION OUTCER 18-26-05\ JUNE 12, 2000 DECEMBER 6, 2000 APPROVED APRIL B, ¥l RECOMPLETION
CLR 6007 HaLLBOa VESS CiL CORPORATION ELLIS 261117V JUME 12, 2000 DECEMBER 6, 2090 APFROVED MARCH 16 2009 OTHER
C=R DM BROWH-SCLLLY A 1 VESS CHL CORPORATION BUTLER 16-26-04'Y JUNE 12, 2500 DECIMBER 6. 2000 APPROVED ANGLIST 6, 1595 SURFACE EQUIP MOD
CER 6003 WHEELER 1 TG PE ITRULEUM CORP HIOWA 1281V JUNE 22, 2000 OCTOBER 5 2000 APPROVED JARUARY 31, 2040 RECOMPLETION
CER B0 10 BERTHA UetT 3-32 HURFIN DRILUKG CO ING. CHEYEMKE I7-0Z4TW JUNE 14, 2080 DECEMBER 6. 2000 APPROVED HAY 30, 2000 o
CER oM GREGS F.7 LHADARKO HASKELL 422340V JUNE 22, 200 DELEMBER 5 2051 APPROVED APHIL T, 1573 RECCMPLETION
.b CAH B0 HASSELMAN 1 VINZERT OIL CORP RIOAA 107317 JUNE 23,2000 DECEMBER 15, 2000 APPROVED MARACH 17, 2000 SURFACE EQUIF AXOD
— CLR 61013 VARRER A €2 VESS CiL CORPORATION BUTLER 17-28-04E JUNE 29, 200D DECEMBER 15, 2000 APPROVED FULY 14, 1953 RECOMPLETION
149 CER 60014 UMMEL 4 H HULL DRILLING CO INC. NESS 231824V JUKE 28, 2000 DECEMBLR 15, 2001 APPROVED MAT 1, 2000 HORIZOKTAL
e CCR £2015 ZERENER 1-& D.S. LANGSTCN SUMHER B-31-3W JUKE 28, 2000 1OVEMBER 20, 2000 APPROVED JAMUARY 26, 2002 RECOMPLETION
rc_ CE® 80216 YUNCKER 6-14 AHADARKO HASHELL 14-29.34W JURE 23, 2 DEZEMBER 15, 202) APPROVED OCTOBER 21, 1945 RECOMPLET DK
L CER TOOT1 COLTER 1 GRAVES DRILLING CO.INC COMANCHE 163219 JULY 7,200 CECEMBER 13, 2002 APPROVCD Juns 24, 2000 o
CER 7002 HIY MOORE A 1 ANANARKO HASHELL 22-20-34W JULY 10, 20 DECEMBER 13, 2000 APPAROVED JURE 12, ZIX 20
CER 7003 EITELA 1 MULL CRILUNG CO G, LANE 21-17-20w JULY 24, 2000 DECEMBER 13, 2000 APPROVED JULY 7. 2000 RECOMPLETYOR
CER T(x4 SERIGGS A 2 WOOLSEY PETROLEUM QARBER 3233130 JULY 24, 2000 DECEMBER 14, 20 APPROVED JULY 2, 1909 RECOMPLETON
Cia Tras CONALD HERD 2-10 R 4 PATRICK OPER CO CCMAKCHE 10-33- 19w JULY 24, 2000 DECEMBER 19, 2000 APPROVED JULY 12, 27R0 ao
CER 7004 GaRRISON C 1 DXy USA IMC HASKELL 22-77-34¢¢ JULY 31,2000 NECEMBER 15, 2D APPROVED JULY 20, 2000 an
CER 7007 AP SHANK A § Oy UBaINT STEVENS 31.31-38¢ JULY 31,200 DECEMBER 15, 2000 APPROVI D LY B, TR i
n CER 10HA3 GARRISIN B QXY USA INC HASKELL 22-27-341 JULY 31,2000 UECEMBER 15, 2000 APPROVED MeY 11, 20070 4
- LER Tuert GARRISON U 2 QXY USA INC HASKELL 22.27.345% AUGUST 7, 2000 DECEMBER 15, 20(0 APPHOVEG JUHE 2, 20 a
o GER:IROND SIHUN 49 OXY USA INC HASKELL 2727340 JULY 71,2000 DECEMBER 15, 200) APPROVED JUME 22, 7000 30
O CER 70011 SIFEPER OEWERFF 1'AT BLLPCAT O, INC LANE 18-19-27W JULY 28, 2000 HOVEMBER 23, 2001 APPROVED WAy T, 260 30
e CER 70012 ROVOTHY 1 JCHH Q. FAHMER ING PHATT 2120013 JULY 24, 2030 QECAMHER 6, 2000 APPROVCD APRIL 24, 2000 RECOMPLENICN
= CLR EODY BOLESF 5 ANADARKO SEWARD 2:2534w AUGUST 2, 2000 OECEMHEH 18, 2000 APP'ROVED JUME 30, 200 32
CER 8027 SPRIGGS D 1 VWCOLSEY FETROLEUK BARBER 3331130 AUGUST 4, 2000 DECEMBER 15, 2000 APPROVED MAY 26 1603 RECOMPLETICN
. CEH 8203 COUNIRY CLUE 1 WOOLSEY PETROLEUM PRATT 10-28- 13N AUGUST 4, 2009 DECEMBER 15, 20€0 APPROVED SEFTEMBER 16, 1924 SURFACE ECUIF MO
) CER 870+ SLEEPER 1 DIXON-DEARMORE OIL 0O STAFFORD 22000 AUGUST &, 2000 DECEMBER 18, 2000 APPROVED DECEMBER 21, 199 RECOMPLETION
’ , FZER HYS VHITE 310 ANADARKD HASKELL 10-25-34% AUGUST 11, 2000 DECEMBER 19, 2050 CARCELED CANRCELLD
= CER B0 SHAFER D 2 ANADARKO SIEVENS 39-32.28wW AUGUST 16, 2000 DECEMBER 18, 2032 APPROVED JULY 13,200 0
S CER 8107 GEE YOUNGER ENERGY CO PRATT 7-26-13v/ AUGUST 17, 2000 DECEMBER 18, 2093 APPROVED OCTOBER 12, 143 SECONDARY HECOVERY
CER 8302 CEE 4 YOUNGER ENERGY CO PRATT 7-26-1307 AUGUST 17,2000 DECEMBER 18, 200) APPROVED OCTOBEH 12, 179% SECONOART HECOVERY
' 5Ny GEES YOUNGER EMERGY €O PRATT 7-26-131 AUGUST 17, 2000 DECEMBER 19, 2001 APPROYED QLTOUER 17, 1832 SECONDARY HECOVERY
BOUID PRESZO A OXY US4 INC HLASKELL 25-27-34W AUGUST 18, 2000 DECEMBER 19, 2001 APPROVED JuLy 74, 2000 0
<8001 MLP CLOSEE 1 OXY USA HC STEVEKRS 10-32-39W AUGUST 18, 2000 UECEMSLR 20, 2001 APPROVED AUGUST 11, 2% 0
CER AIG1D KELLS D OXY USA INC HASYELL 27-27-34W AUGUST 18, 200 DECEMUER 20, 2000 APPROVED JULY 26, 2020 h [0}
CER 82113 ZEIGLER A | FAULL DRILLING CO. INC KICWwA 28-77-200 AUGUST 18, 2000
CER 86014 SANDERS 3 WAJLL DRILLNG CO INC HARPER 631-08W° AUGUST 18, A0 DECEMBER 20, 2007 APPROVED MAY 3 2003 PLCOMPLETION
CFR 80014 SELFRICKSE 4 1 HULL BRILLING CO. INC. LAHE i 16-17-27% AUGUST 13, 200 QECELLER 20, 2IOTARTHIOVED JAINALLE D HOC ampLL non
CER BTG RanTan 7 MULL DAL ING O 1 POINTETTIY au e an G e e e



)

el

CLicBa0NT
CER 6Xre
CER EQOIY
CL% 80023
CER &3021
CER aX27
CER 80023
CER 80024
CER 9071
CER 92
CER 9003
CER 904
CER 9004
CER 9005
CER 9207
CER 9004
CER 2003
CLR 3010
LA 1000t
CFH 10002
CER 10X13
CER 10034
CER 100405
CER 10006
CER 10007
CER 10008
CER 10009
CER TRO0 10
CER 100011
CER 100017
CER 10011
CER 100014
CER 100715
CER r(014
CER 100017
CER 100018
CER 10019
CER 100024
CER 100021

TEHPALLIGER NE LT 1
TERWALLIGER HE UNIT 3
CITr OF LINTRAL "C™ 1
LOHNTET 14
GREGGF Y
GREGS F 12
GAEGSF 11
GREGGF 10
RAICLIFF 8 1
FISCHER HEIRS 1
HAMKS 1
HANKS B 1
SHYDER 2
MURPHT D2
MILLS 2
PFEUER 1.8
TUET-DIL +
TJADEH 2 2
MEYER 10-7
MENER 10-8
SHERMAN §
MACKEY 7
MACKEY B
MACKEY 9
BULGER 7-11
BULGER 7-13
PAULS 97
SCOTT 410
TURRALHTIRE 1041
TILLER A 1
CHARLES 2.12
MYERS TRUST 1-30X
H M WRIGHT 1
VADA DELLE UNIT 18-1
WAGHOMN 1-9
LYTLE 1-17
VERSTETTER 2-33
BEELEY 1
CARTHRAE 14

MULL DIILLING CO INC.

