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MINUTES OF THE SENATE ASSESSMENT AND TAXATION COMMITTEE.

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

All members were present except:

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

Conferees appearing before the committee:  Dick Brewster, bp
Jack Glaves, Occidentd Oil and Gas Company (Oxy)
Bob Krehbidl, 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 ligt.

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

SB 51—sever ancetaxation; concer ningincr emental sever ance and productionof oil and gas, exemption—as
amended by Committee on Utilities.

Dick Brewster, representing bp, testified insupport of SB 51. He noted that the bill amends a Satute enacted three
years ago and that theexiding Satute is designed to bring incentivesfor bringing to the market incrementa production
which occurs as the result of production enhancement projects. He explained that incremental production
(production over and above the base production of the wel) isexempt fromthe severance tax under the provisons
of the hill for a period of seven years, if the project qudifies. In addition, certain oil or gas brought to market by
virtue of three dimensiond ssismic based wellsisexempted. Mr. Brewster recommended three amendments. The
fird amendment would darify the definitionof base productionfor agaswal, the second would provideanexemption
from coa bed gas production, and the third would strike the price threshold. (Attachment 1)

Aspart of histesimony, Mr. Brewster distributed copies of datafromthe Natural Gas Supply Associationfurnished
by Ken Peterson, Kansas Petroleum Council. The data concerns current natural gas supplies and what the
Association feds the future holds for the natural gas market with regard to the growing demand for natura ges.
(Attachment 2) Mr. Brewster noted that, today, natural gas consumption in the United States is between 21 and
22 trillion cubic feet ayear. In the next decade and half, consumption will increase to 30 trillion cubic feet. It is
edimated that the industry will spend $650 hillion to keep pace with the demand for natura gas. For this reason,
the A ssociationencouragesthe removal of the price threshold on the incentives so that Kansasremains competitive
with other gatesin attracting oil and gas investment dollars.

John Glaves, Occidental Oil and Gas Company (Oxy), testified insupport of SB 51. He explained that Oxy is one
of the most active producersinthe southwest K ansas areaand is particularly involved indeeper explorationventures,
which are rdatively expensve and high risk. He noted that exigting tax incentives have encouraged Oxy to drill 32
wdls and that Oxy particularly utilizes the exemption in extengve three dimensond seismic, which is vitd to
exploration in Hugoton. He said that the exemption has resulted in over 300 applications, and as its availability



becomes more generaly known, it will beacontinued sourcefor new invesment capital for Kansasexploration. In
thisregard, he caled attention to a pie chart atached to his
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written testimony, which shows the types of projects utilized by the indudtry, and to a lig 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 additiona drilling and additiona production. He also
cdled attention to a chart showing that the production of gasin Kansas has been declining every year snce 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 noteis low, $725,000 to $750,000. (Attachment 3)

Bob Krehbid, Kansas Independent Oil & Gas Association (KIOGA), tetified in support of SB 51. Heinformed
the Committee that Eastern Kansas Oil and Gas Association authorized him to testify on thar behaf. Hewent on
to State that the purpose of this exemptionto the severance tax was to encourage investment inthe kinds of enhanced
production cited in the statute, to increase production, to prevent waste, and to create jobs and the associated
economic activity whichresults. However, recent priceincreases above the pricelimitations have diminated the use
of thisincentive for exploration. Mr. Krehbid contended that maintaining the viability of the incremental production
exemption to the severance tax is critica to the continuance of enhancement activity in Kansas. Inthisregard, 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. (Attachment 4) Mr. Krehbid gave a copy of the sudy to Chairman
Corbin, who indicated that it will remain on filein his office for review by interested committee members.

CharlesWilson, BEREXCOInc., gavefind tesimony insupport of SB 51. Hebegan by itemizing projectsqudifying
for the exemption. Hesaid BEREXCO saw the value of the tax incentive to re-invest cash flow into enhancingits
exiging production, and hediscussed ati sticsregarding BEREX CO' s enhancement activity after the exemptionwas
made effective July 1, 1998. He maintained that the exemptionfor incremental production from severance taxation
makes Kansas competitive for new project investments. He commented that producers, the state, and the county
economies, will dl be net winners with the passage of SB 51. (Attachment 5)

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

SB 84-1ncome taxation; providing a credit for investmentsin certain agricultural cooper atives.

Senator Mark Taddiken, tedtified in support of SB 84. He explained that the purpose of the bill is to assst
agriculturd producers in retaining control of ther products further into the processing chain, thus increesing their
potentid for profit. The hill provides tax incentives to asss in raising the needed capitd. It dlows a credit of 25
percent of the amount invested up to amaximum of $2,500. An investor would be able to sell or transfer the credit
if they s0 desired. Senator Taddiken offered two amendments. One would restrict any sngle project from receiving
more than 25 percent of thetota yearly tax credits, and the other would reserve 10 percent of the totd yearly tax
credits for projects cogting lessthan$1 million. Senator Taddiken believes the program would not only assist rura
Kansans but dso would have a positive impact on the state treasury in the long run. (Attachment 8)

Senator Lee commented that she recently received ane-mail concerning thisissue from Jennifer Matheswho served
onthe Governor’ s21% Century Task ForceonAgriculture. Ms. Mathes stated that thetask force' srecommendation
wasnot limited to cooperatives but included other value-added sectorsinthe state. Senator Leeasked if therewas
gpecific reason for limiting the bill to cooperatives. In response, Senator Taddikensaid the hill isan attempt to pass
the profits to farmers or producers, and one concern with opening it up to any business was the possbility that
taxpayers would be funding some of the larger value added businesses. Senator Lee darified that Ms. Mathes
discussed the task force' sintent to encourageindividud producerstoinvest inaproject that could simulatether local
economies. Senator Lee will submit the email withMs. Mathes' suggetions at the next committee mesting for the
Committee' s consderation.