MULL DRILLING CO.INC,
ANADSRKO

MULL DRILUNG CO INC
ANADARKO
AHROARKD
ARADARKO
ANADARKO
ANADEREO

MURFIH GRILLING CO. M7,

MULL CRILLING CO. INC.
MULL DRILLING CO. INC
MULL DRILLING CO. INC,
ANADARKO
HULL DRILUNG CO. ItC
LMURFIK DRILLING CO. INS
HESS OIL COMPAHY
MULL DRILLNG CO. tHC
PETROSANTANDER
PFETROSAKTANDER
PETROSANTANDER
PETPOSANTAHDER
PCTROSSNTANDER
PEYROSANTANDER
PETROSANTANDER
PETAQOSANTAHCER
PETROGANTANDEN
PETROGANTANDER
PETROSANTARDER
AHADARKO
FNADARKO
MURFIN DRILLIKG CQ. INC.
VINCENT Qil. CORP
IMPERUAL AMERICAN Ot
AMERICAN WARRIDR INC
AMERICAN WARRICR INC
ANZIRICAM WARRIOR INC
AMERICANVYARRIOR INC
SMERICAR WARRIDR [NC

LANE
LANE
SEWARD
LANE
HASKELL
HASKELL
HASKELL
HASKELL
STEVENS
ELLIS
LAMNE
LANE
HESS
HASKELL
BARBER
CLLtS
ELLlS
KINGRAN
FIMNEY
FINNEY
FINWEY
FINHEY
FINKEY
FINNEY
FINNEY
FINNEY
ey
FINNEY
FINHEY
HASKELL
HASKELL
CHEYERNE
KICPA'L
ELLIS
COMANCHE
COMAHCHE
COMANCHE
COMANCHE
CCHANCHE

25-16-29
35-16-20Y
35-3¢-3407
+17-260V
4-79-34W
4-20-24%/
£-23-34V/
T334
1B8-13-37W
2-11-20N
20-17-27TW
21-17-Z7v
1116765
3429340
24-37-14'%
112N
21110
13-30-8v/
10-23-3 w7
10-73- 31
112337
12-73-31W
12-23-31w
12-23-31\Ww
7-73-300
7-23-300Y
$-23-31wW
4731w
10-23-31v/¢
10-79-25W
12-29-34wW

24-29-19W
18111
5131w
173318
33-32-190
19-33- 18w
41318

AUBGUST 18, 2000
AUGUST 19, 2000
ANGUST 24,2000
AUGUST 28 2000
AUGUST 30, 2000
AUGUST 34, 2000
AUGUST 30, 2000
AUG/ST 22, 2000
SEPTEMBER 90,2300
SEPTEMBER 7, 2000
SEPTEMBER 13, 2000
SEPTEMBER 13, 200
SEPTEMBER 13, 27001
SEPTEMEBESR 13, 2001
SEPTEMBER 14, 2000
SCPTEMBER 15, 2000
SEPTEMBESR 29, 2000
SEPTEMBER 29, X0
OCTORLR 10, 2001
CQCTOBER 10, 200)
OCTOBER 10, 2000
OCTORER 10, 2000
OCTORER 10, 2000
OZTOBER 10, 20X
OCTOB=R 10, 2000
OCTOSER 10, 2000
OCTOBEA 10, 2000
OCTOHER 10, 2000
OCTORER 10, 2000
OCTOBER 11, 2000
COCTOBER 1D, 2001
QCTOBER 17, 2000
OCTOHER 2§, 2000
OCTODER 24, 2000
OCTORER 30, 2000
OCTOBZR 30, 2000
CCTOBER 30, 200)
OCTOBER 34, 2000
OCTOBER ¥, 2000

DEZCEMBER 20, 2000 AlPROVED

DECEMBER T, 2000 APPROVED

NOVERMBER 29, 2000 AVPROVED
NOVERBER 29, 2000 APPROVED
NOVEMBER 23, 2000 APPROVED
ROVERDIN 23, 200) APPAOVED
HOVEMBER 20, 2000 APPROVED
HOVEMBER 29, 2000 APPROVED
NOVEMBER 29, 2000 APPROVED
HOVEMGEA 29, 2000 APPROVED
NIOVEMBER 29, 7000 APPROVED
HOVEMBER 73, 200 APPAOVED
HNOVEMBER 29 2000 APPROVED

JUNE 1, 119

FLURUARY 22 200]

AUGLIST 18, 1603
CCTOUER 18, 1920
SEFTEMEER 17, 167%)
NOVEMBER 17,1949
DECEMBER 20U, 1999
AUGUST 21, 2000
OCTOBER 18, 1923
HOVEMBER 19, 1899
JUNE 20, 2000

MAY 19, 2200
SEPTEMBER 26, 2000

B

SECOMDARY RECOVERY
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Kansas Qil Production in 12 SW Kansas Counties

1st 5 mo. Of
County 1995 1996 1997 1998 1999 2000
Hamlton, |~ &67) 6,576 | 4,251 1,827 2,043 | 2,334
Wichita . 40508] 42,774 45,803 52,121 39,370 48,653
Greeley | 261,977 # 276,120 171,361 148,319 144,863 129,652
Gray | 135623  123,747| 113,930 108,835 106,337 77,551
Grant | 599,335 | 488,685 | 428,383 | 322,937 296,599 198,616
Haskell | _1.870,143 | 2 2,204, 939 | _2 ,413,976 [ _ 1,905,297 | 1,703,268 1,576,188
finney . 2,581,087  25564,709 | 2,548,026 | 2,731,365 | 2688197 1,751,018
Kearney l 850,812 528, 003 | 432,364, 399,215 347,296 | 235,818
Morton 1 _ 1136056 |  861,237| 721,351 | 676,139 650,282, 387,143
Stevens | 681,613 ;l 560,899 | l_}(:§1—371_: 403,752 | 453,328 368,227
Stanton | ?]3;65_97_“ 691,487 | 504,472 | 363,013 277,176 | 239,371 |
Seward | 1,751,540 | 1,453,104 | 1,141,448 | 1,179,670 856,636 . 537,382
Totals | 10,285,258 |l 9,802,180 | 8,964,502 | _ 8,292,490 | 7,765,395 ! 5,551,953

Source: Kansas Geological Survey
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ST. i KANSAS
Bill . .5, Governor

Customer Relations

Mineral Tax Section

Kansas Department of Revenue
915 SW Harrison St.

Topeka, KS 66625

P&GE 81

DEPARTMENT OF REVaNUE

(785) 296-7713
FAX (785) 296-2073
Hearing Impaired TTY (785) 296-6461

FACSIMILE TRANSMITTAL SHEET
DATE: 1/10/2001

NUMBER OF PAGES INCLUDING TRANSMITTAL SHEET: |

TO:
NAME: KSPC
ORGANIZATION: KSPC
PHONE:
FAX: 235-6179

FROM:
LARRY NEWMAN

KANSAS DEPARTMENT OF REVENUE, CUSTOMER RELATIONS
PHONE: 785 296 5447

FAX: 785 296 4993

This is in response to your Incremental Exemption inquiry.

These figures are for 1/1/2000 through 8/30/20600.

Exempt Production Exempt Value Exempt Tax
0Oil 228,325 bbls $6,320,726 $273,687
Gas 2,309,145 mcfs $7,085,978 $306,823
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Mr. Chairman and Members of the Committee:

My name is Robert E. Krehbiel and I am appearing on behalf of the Kansas Independent
Oil & Gas Association. Kioga was organized 65 years ago to represent the interests of the many
independents who explore for and produce oil and gas in Kansas. We are appearing in support
of SB 51 to amend K.S.A. 79-4217.

K.S.A. 79-4217 includes a severance tax exemption for a period of seven years given to
the incremental production resulting from a production enhancement project begun on or after
July 1, 1998. Qualifying enhancement projects are defined by statute and rules and regulations
have been developed by the Kansas Corporation Commission. Qualifying projects include work-
overs, re-completions, secondary recovery projects, the addition of mechanical devices to de-
water a gas or oil well, replacement or enhancement of surface equipment, installation or
enhancement of compression equipment, and new discoveries resulting from the use of new
technology such as three dimensional seismic. Incremental severance and production is defined
as production in excess of base production. Base production is the average monthly amount of
production for the 12-month period immediately prior to the project beginning date, minus the
monthly rate of production decline. The monthly rate of production decline would be
determined with reference to the same 12-month period used to determine the base production.
The monthly rate of production decline is the decline that would have occurred except for the
enhancement project. The credit does not apply in any fiscal year if in the preceding calendar
year the price exceeded, in the case of oil, $20 per barrel; or, in the case of natural gas, $2.50 per
Mcf.

The purpose of this severance tax exemption was to incent investment in the kinds of
enhanced production cited in the statute, to increase production, prevent waste and create jobs
and the associated economic activity which results. This exemption has been very effective and
has been utilized by various independent oil and gas producers. Recent price increases above
the price limitations have eliminated the use of this incentive to exploration.

The severance tax in addition to the property tax is a major disincentive to exploration

and production in Kansas. We believe that the severance tax should be eliminated in its entirety.

-2



The exploration and production component of the Kansas industry and the Kansas resource base
can no longer support the severance tax. It is a tax from a bygone era which, when coupled with
the ad valorem tax, creates an effective tax rate which is three times higher than for that of any
other industry in Kansas. This combination of taxes is punitive in nature, imposed at a time
when investments in oil and gas exploration would yield a competitive rate of return. Since
inception of the tax the industry has lost over 10,000 employees, over 165 fewer rigs are
operating and production continues to decline. The exploration and production component of
the oil and gas industry has been decimated by a decade and a half of low wellhead prices.

Maintaining the viability of the incremental production exemption to the severance tax is
critical to continue to incent enhancement activity in the State of Kansas. A recent study
commissioned by the Interstate Oil and Gas Compact Commission indicates that such incentives
pay off for the States economy. States receive up to $39 in increased gross output for each
incentive dollar granted. Up to $5.20 in new salaries is generated for each tax dollar the industry
keeps. The typical oil and gas incentive attracts about $1.098 billion in investment activity
during its life and creates 6,000 work years. A copy of the IOGCC Briefing Paper with Key
Findings from the study is attached.

We encourage you to pass SB 51. Thank you very much for your consideration.



CHARLES B. WILSON
TESTIMONY BEFORE THE
SENATE ASSESSMENT AND TAXATION COMMITTEE
SB 51
FEBRUARY 13, 2001

My name is Charles B. Wilson and I am a vice president with BEREXCO INC., an independently
owned oil and gas exploration and production company headquartered in Wichita. BEREXCO
currently employees over 300 personnel and we operate nearly 1000 oil and gas wells in 44 Kansas

counties, as well as having operations in 6 other states.

As you know current legislation provides a seven year exemption from severance tax on oil and gas
production increases, or incremental production, which result from investments in production
enhancement projects. Such qualified projects after July 1, 1998 include: workovers of wells;
recompletions into a different producing zone within the same well bore; secondary recovery
projects; adding dehydration equipment; replacing or enhancing surface equipment; adding

compression for gas wells; and new discoveries as a result of new exploration technology.

The severance tax, as is true with any tax related to a business activity, reduces the cash flow from
that activity. We at BEREXCO saw the value of this tax incentive to re-invest cash flow into
enhancing our existing production. Granted the paper work requirements are somewhat
burdensome and many producers have been slow to take advantage of this exemption, we at
BEREXCO have been proactive in our business decisions regarding the availability of the credit.
Following are some facts of our activity since the exemption was made effective July 1, 1998:

1998 (after 7/1/98) - 10 wells were enhanced

1999 - Spent ~$500,000 enhancing 39 wells. A year later, oil production is up 115 BPD

2000 — Spent $2,728,000 enhancing 117 oil wells and 63 gas wells.
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Since Juiy 1, 1998, 232 enhancement projects have been completed by BEREXCO. Of these, 51 did
not meet the qualifications for the severance tax exemption, because simply said, they were not
successful in generating any incremental production. 105 applications have been sent to the KCC
for approval, of which 6 have now been formerly approved. The remaining 76 applications are in

various stages of internal preparation at BEREXCO.

As our production has increased due to investing in projects, additional revenue has accrued to us,
and a significant portion of the total investment has been recouped. The incremental impact will
not only benefit us. Jobs have been created and the local economies have felt the multiplier effect
from project dollars spent by us. Royalty owners have received increased revenues from the
production increases, while not bearing any of the cost of the projects. Additional county ad
valorem taxes have or will increase and certainly additional state income taxes (at a rate higher than

they severance tax rate) have been or will be paid as a result of our investments.

Capital for new investments comes from the cash flow generated from existing wells. The Kansas
severance tax reduces the cash flow available for new drilling. As we evaluate where to allocate
capital for new investment, Kansas projects compete with projects in the other states in which we
operate. Moreover, there are many operators in Kansas, besides BEREXCO, that have operations
in other states. The Kansas severance tax, when added to the county ad valorem tax, calculates to a
tax of nearly 10% on gross revenues. This rate of tax, as a reduction from gross revenues, regardless
of net profits, creates a significant disincentive when consider investing in new Kansas projects,
compared to projects offered in other states. However, the exemption from severance tax for

incremental production, makes Kansas competitive for new project investments.



”" fortunately now, pursuant to the price caps in the existing provisions of the exemption rules
appears we will lose this credit for the next year. The loss of the credit, not only affects the
economics of the projects already completed, but creates a disincentive for entering into new

projects.

Among other modifications to the statute which we also support, SB 51 removes these price caps.
We encourage your support of SB 51 so we can continue evaluating possible projects without having

to worry about losing this incentive. I believe every party will be a net winner with the passage of

this bill.

o et



HEIN AND WEIR, CHARTERED

Attorneys at Law
5845 SW 29th Street, Topeka, KS 66614-2462
Telephone: (785) 273-1441
Telefax: (785) 273-9243

Ronald R Hein Stephen P. Weir*
Email: rhein@hwchtd.com Email: sweir@hwchtd.com
*Admitted in Kansas & Texas

Testimony re: SB 51
Senate Assessment and Taxation Committee
Presented by Ronald R. Hein
on behalf of
Pioneer Natural Resources U.S.A., Inc.
i February 13, 2001

Mr. Chairman, Members of the Committee:

My name is Ron Hein, and I am legislative counsel for Pioneer Natural Resources USA,
Inc. Pioneer is one of the largest independent exploration and production oil and gas
companies in North America, with major natural gas production in the Hugoton field in
Southwest Kansas.

Pioneer supports SB 51. Specifically, Pioneer supports the removal of the cap on the
price of gas in K.S.A. 79-4217(b)(6)(D), at page 6, lines 25-31, and the addition of the
two new exemptions set out in K.S.A. 79-4217(b)(6)(A)(4)(viii) and (ix), at page 5, line
43, and page 6, lines 1-5.

Pioneer supports these changes because anything that the State of Kansas can do to
remove disincentives to increase production of oil and gas, either from new technologies
or otherwise, will be positive to the citizens of Kansas and this nation. Kansas’ tax
structure which includes a 4.33% severance tax on oil and gas in addition to ad valorem
tax, which is based upon production, results in taxes higher than other oil and gas
producing states. When companies are choosing where to invest their money in enhanced
recovery projects or other expensive technological methodologies for increasing or
finding new production, Kansas’ combined severance and ad valorem tax operates as a
disincentive to invest in Kansas.

Because you are hearing from other producers regarding the details of enhanced recovery
and SB 51, we will not repeat those here, but will simply indicate our support for the
passage of this bill.

Thank you very much for permitting me to submit this written testimony, and if you have
any questions, [ will be available to respond to them.
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Statement of
Erick E. Nordling, Executive Secretary
Southwest Kansas Royalty Owners Association
Hugoton, Kansas 67951

February 13, 2001
To the Honorable Members of the Senate Committee on Assessment and Taxation:

RE: Senate Bill 51 relating to exemptions from severance taxation for
incremental severance and production of oil and gas

Chairman Corbin and Members of the Committee:

My name is Erick E. Nordling of Hugoton. 1 am Executive Secretary of the
Southwest Kansas Royalty Owners Association (SWKROA). T am appearing on behalf of
members of our Association and on behalf of Kansas royalty owners to support of Senate Bill
No. 51 dealing with exemptions from severance taxation for incremental severance and
production of oil and gas.

BACKGROUND ON SWKROA

SWKROA is a non-profit Kansas corporation, organized in 1948, for the primary
purpose of protecting the rights of landowners in the Hugoton Gas Field. We have a
membership of around 2,300 members. Our membership primarily consists of landowners
owning mineral interests in the Kansas portion of the Hugoton Field who are lessors under oil
and gas leases, as distinguished from oil and gas lessees, producers, operators, or working
interest owners.

One of the early objective of our Association, formed in 1948, was to fight a
severance tax. We have maintained that position throughout the years, even though a severance
tax was eventually enacted.

We believe that any severance tax acts to reduce the long term development of
vulnerable to price increases. We also note that mineral production in Kansas is declining and
will continue to do so in the years to come, thus creating a declining and unstable tax source for

the state.

SEVERANCE TAX EXEMPTION BILL

Senate Bill No. 51 is an industry sponsored bill which, in part, grants additional
exemptions from severance taxation for production from oil and gas from horizontally drilled
wells, and from gas or oil produced from a coal bed.
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STATE OF KANSAS

MARK W. TADDIKEN
SENATOR. 21ST DISTRICT
CLAY. CLOUD. MARSHALL
NEMAHA. WASHINGTON. RILEY
AND A PORTION OF
POTTAWATOMIE COUNTY
2614 HACKBERRY RD
CLIFTON. KS 66937
17851 926-3325

COMMITTEE ASSIGNMENTS
VICE-CHAIRMAN: ENERGY & NATURAL
RESOURCES
MEMBER: AGRICULTURE
ASSESSMENT & TAXATION
UTILITIES

TOPEKA

SENATE CHAMBER
STATEHOUSE—ROOM 143-N
TOFEKA KS 66612
17851 296-7371
taddiken @senate state.ks.us

DATE: February 12, 2001

TO: Members of the Senate Assessment and Taxation Committee
FROM: Senator Mark W. Taddiken, 21 District

RE: SB 84 Income tax credit for investment in agricultural cooperatives

Thank you Mr. Chairman and members of the committee for allowing me some remarks this
morning,.

SB 84 would establish a tax credit program for agricultural producers investing in certain agricultural
cooperatives.

The purpose is to assist agricultural producers in retaining control of their products further into the
processing chain, thus increasing their potential for profit.