Bill Becker, AgraMark, testified in support of SB 84. Heexplainedthat he is a producer in northeast Kansas and
discussed the changes he has seen in agriculture Snce he beganfarmingin 1977. When he began, he decided to add
vaueto his crops by feeding livestock. He had afairly large pork production facility and adso fed cattle. With the



event of consolidationin agriculture and corporate livestock feeding, he decided to leave pork production. He had
to increase his crop production to offset the loss from adding va ue with livestock.
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Fifteen years ago when he sold livestock, he achieved gpproximately 50 percent of what the consumer spent

for meat. For the past ten to twelve years, he has delivered corn directly to aloca corn processor, who processes
the corn into corn grits which are rolled into corn flakes. Corn flakes are sold at about $3.00 abox, and about 15
centsof that $3.00 goes back to the producer. By no longer adding value, over time he haslost the percentage share
of whét is received from the consumer.

Mr. Becker went onto say that, about four years ago, he had an opportunity to represent Farmland Industriesinthe
Nationa Indtitute for Cooperativesin Minnesota. At that time, producersin the rurd area of Minnesota he toured
were addressing the same problems with cooperatives as Kansas. One thing he noticed wasthat rurd development
there was different from Kansas. New homes were being constructed in the rura area he visited. He discovered
that the added vaue 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 Sx months after he returned from Minnesota, an elevator operator in his local area
(Everest) made a decison to sl the fadlity, but could find no buyer. Mr. Becker was one of twenty-one locd
producers and businessmen who combined resources and bought the facility. After four years, they have
gpproximately a 25 percent return on their investment, and the City of Everest has been revitdized. He explained
further that hisgroup decided that it should have an organizationlarger thanthe core group inthe Everest community;
therefore, they put together another cooperative that is focused entirdy on marketing cropsin niche markets and
bringing vaueback intotheir production. Thefirst year, it brought back approximately $230,000 to member owners.
Recently, the group purchased a Quaker Oats facility at St. Joseph. Hefedsthat the Quaker Oatsfacility will give
the group an opportunity to move up the vaue chain and achieve some of the vaues seeninagriculture 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 cgp of $6 million, $1.5 millionper individud opportunity and a$15,000 leve for an individua
producer. Hepointed out thetax credit dlowsaproducer to bring forth much more equity thanif it wasnot in place.

Joe Lieber, Kansas Cooperative Council, testified in support of the concept of SB 84 and discussed what he
perceives to be technica problems with the language. He questioned the meaning of “economic vaue “online 21,
and “eligible person” in Section 1(3). He dso questioned if atraditiona farm cooperative which needs a new feed
mill could sl stock to its current members to build it and if a traditional farm cooperative could sdll stock to a
producer that promises to ddiver aspecified quantity of product consstent withamarketing agreement. He offered
an amendment to ensure that traditiona farm cooperatives can beinvolved. He aso addressed concernsregarding
how the tax credit would be divided. In this regard, he caled attention to examples of the Missouri and Oklahoma
lawsthat address his concerns attached to hiswrittentestimony. Inconclusion, Mr. Lieber said the Committeeshould
be aware that not al added value cooperatives are successful. (Attachment 9)

Chairman Corbin caled the Committeg'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
insession. (Attachment 10)

Mike Beam, Kansas Livestock Association, testified in support of SB 84. He began by expressing appreciationto
Senator Taddikenand otherswho requested the introductionof the bill. He pointed out that subsection (c) provides
that the tax credits to be transferred to others with astateincome tax ligbility. Inhisopinion, the provisonwill cause
more producersto participate. He commented that most marketing cooperatives view themsel vesas med providers
ingtead of commodity producers. He noted that agriculturd marketing cooperatives are not a new concept, and
fdlowed with a discussion of examples of successful cooperative marketing ventures (Sunkist Growers, Blue
Diamond Growers, Ocean Spray, and US Premium Besf). He believesthat the best opportunity for many Kansas
producersisto pursue Smilar marketing arrangements. (Attachment 11)

GregKrissek, Kansas Corn Growers and Kansas Grain Sorghum Producers Association, testified in support of SB
84. Hesaid oneof the best opportunitiesthat existsfor Kansas producersinvolves going beyond merely producing
a generic unprocessed commodity, and the return on investment in farming pales when compared to the returns
commonto the food and agricultural commodity processing industries. Mr. Krissek discussed new Missouri ethanol
plants which formed with cooperatives as part of thar legd structure so that their members could utilize a amilar



incometax credit available under Missouri lav. Hebelievespotential Kansasventureswould increasein number with
the availability of theincome tax credit provided in the bill. (Attachment 12)
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Bill Fuller, Kansas Farm Bureau, gave find testimony in support of SB 84. He agreed with other confereesthat the
bill will provideafinancia incentive for many farmers and ranchersto invest in producer owned businesses that will
add vaue to the cropsthey 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 Legidature is dedling with atight budget as aresult 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 mesting is scheduled for February 14, 2001.
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