Generally speaking, the profit potential in processing agricultural commodities is two to three times
higher than in actually producing the commodities. More and more producers are attempting to
move into the arena of adding value to their products.

Many producers are choosing to join forces with other producers in a cooperative effort in these
endeavors. The major hurdle in implementing this process is the lack of capital.

SB 84 provides for tax credit incentives to assist in raising the needed capital. The basic concept is
to allow a credit of 25% of the amount invested up to a maximum credit of $2,500.

Furthermore, an investor would be able to sell or transfer the credit if they so desired. The bill limits
the State’s fiscal exposure to $2 million per year.

When this bill is worked, I intend to offer two amendments. The first would restrict any single
project from receiving more than 25% of the total yearly tax credits.
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The second amendment would reserve 10% of the total yearly tax credits for projects costing less
than $1 million.

The economy of rural Kansas needs a shot in the arm. The reason we are experiencing school
finance problems in rural areas is because of declining enrollments. Declining enrollments come
from the declining population base which comes from the decline in economic opportunities.
Will the implementation of SB 84 solve the economic woes of rural Kansas? Certainly not by itself,
but it could be an important piece of the puzzle.

The states of Nebraska and lowa have made substantial financial commitments to promoting value-
added agriculture in the form of loans and grants. Missouri and Oklahoma already have tax credit

programs similar to SB 84 in place.

I believe this program would not only assist rural Kansans, but in the long run have a positive
mmpact on the state treasury.

I would ask that the committee favorably consider SB 84.

Thank you for this opportunity and I will try to answer any questions.

X



Testimony on SB 84
Senate Assessment and Taxation Committee
February 13, 2001
Prepared by Joe Lieber, Kansas Cooperative Council
Mr. Chairman and members of the Committee, I'm Joe Lieber, President of the Kansas Cooperative
Council. The Council has a membership of nearly 200 cooperative businesses who have a combined
membership of nearly 200,000 Kansans. The majority of our members are farmer owned

cooperatives.

Over the last three or four years there has been several bills introduced similar to SB 84 and HB 2122
which has been introduced in the House. In 1997 HB 2481 was introduced, HB 2131 was introduced |
in 1999 and HB 2617 was introduced in 2000. Today, as in the past, the Kansas Cooperative Council
supports the concept of the bills because it gives Kansas farmers and ranchers an opportunity to help

themselves by creating added value cooperatives. This added value should enhance the prices they

get from what they produce.
Why do we say, “Support the concept of the bill*?

Of all the bills that have been introduced on the subject, SB 84 it the best written but like the others,

we still feel it has some technical problems with the language.

For example, on line 21, what does “economic value” mean? If a producer comes up with a great idea
on how to add value and is the instigator in starting an added value cooperative, would he or she be

eligible for a tax credit? We don't know the answer.

SB 84 does a better job explaining what an “eligible person” means in Section 1 (3), but we're not

sure if our current, traditional farm cooperatives are eligible.

Could a traditional farm cooperative that needed a new feed mill sell stock to its current members to

build it? Feed mills add value!

Can a traditional farm cooperative sell stock to a producer that promises to deliver a specified
quantity of product consistent with a marketing agreement? (Lines 16-19) If 50 producers invested

$2,000 the cooperative would have $100,000. It could use the interest off that amount to pay the
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i .ng producers a premium plus the producers would get a tax credit. Does SB 84 a..w or

prevent this?

We think traditional farm cooperatives are very important to the added value concept and in many
cases, because they are already owned by the producer, they can be the organizations that can bring
farmers together to invest in this new concept. But, we're not sure what role they can play with the

language in SB 84.

_ To ensure that traditional farm cooperatives can be involved we have offered an amendment to SB
84. Please see the attached balloon. In line 26 after the numbers 17-5903, add “or any farmer owned
cooperative which is organized pursuant to the provisions of KSA 17-1601.” We feel that would make

traditional cooperatives an “eligible person” and would allow them to be involved in the added value

concept.

Another concern we have with SB 84 is how the $2,000,000 tax credit will be divided up. It is possible
that 800 “eligible persons” could invest $2,500 in an added value cooperative and use the entire

$2,000,000 up on that one project. What about the people who invest in other added value

cooperatives that year? You may think that 800 investors is a lot, but when you consider some of

these expensive added value ventures such as an ethanol plant you can see why the tax credit needs
to be divided up. We are not sure how you may want to do this, but | have brought examples of the

Missouri and Oklahoma laws that do address these concerns.

~ The last major concern we have is that we believe the committee should be aware that not all added
value cooperatives are successful. For the last two years we have helped sponsor two added value
conferences, one at Pittsburg State and the other at Fort Hays. The main sponsors are the USDA, the
Kansas Department of Commerce and Housing and the Arthur Capper Cooperative Center at Kansas
State University. The speakers at these conferences included producers and managers that have
started added value cooperatives. We have always made sure that at least one of the speakers tells

the attendees that not all added value ventures are successful.

Will the passage of SB 84 encourage Kansas producers and ranchers to invest in “high-risk” ventures

or will it provide these same people an opportunity to increase their income by adding value to the

products they produce? We hope it is it the latter.



N, oer of the committee, as we stated earlier, we support the concept of SB 84 and if some o: inese

concerns can be resolved, we feel it will be a welcome tool to help the producers and ranchers of

Kansas.

Thank you. | will be happy to try to answer any questions.
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Session of 2001

SENATE BILL No. 84

By Committee on Assessment and Taxation

1-22

AN ACT relating to income taxation; providing a credit therefrom for
investments in certain agricultural cooperatives. :

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

Section 1. (a) As used in this section:

(1) “Agricultural cooperative” means any corporation which is organ-
ized pursuant to-the provisions of K.S.A. 17-1601 et seg., and amendments
thereto, the owners of which are required to purchase shares of equity
stock as specified in the stock subscription agreement which conveys the
obligation to deliver a specified quantity of product consistent with a
marketing agreement; ‘ .

(2) “direct investment” means the payment of money or the transfer
of any form of economic value, whether tangible or intangible in exchange

Definition of "economic

for stock; and

(3) ‘“eligible person” means an individual or family farm corporation,
limited agricultural partnership, authorized farm corporation, family
trust, authorized trusts or resident limited liability agricultural company,
as such phrases are defined by K.S.A. 17-5903,,and amendments thereto,

who, as a result of a direct investment, becomes a member of an agri-
cultural cooperative. -

(b) For all taxable years commencing after December 31, 2000, there
shall be allowed a credit against the tax liability of an eligible person
imposed under the Kansas income tax act in an amount equal to a direct
investment in an agricultural cooperative. The total credit allowed by this
subsection shall not exceed $2,500 or 25% of the amount of such invest-
ment, whichever amount is less, but for any taxable year shall not exceed
the amount of tax imposed under the Kansas income tax act reduced by
the sum of any other credits allowable pursuant to law. If the amount of
such tax credit exceeds the eligible person's income tax liability for any
such taxable year, such excess amount may be carried-over for deduction
from the taxpayer's income tax liability in the next succeeding taxable year
or years until the total amount of the tax credit has been deducted from

tax liability. If an eligible person is a corporation having an election in
effect under subchapter S of the federal internal revenue code, a part- .

nership or a limited liability company, the credit provided by this section

value"

or any farmer owned cooperative

organized pursuant to the
visions of K.S.A. 17-1601,

Pro-
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shall be claimed by the shareholders of such corporation, the partners of
such partnership or the members of such limited liability company in the
same manner as such shareholders, partners or members account for their
proportionate shares of the income or loss of the corporation, partnership
or limited liability company. ’

(c) Any eligible person, hereinafter designated the assignor, may sell,
assign, convey or otherwise transfer tax credits allowed and earned pur-
suant to this section, and amendments thereto. The person acquiring
earned credits, hereinafter designated the assignee, may use the amount
of the acquired credits to offset up to 100% of its income tax liability for
the taxable year in which such acquisition was made. Only the- full credit
amount for any one contribution may be transferred and such credit may
be transferred one time. Unused credit amounts claimed by the assignee
may be carried over for deduction from the assignee’s income tax liability
in the next succeeding taxable year or years until the total amount of the
tax credit has been deducted from tax liability. The amount received by
the assignor of such tax credit shall be taxable as income of the assignor,
and the excess of the value of such credit over the amount paid by the
assignee for such credit shall be taxable as income of the assignee.

(d) In no event shall the total amount of credits allowed under this
section exceed $2,000,000 for any one fiscal year.

Sec. 2. This act shall take effect and be in force from and after its
publication in the statute book.

How will

it be divided up?
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AN ACT

To repeal sections 348.020 and 348.060, RSMo 1994, and sections 348 406, 348 407, 348.408 and
348.410, RSMo Supp. 1998, relating to the Missouri agricultural and small business development
authority, and to enact in lieu thercof thirtecn new scctions relating to rural agricultural businesses, with
an emergency clavse and an expiration date for certain sections.

Be it enacied by the General dssembly of the state of Missouri, as folfows.

Section A. Sections 348.020 and 348.060, RSMo 1994, and sections 348,406, 348.407, 348.408 and
348.410, RSMo Supp. 1998, are repealed and thirteen new sections enacted in licu thereof, to be known
as sections 348.020, 348.060, 348.406, 348.407, 348.408, 348.410, 348,414, 1,2, 3, 4, 5 and 6, to read

as follows:

348.020. Therc is hereby created, with such dutics and poyvers as are set forth in scetions 348.005 to
[348.180] 348.415 to carry out the provisions hercol, a body politic and corporate, [not a state agency,
but] an independent instrumentality exercising essential pubhic functions, to be known as the "Missouri
Agricultural and Small Business Development Authority”. The powers of the authority shail be vested 1n
seven commissioners, who shall be residents of this state, to be appointed by the governor, by and with
the advice and consent of the scnate, except that the dircctor of the department of agricuiture shall serve
as a member of the authority as an ex officio member. Not more than four of the commissioners shall be

of the same political patty.

348.060. The commissioners shall employ an exccutive director. The executive director shall be the
secretary of the authority and shall administer, manage, and direct the affairs and business of the
authority, subject to the policies, control, and direction of the commissioners. The commissioners may
employ technical experts and such other officers, agents, and employees as they deem necessary, and
may fix their qualifications, duties, and compensation. The cxecutive director and all other employees
of the authority shall be state employees and eligible for all corresponding benefits. The
commissioncrs may delegate to the cxecutive director, or to one or more of its agents or employees, such

powcers and duties as 1t may deem proper, :

348.406. 1. The authority, upon application, may issuc certificales of guaranty covering a first loss
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Alce up to but not more than twenty-five percent of the loan on a declining principal basis {or Ic
w <ligible borrowers, exeeuting a note or other evidencs of a loan made for the purpose ol an '
agricultural business development loan, but not Lo exceed the amount of two hundred fifty thousand
dollars for any eligible borrower and to pay from the fund to an eligible lendar up to twenty-five percent
of the amount on a declining principal basis of any loss on any guaranteed loan made pursuant to the
provisions of sections 348.400 to 348.415, in the event of default on the loan. Upon payment on the
guarantee, the authority shall be subrogated to all the rights of the cligible lender.

2. The authority shall charge for each guarantced loan a one-time participation fee of one percent which
shall be collected by the eligible lender at the time of closing and paid to the authority. In addition, the
authority may charge a special loan guarantee fee of up to one percent per annum of the outstanding
principal which shall be coliected from the eligible borrower by the eligible lender and paid to the
authority. [Amounts 5o collected shall be deposited in the program fund and used, upon appropriation, 1o
pay the costs of administering the program.]

3. All moneys paid to satisfy a defaulted guaranteed loan shall only be paid out of the fund.

4. The total outstanding guaranteed loans shall at to time exceed an amount which, according to sound
actuarial judgment, would atlow immediate redemption of forty percent of the outstanding loans
euaranteed by the fund at any one time.

348.407. 1. The authority shall develop and implement agricultural products utilization erants as
provided in this section.

2. The authority may reject any application for grants pursuant to this scction.

3. The authority shall make grants, and may make loans or guaranteed loans from the grant fund to
persons [or entitics] for the creation, development and operation, for up to three years from the
time of application approval, of rural agricultural businesses whose projects add value to
agricultural products and aid the economy of a rural community.

4. The authorit}? may, upon the provision of a fee by the requesting person in an amount to be
determined by the authority, provide for a feasibility study of the person’s rural agricultural
business concept.

5. Upon a determination by the authority that such concept is feasible and upon the provision of a
fce by the requesting person, in an amount to be determined by the authority, the authority may
then provide for a marketing study. Such marketing study shall be designed to determine whether
such concept may be operated profitably.

6. Upon a determination by the authority that the concept may be opcrated profitably, the
authority may provide for legal assistance to set up the business. Such legal assistance shall
include, but not be limited to, providing advice and assistance on the form of business entity, the
availability of tax credits and other assistance for which the business may qualify as well as
helping the person apply for such assistance, ' '

7. The authority may provide or facilitate loans or guaranteed loans for the business including,
but not limited to, loans from the United States Department of Agriculture Rural Development
Program, subject to availability. Such financial assistance may only be provided to feasible
projects, and for an amount that is the least amount necessary to cause the project to occur, as
determined by the authority. The authority may structure the financial assistance in a way that
facilitates the project, but also provides for a compensatory return on investment or loan payment
to the authority, based on the risk of the project.

8. The authority may provide for consulting services in the building of the physical facilitics of the
business. _

02/02/2001 1147 AM

q-1



of 7

The authority may provide for consulting services in the operation of the business,

4. The authority may provide for such services through employces of the state or by contracting
with privatc entities.

11. The authority may consider the following in making the decision:

(1) The applicaut‘s_ccmmlitment.to the project through the applicant's risk:
(2) Community involvement and support;

(3) The phase the project is in on an annual basis;

(4) The leaders and consultants chosen to direct the project;

(3) The amount needed for the project to achieve the bankable stage; and

(6) The projects planning for long-term success through feasibility studies, marketing plans and business
plans.

[3. The authority may charge for each grant application & one-time fee not to cxceed two hundred dollars
to be paid to the authority at the time of application. Such moneys shall be deposited to the program
fund.] ;

12. The department of agriculture, the department of natural resources, the department of
economic development and the University of Missouri may provide such assistance as is necessary
for the implementation and operation of this section. The authority may consult with other state

and federal agencies as is necessary,
13. The authority may charge fecs for the provision of any service pursuant to this section.
14. The authority may adopt rulcs to implement the provisions of this section.

15. Any rule or portion of a rule, as that term is defined in section 536,010, RSMo, that is created
under the authority delegated in sections 348.005 to 348.180 shall become effective only if it
complies with and is subject to alt of the provisions of chapter 336, RSMo, and, if applicable,
scction 536.028, RSMo. All rulemaking authority delegated prior to August 28, 1999, is of no force
and effect and repealed. Nothing in this section shall be Interpreted to repeal or affect the validity
of any rule filed or adopted prior to August 28, 1999, it it fully complied with all applicable
provisions of law. This scetion and chapter 536, RSMo, are nonseverable and if any ol the powers
vested with the general assembly pursuant to ch apter 536, RSMo, to review, to delay the effective
datc or to disapprove and annul 2 rule are subscquently held unconstitutional, then the grant of
rulemaking authority and any rule proposed or adopted after August 28, 1999, shall be invalid

and void.
348.408. 1. There is hereby cstablished in the state treasury the "Agricultural Product Utilization Grant
Fund". The fund shall consist of money appropriated to it by the general assembly|, charges, gifts,

grants, bequcsts from lederal, private or other sources,] and investment i.nco:gte on the fund. ;
Notwithstanding Lhe provisions of section 33.080, RSMo, no portion of the fund shall be transferred to

the gencral revenue fund.
2. The fund shall be administered by the authority.

3. [Begmning with fiscal year 1997-98.] The general assembly may appropriate moneys not to exceed
fone and one-half] three million dollars [for the establishment and initial funding of the fund| annually.
In any given year, at least [one-third] ten percent of the appropriation shall be awarded 1o grant requests
of twenty-five thousand dollars or less. No single [grant award shall excced one] rural a gricultural
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husiness concept shall receive more than two hundred [lilty] thousand dollars in grant awards fre—
authority, ‘

4. Moneys in the fund may be invested by the state treasurer, and any income therefrom shall be
deposited to the credit of the fund,

348.410. 1. There 15 hereby created in the state treasury the "Agricultural Product Utilization Business
Development Loan Program Fund”. The fund shall consist of money {collected by the authority and
transmitted to the department of revenue and deposited pursuant to subsection 2 of section 348.406 and
subsection § of section 348.407) appropriated to it by the general assembly and investment income
on the fund. Notwithstanding the provisions of section 33.080, RSMo, no portion of the fund shall be
transierred to the general revenue fund. The money in the program fund shall be used, upon:
appropriation, for [administration of the program] purposes established pursuant to sections 348 400 to
348.415 and for no other purpose, Moneys necessary for [the start-up of] this program may be
transterred to this program fund from the fund established pursuant to [sections] section 348.408 [and
348.409].

2. For purposes of this section, the department of agriculture shall, as part of the program
administration, establish market promotion activities that assist grant recipients and loan applicants in
the planning and marketing of value-added products. The department of agriculture is specifically
authorized to employ qualified individuals to fulfill such dutics.

3. The department of agriculture shall promote products derived from development facilities and
renewable fuel production facilitics as defined in scction 1 of this act, - "

348.414. 1. The executive director of the authority shall act for the authority except that the appeal.
of the executive director's decisions shall be to the authority.

2. The executive dircetor of the authority shall be paid on 2 level to be determined by the authority
but not to exceed that of a division director of the department of agriculture.

3. The authority shall not provide services or funds for any projecct not located in this state.

Section 1. 1. The tax credit created in this section shall be known as the "Agricultural Product
Utilization Contributer Tax Credit".

2. As used in this scction, the following terms mean:

(1) ""Authority", the agriculture and small busincss development authority as provided in this
chapter; '

(2) "Contributor", an individua), partnership, corporation, trust, imited liability company, entity
or person that contributes cash funds to the authority;

(3) "Development facility", a facility producing either a good derived from an agricultural
commodity or using a process to produce a good derived from an agricultural product;

(4) "Eligible new generation cooperative', a nouprofit cooperative association formed pursuant to
chapter 274, RSMo, or incorporated pursuant to chapter 357, RSMo, for the purpose of operating
a development facility or a renewable fuel production facility;

(5) "Renewuble fuel production facility", a facility producing an energy source which is derived
from a renewable, domestically grown, organic compound capable of powering machinery,
including an engine or power plant, and any by-product derived from such energy source.

3. For tax year 1999, a contributor who contributes funds to the authority may receive a credit
against the tax othcerwise due pursuant to chapter 143, other than taxes withheld pursuant to
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‘oms 143.191 to 143.265, RSMo, chapter 148, RSMo, chapter 147, RSMo, in an amount of ur
wndred percent of such contribution. The awarding of such credit shall be at the approva

tuc authority, bascd on the least amount of credits necessary to provide incentive for the
contributions. A contributor that receives tax credits for a contribution to the authority shall
receive no other consideration or compensation for such contribution, other than a federal tax
deduction, if applicable, and goodwill. A contributor that receives tax credits for a contribution
provided in this section may not be a member, owner, investor or lender of an cligible new
seneration cooperative that receives financial assistance from the authority cither at the time the
contribution is made or for a period of two years thereafter.

4. A contributor shall submit to the authority an application for the tax credit authorized by this
scction on a form provided by the authority. If the contributor meets all criteria prescribed by this
section and the authority, the authority shall issue 2 tax credit certificate in the appropriate
amount. Tax credits issucd pursuant to this section shall initially be claimed for the taxable ycar in
which the contributor contributes funds to the authority. Any amount of credit that exceeds the
tax due for a contributor's taxable year may be carricd forward to any of the contributor’s five
subsequent taxable years. Tax credits issued pursuant to this scction may be assigned, transterred
or sold whenever a certificate of tax credit is assigned, transferred, sold or otherwisc conveyed, a
notarized endorsement shall be tiled with the authority specifying the name and address of the
new owner of the tax credit or the valuc of the credit.

5. The funds derived from contributions in this section shall be used for financial assistance or
technical assistance for the purposcs provided in section 343.407, to rural agricultural business
concepts as approved by the authority. The authority may provide or facilitate loans, equity
investments, or guaranteed loans for rural agricultural business concepts, but limited to two
million dollars per project or the net state economic impact, whichever is less. Loans, equity
investments or suaranteed loans may only be provided to teasible projects, and for an amount that
is the least amount necessary to cause the project to occur, as determined by the authority. The
authority may structure the loans, equity investments or guaranteed loans in a way that facilitates
the project, but also provides for a compensatory return on investment or loan payment to the
authority, based on the risk of the project.

6. In any given year, at least ten percent of the funds granted to rural agricuitural business
concepts shall be awarded to grant requests of twenty-five thousand dollars or less. No single rural
agricultural business concept shall receive more than two hundred thousand doliars in grant
awards from the authority. Agricultural businesses owned by minority members or women shall
be given consideration in the allocation of funds.

Section 2. 1. The tax credit created in this section shall be known as the "New (Generation
Cooperative Incentive Tax Credit".

2. As used in this section, the following terms mean:

(1) " Authority”, the agriculture and small business development authority as provided in chapter
348, RSMo;

(2) "Development facility", a facility producing either a good derived from an agricultural
commodity or using a process to produce a good derived from an agricultural product;

(3) ""Eligible new generation cooperative', a nonprofit cooperative association formed pursuant to
chapter 274, RSMo, or incorporated pursuant to chapter 357, RSMo, for the purposc of operating
a development facility or a renewable fuel production facility and approved by the authority;

(4) "Member", a person, partnership, corporation, trust or limited liability company that invests
cash funds to an eligible new generation cooperative;

(5) "Renewable fuel production facility", a facility producing an energy source which is derived
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1 2 renewablc, domestically grown, organic compound capable of powering machmery,
iding an engine or power pldnt and any by-product derived from such cnergy source.

3. Beginning tax year 1999, and subscquent tax years, any member who invests cash fuuds in an
ehglble new generation cooperative may rceeive a credit agaiast the tax otherwise due pursuant to
chapter 143, other than taxes withheld pur*;u.mt to sections 143.191 to 143.265, RSMo, or Lhapter
148, RSMo, chapter 147, RSMo, in an amount equal to the lesser of fifty percent of suuh member's
mv&.blmen{ or fifteen {housand dollars.

4. A member shall submit to the authority an application for the tax credit authorized by this
section on a form provided by the authority. If the member meets all criteria prescrlbed by this
section and is approved by the authority, the authority shall issue a tax credit certificate in the
appropriate amount, Tax credits issued pursuant to this section shall initially be claimed for the
taxable year in which the member contributes capital to an eligible new generation cooperative.
Any amount of credit that exceeds the tax due for 4 member's taxable year may be carried back to
any of the member's three prior taxable years and carried forward to any of the member's five
subsequent taxable years. Tax credits issued pursuant to this section may be assigned, transferred
or sold whenever a certificate of tax credit is assigned, transferred, sold or otherwise conveyed, a
notarized endorsement shall be filed with the .autiwnty speufymv ‘the name and address of the
new owner of the tax credit or the value of the credit.

5. At least ten percent of the tax credits authorized pursuant to this section shall be offered in any
fiscal year to projects with capital costs of no more than one million dollars. If the amount of tax
credits allowed pursuant to this section exceeds the amount needed for such smaller projects, the
remaining tax credits may be offered for projects with capital costs in excess of one million doliars.

6. If members of a project would be eligible for tax credits in excess of one million five hundred
thousand dollars, tax credits authorized pursuant to this scction shall be prorated between the
members on a percent of investment basis, not to exceed the maximum allowed per member.

Section 3. 1. The aggregate of tax credits issued per fiscal year pursuant to sections 1 and 2 of this
act shall not exceed six million dollars.

2. Upon the effective date of this section and ending June 30, 2000, tax credits shall be issued
pursuant to section 1 of this act, except that, the authority shall allocate no more than three
million dollars to fund section 2 of this act in fiscal year 2000. Beginning in fiscal year 2001 and
each subsequent year, tax credits shall be issued pursuant to section 2 of this.act

3. Beginning the first day of May of each fiscal year following implementation of section 2 of this

act, the ﬂuthomty may determine the extent of tax credits, pursuant to section 2 of this act, that
will be utilized in each fiscal year. If the authority determines that:

(1) Less than six million dollars for a fiscal year is to be utilized in tax credits pursuant to section 2
of this act; and

(2) The asscts availabie to the authorlty, pursuant to section 1 of this act, do not exceed twelve
million dollars; then, the authority may offer the remammg authorized tax credits be issued
pursuant to section 1 of this act.

Section 4. The provisions of sections 1 to 4 of this act shall expire December 31, 2010.

Section 5. The department of natural resources, the department of economic development and the
department of agnculturc may provide to an eligible new generation cooperatlve any technical
support necessary to assist in the operation of the facility or the marketing of its products.

Section 6. The tax credits issued in sections 1 to 6 of this act by the Missouri agricultural and small
business development quthomty shall be c;ub]ect to oversight provisions. Effective January 1, 2000,
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“twithstanding the provisions of section 32,057, RSMo, the authority shall annuaity repord «
ce of administration, president pro tem of the senate, the speaker of the housc of ‘

. .presentatives, and the joint committee on economic development regarding the tax credits
authorized pursuant to sections 1 to 6 of this act, which were issued in the previous fiseal year. The
report shall contain, but not be limited to, the aggregate number and dollar amount of tax credits
issued by the authority, the number and dollar amount of tax credits claimed by taxpayers, and
the number and dollar amount of tax credits unclaimed by taxpayers as well as the number of
years allowed for claims to be made. This report shall be delivered no Iater than November of cach

year.

Section B. Because immediate action is necessary to promote the welfare and continuing existence of the
state's farms, this act is deemed necessary for the immediate preservation of the public health, welfare,
peace and safcty, and is hereby declared to be an emergency act within the meaning of the constitution,
and this act shall be in full force and eflect upon 1ts passage and approval.

1ssourl House of Representatives
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An Act

ENROLLED HOUSE
BILL NO. 2959 By: Pope (Clay}, Bonny,

Begley, Beutler,
Deutschendorsg, Ervin,
Hefner, Hiett, Leist,
Maddux, Reese, Taylor,
Voskuhl, Widener,
Langmacher, Case,
Claunch, Dank, 0'Neal,
Pettigrew, Ramsey, Seikel ’
and Smaligo of the House

and

Price, Kerr, Martin,
Stipe, Campbell,
Gustafson, Bell, Williams
(Don), Long (Ed) and
Muegge of the Senate

—An Act relating to fevenue and taxation; amending
68 0.8. 1991, Section 2358, as last amended by

agricultural commodity Processing facility;
providing amount of exemptions establishing
maximum amount available for exemption; pProviding
for adjustment of investment percentage:;
authorizing Oklahoma Tax Commission to Promulgate
rules; permitting certain excess and Providing
pProcedure therefor; providing for carryforward of
certain unused exemption; defining terms;
providing for deduction from income for certain
depreciation; providing exception: Prohibiting
certain duplication of depreciation; authorizing
credit against income tax; providing credit for
certain investments ip certain agricultural
processing Cooperatives, ventures, or marketing
associations; providing amount of credit; lmposing
maximum amount of direct investment for which

amount; providing for adjustment of credit
percentage; Providing certain formula; permitting :
certain excess and pProviding procedure therefor;

authorizing carryover of income tax credits for
certain period; brescribing procedures for
claiming of income tax Credit; authorizing
Oklahoma Tax Commission to Prescribe forms;
authorizing investigations required for
verification of eligibility; providing for
adjustments to cost of ownership interests baseg {
upon receipt of Ccredit; authorizing reduction of {
credit amount based Upon prior sale or other |
disposition of ownership interestg: requiring '
Teport by Oklahoma Tax Commission to Legislature;
prohibiting credit under certain circumstances: ‘
defining terms; Providing for codification: ang i
Providing an effective date
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System, the Teachers' Retirement System of Oklahoma, the Oklahoma Law
Enforcement Retirement System, the Oklahoma Firefightefs Pension and
Retirement System, the Oklahoma Police Pension and Retirement System,
the employee retirement systems created by counties pursuant to
Sections 951 et seq. of Title 19 of the Oklahoma Statutes, the
Uniform Retirement System for Justices and Judges, the Oklahoma
Wildlife Conservation Department Retirement Fund, the Oklahoma
Employment Security Commission Retirement Plan, or the employee
retirement systems created by municipalities pursuant to Sections 48=-

101 et seq. of Title 11 of the Oklahoma Statutes shall be exempt from
taxable income.

10. In taxable years beginning after December 31, 1984, Social
Security benefits received by an individual shall be exempt from
taxable income, to the extent such benefits are included in the
federal adjusted gross income pursuant to the provisions of Section
86 of the Internal Revenue Code, 26 U.5.C., Section 86,

1l. For taxable years beginning after December 31, 1994, lump-
sum distributions from employer plans of deferred compensation, which
are not qualified plans within the meaning of Section 401(a) of the
Internal Revenue Code, 26 U.S.C., Section 401(a), and which are
deposited in and accounted for within a separate bank account or
brokerage account in a financial institution within this state, shall
be excluded from taxable income in the same manner as a qualifying
rollover contribution to an individual retirement account within the
meaning of Section 408 of the Internal Revenue Code, 26 U.S.C.,
Section 408. Amounts withdrawn from such bank or brokerage account,
including any earnings thereon, shall be included in taxable income
when withdrawn in the same manner as withdrawals from individual

retirement accounts within the meaning of Section 408 of the Internal
Revenue Code.

12, In taxable years beginning after December 31, 1995,
contributions made to and interest received from a medical savings
account established pursuant to Sections 2621 through 2623 of Title
63 of the Oklahoma Statutes shall be exempt from taxable income.

13. For taxable vears be inning after December 31, 1996, the
Oklahoma adjusted gross income of any individual taxpayer who is a
swine or poulktr roducer may be further adjusted for the deduction

Or depreciation allowed for new construction or expansion costs
which may be computed usIng the same depreciation method elected for
federal income tax purposes except that the useful 1lfe shall be
seven (7) years for purposes

of this paragraph. 1If depreciation ig
allowed as a deduction in determining the adjuste
individual, any depreciation calculated and claim
section shall in no event be

allowed or permitted on the f
individual. -

d gross income of an

: ‘ ed pursuant to this
a dupiication of any depreciation

ederal income tax return of the

SECTION 2. NEW LAW A new section of law to be codified
the Oklahoma Statutes as Sectio i

_ : : n 2357.25 of Title 68, unless there is
created a duplication in numbering, reads as follows:

; 1 producers in Oklahoma producer~
_ 1 processing cooperatives, Oklahoma producer-owned
agricultural Processing ventures, or Oklahoma producer-owned
agricultural processing marketing associations created and
to develop and advance the production, ‘
marketing of agricultural commodities g

Oklahoma, ?or calendar years 1997 and

‘ designed
processing, handling and

rown, made or manufactured in
1998, the amount of the credit

ount of the investment by the
oma producer-owned

entures, or marketing




For calendar year 1999, and all subsequent years, the credit
percentage, not to exceed thirty percent (30%), shall be adjusted
annually so that the total estimate of credits does not exceed One
Million Dollars ($1,000,000.00) annually. The formula to be used for
the percentage adjustment shall be thirty percent (30%) times One
Million Dollars ($1,000,000.00) divided by the credits claimed in the
preceding year. In no event shall the credit be claimed more than
once by a taxpayer each taxable year,

P— — T
In the event the total tax credits authorized by this section
exceed One Million Dollars ($1,000,000.00) in any calendar year, the
Oklahoma Tax Commission shall permit any excess over One Million

Dollars ($1,000,000.00) but shall factor such excess into the
percentage adjustment formula for subsequent years,

B. If the credit allowed pursuant to this section exceeds the
amount of state income taxes due or if there are no state income
taxes due on the income of the taxpayer, the amount of credit allowed
but not used in any taxable year may be carried forward as a credit
against subsequent income tax liability for a period not exceeding

six (6) years following the year in which the investment was
originally made.

C. The Oklahoma Tax Commission shall have the authority to
prescribe forms for purposes of claiming the credit authorized by
this section. The Oklahoma Tax Commission shall be authorized to
conduct an investigation of the relevant facts as may be required in
order to verify the eligibility of a claimant to receive a credit for
any applicable income tax year.

D. 1. For any taxable year during which a taxpayer sells or
otherwise disposes of the ownership interest for which a tax credit
has previously been allowed to the taxpayer or for which a tax credit
will be allowed to the taxpayer for the year in which the sale or
other disposition of the ownership interest is made, the taxpayer
shall be required to reduce the cost of the ownership interest in the

return, by the amount of the tax credit which has previously been
granted or for which the taxpayer is claiming credit if the credit is

allowable for the year during which the sale or other disposition is
made. :

2. If a taxpayer sells or otherwise digsposes of an ownership
interest in the Oklahoma producer-owned agricultural processing
cooperative, venture, or marketing association for which the tax
credit authorized by this section may be taken in a taxable year
following the year in which the ownership interest in the Oklahoma
producer-owned agricultural processing cooperative, venture, or
| marketing association is sold or otherwise disposed of, the credit

authorized by this section shall be reduced to account for the prior
sale or other disposition.

F. The tax credit authorized by this section shall not be
available or taken for any calendar year during which the claimant of
the credit received any incentive payments pursuant to the Oklahoma
Quality Jobs Program Act or the Saving Quality Jobs Act.

G. As used in this section:

producer-owned agricultural processing cooperative, venture, or

|
l
i l. "Direct investment" means the payment of meoney in an Oklahoma

W)
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marketing association or the transfer of any form of economic value,
whether tangible or intangible, other than money:;

2. "Oklahoma producer-owned agricultural processing cooperative"
means a legal entity in the nature of a partnership or business
undertaking agricultural transactions or agricultural commercigl
enterprises for mutual profit which are owned and controlled by
Oklahoma agricultural producers. An Oklahoma producer-owned
agricultural processing cooperative requires a community of interest
in the performance of the undertaking, transaction or enterprise, a
right to direct and govern the policy in connection therewith and the
duty, which may be altered by agreement, to share both in profit and
losses. The term does not inelude a cooperative that provides only,

and nothing more than, storage, cleaning, drying, or transportation
of agricultural commoditiess .

3. "Oklahoma producer-owned agricultural processing venture"
means a legal entity in the nature of a corporation or company
organized to invest in or operate an agricultural commodity
processing facility operated primarily for the processing or
production of marketable products from agricultural commodities. The
term does not include a venture that provides only, and nothing more

than, storage, cleaning, drying, or transportation of agricultural
commodities;

4. "Oklahoma producer-owned agricultural processin
association" means a legal entity owned by Oklahoma pro

commodities, facilitate the marketing process and to promote and
stimulate the processing, sales, and marketing of agricultural
commodities. The term does not include a marketing association that

provides only, and nothing more than, storage, cleaning, drying, or
transportation of agricultural commodities;

5. "Oklahoma agricultural producer"

means an individual who
produces agricultural commodities in this

state; and

6. "Agricultural commodities" meang a farm or ranch product,
including but not limited to, wheat, corn, soybeans, cotton, timber,
cattle, hogs, sheep, horses, poultry, animals of the families
bovidae, cervidae and antilocapridae or birds of the ratite group
produced in farming or ranching operations or a product of such crop
or livestock in itsg unmanufactured state such as ginned cotton, wool-
dip, maple syrup, milk and €9gs, or any other commodity listed under
any Industry Group Number under Major Group 20 of Division D of the
Standard Industrial Classification (SIC) Manual.

produced, by any
corporation:

-

Authorized to do and doing business under the lays of this
state;

2. Paying all taxes duly assessed; and

3. Domiciled within this state by having a location of
production within this state.

SECTION 3. This act shall become effective January 1, 1997

——
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STATE OF KANSAS
ARON SCHWARTZ STATE CAPITOL
ROOM 110-S
TOPEKA, KANSAS 66612-1504
(785) 296-7632
1-800-432-3924

REPRESENTATIVE, 106TH DISTRICT
GEARY, MARSHALL, REPUBLIC,
RILEY, AND WASHINGTON COUNTIES

2051 20TH ROAD COMMITTEE ASSIGNMENTS
WASHINGTON, KANSAS 66968 VICE-CHAIR: HOUSE AGRICULTURE

(785) 325-2568 MEMBER: HOUSE APPROPRIATIONS
HOUSE AGRICULTURE &
NATURAL RESOURCES BUDGET
HOUSE ENVIRONMENT

HOUSE OF
REPRESENTATIVES

Chairman Corbin and Committee Members

Thank you for the opportunity to appear in support of SB 84. This bill will provide
Kansas Agriculture producers incentives to invest in technology and increase the scales
of economics through closed co-operatives or new generation cooperatives. These
systems assume that producers can share in further-processing profits. They have become
fashionable as commodity producers look for ways to counter integration. New
generation co-ops sell stock to provide the up-front capital investment for further
processing of agricultural products. Along with a stock purchase comes the right and
obligation to deliver crops or livestock to supply the raw ingredients for the value-added
venture. The grain or product is usually identity preserved and priced by a contract.

It typically takes two to three years before most new ventures return a profit. If you factor
in the interest on the money invested, it may take some exceptionally good returns in
later years to make up for the years you had your money tied up with out any earnings.

Farmers today realize that because of narrow margins, the choices are to continue to
expand their business to generate enough income to thrive as a commodity producer or
find alternative methods to add value to their products. Several examples of existing
systems would be 21% Century Alliance, a Manhattan, Kansas, diversified closed co-op
involving 750 farmers in eight states that include two dairies, a New Mexico flour mill
and a Kansas pinto bean processing plant. Another popular example is U.S. Premium
Beef, which is associated with Farmland National Beef, a major beef processor with
plants in Liberal and Dodge City. The afore mentioned co-ops tie commodities to
processing.

The proposed tax credits will provide incentives for Agriculture producers to invest in
cooperative systems and share in further processing profits. In other words, this would
give Kansas producers a chance to compete with their peers in other states.

Thank you for allowing me the opportunity to testify in favor of SB 84.
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Good morning Mr. Chairman and Committee members. I'm here this morning
on behalf of the Kansas Livestock Association in support of SB 84. As I
understand the proposal, this bill would allow individuals or certain agricultural
oriented corporations, partnerships, trusts, and limited liability companies to
claim a state income tax credit equal to the amount they invest in an agricultural
marketing cooperative. The total credit shall not exceed $2,500 or 25% of the
amount of the investment, whichever amount is less.

Unused credits may be carried to the next succeeding years until the full credit
has been claimed. Furthermore, subsection (c) authorizes these tax credits to be
transferred to others with a state income tax liability. The fiscal note is limited to
$2,000,000 by subsection (d).

This bill is obviously meant to encourage producers to participate in marketing
cooperatives. Other conferees will likely outline past and future agricultural
cooperative marketing plans that are intended to give producers greater
bargaining power and/or capture a higher proportion of the consumer’s
expenditure on food items. Most marketing cooperatives I'm aware of view
themselves as meal providers instead of commodity producers.

Agricultural marketing cooperatives are not a new concept.
Senate »45355‘55 Men + ¥ Taretion
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Sunkist Groweszs started in 1893 as a group of about 100 orange growers that
united into one cooperative. These growers were frustrated with the commodity
type business that forced them to sell their annual production to local buyers
who took advantage of the supply/demand situation at harvest time. Today it is
a non-stock membership cooperative marketing association of California and
Arizona citrus growers with annual sales that often exceed $1 billion. (According
to their annual report approximately 80% of their revenue is distributed to
grower members.)

Blue Diamond Growers is another California based agricultural cooperative. In
1910, 230 almond growers, dissatisfied with price-cutting of independent buyers,
formed their own cooperative. Today, approximately 4,000 Blue Diamond
Growers process nearly 1/3 of the world’s crop of almonds annually, making
almonds California’s largest food export.

When Ocean Spray first started as a cooperative, the sales of cranberries were
basically limited to whole and jellied cranberry sauces. A seasonal market
limited cranberry growers. This cooperative expanded their sales by developing
a line of fruit juices and diversified when they added 100 citrus growers in 1976.
Today, according to Ocean Spray’s web page, these growers represent the “best-
selling brand name in the canned and bottled juice category” since 1981.

One of the most recent and local cooperative marketing successes is US Premium
Beef (USPB), headquartered in Kansas City, Missouri. This project started in 1995
with twenty-one cow-calf producers, mostly Kansans, who wanted to form a
marketing cooperative that would enable them to own their product all the way
through value-added processing. In 1977, USPB purchased a portion of Farmland
National Beef Packing Company. To date, 1,400 producers from 33 states have
marketed their cattle through USPB and shareholders have realized more than
$55/head in dividends from the earnings of their processing company, Farmland
National Beef.

These four examples are all examples of successful cooperative marketing
ventures. I'm sure there are many cooperatives that have not experienced such
success. It appears to us, however, that the biggest opportunity for many Kansas
agricultural producers is to pursue similar marketing arrangements.

This bill, SB 84, is one approach that Kansas’s lawmakers can empower our
farmers and ranchers who choose to chart their own destiny, carve a future for

their sons and daughters in agriculture, and revitalize our rural communities.

We urge this Committee and the 2001 Kansas Legislature to give favorable
consideration to this bill.

Thank you.
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Good morning Chairman Corbin and members of the Senate Assessment and
Taxation Committee, my name is Greg Krissek. [ am Director of Operations for the
Kansas Corn Growers Association. [ appreciate the opportunity to make comments
in support of SB 84. My comments also reflect the position of the Kansas Grain
Sorghum Producers Association.

The provisions of SB 84 would create an income tax credit for Kansas farmers who
invest in certain agricultural cooperatives.

Low farm gate prices the past few years have certainly signaled to Kansas farmers
that business as usual won’t work. The flexibility of the so-called “Freedom to
Farm” 1996 Federal Farm Bill also brought forth the need for production
agriculture to identify new opportunities. These new opportunities included
diversifying the income on many farms and ranches as the direction in future
agricultural policy indicated less safety net to go along with the “freedom™.

One of the best opportunities that may exist for Kansas® producers lies with taking
themselves beyond merely producing a generic unprocessed commodity. In short,
getting closer to the consumer by adding value to their commodity. The return on
investment to farming, even in good years, pales when compared to the returns
common to the food and agricultural commodity processing industries.

Farmers elsewhere have done this in many different ways. It is hard to think of
cranberries without thinking about Ocean Spray. Ocean Spray is a closed farmer
cooperative that constantly develops new products. Their farmer members have
added value and positioned themselves close to the consumer...and close to the
profits.

P.O. BOX 446, GARNETT, KS 66032-0446 « PHONE (785) 448-6922 ¢ FAX: (785) 448-6932
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If this is so simple, then why are we here today asking for tax credits as an
incentive? Quite frankly, any new business venture carries with it tremendous risk.
Some will succeed and many will fail. Most people, including farmers and ranchers,
will tend to do what they do best. In this case...farm. And while we have partnered
with others in the state to look for value-added business opportunities, we know that
the number of farmers actually stepping up to invest is relatively small. The
tendency among producers in a financial squeeze is to try to produce more, more
volume and more efficiency...kind of a Sam Walton approach. Unfortunately in
rural Kansas, that tends to pit neighbor against neighbor. Somecone might win, but
most assuredly others will lose.

By supporting this bill. we can recognize that there is value in looking at these issues
in a different light. A cap of $2,500 or 25%, whichever is less, means that the
incentive will be there for small investors. If these credits are taken then there will

be new businesses on our tax roles and hopefully new income as well. It will at least
give farmers a new incentive to prompt them to think and explore different options
when facing tomorrows’ financial challenges. Actually, we believe that SB 84 should
be looked at as an investment by the state in facing its’ future financial challenges as
well.

Quite candidly, as impetus for this legislative effort, groups of Kansas producers are
looking just a little eastward to two new Missouri ethanol plants that have formed
with cooperatives as part of their legal structure in order that their members utilize
a similar income tax credit available under Missouri law. The availability of that
credit was critical to the success of the capital drives for those two entities. Other
potential Kansas ventures such as new dairies or corn masa flour processing
opportunities would increase in number with the availability of the income tax
credit suggested in this legislation.

For these reasons, we request your support of SB 84. Thank you for the opportunity
to make these comments and I will try to answer any questions concerning this
testimony.
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Chairman Corbin and members of the Senate Committee on Assessment and
Taxation, Kansas Farm Bureau certainly appreciates this opportunity to express support
for SB 84.

My name is Bill Fuller. | serve the members of Farm Bureau as an Associate
Director of the Public Policy Division.

SB 84 provides an income tax credit for investments in certain agricultural
cooperatives. This legislation will provide a financial incentive for many farmers and
ranchers to invest in producer owned businesses that will add value to the crops they
grow and livestock they raise. Marketing these value added products is a key to
improving net farm income and increasing revenues to the State of Kansas.

Farm Bureau support for SB 84 is based upon new policy adopted by the farm
and ranch members representing the 105 county Farm Bureaus at the 82" Annual
Meeting of Kansas Farm Bureau in Wichita November 17-18, 2000:

“The state should authorize incentives that would encourage farmers and
ranchers to invest in producer-owned cooperatives and value-added
businesses.”
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Unlike a number of bills considered in prior sessions of the Kansas Legislature,
SB 84 places a limit on the size of the tax credit and requires the taxpayer to invest a
significant sum that is not covered by the credit. The bill in Section |, lines 32to 36 -
limits the tax credit to not more than $2,500 or 25% of the amount invested, whichever
amount is less. This means a taxpayer would be eligible for a $250 tax credit on a
$1000 investment. A $10,000 investment would be required for a taxpayer to receive
the maximum $2,500 tax credit.

A provision in SB 84 limits the fiscal exposure to the state budget. Subsection
(d) on page 2 of the proposal states: “In no event shall the total amount of credits
allowed under this section exceed $2,000,000 for any one fiscal year.” This limit may
be even more necessary today when the legislature is dealing with a tight budget as a
result of reduced revenue collections.

We respectfully request the committee recommend SB 84 favorable for passage
and advance the measure to the full Senate.

Thank youl!





