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The Committee o n Natural R esources me t at 1 :30 p.m. on
Friday, February 11, 2005, in Room 1525 o f t he State
Capitol, Li.ncoln, Nebraska, for the purpose of conducting a
public hearing on LB 153, LB 154, and LB 680 . Senat ors
present: Ed Schrock, Chairperson; Elaine Stuhr, Vice
Chairperson; Carol Hudkins; Gail Kopplin; Bob Kremer; LeRoy
Louden; Vickie McDonald; and Adrian Smith. Senators absent:
None.

SENATOR SCHROCK: Go od afternoon. For the record, my name
is Ed Schrock. I'm from Holdrege, Nebraska, and I chair the
Legislature's Natural Resources Committee. I will introduce
the committee members that are here. To my far ri ght is
Senato i LeR o y L o u d en . Nex t t o h i m i s Sen a t o r G a il Kop p l i n .
Senator Louden is from Ellsworth; Senator Kopplin is f rom
Gretna and that's about as far apart as you can get in this
sta te . Se na t o r H u d k i n s i s n ex t ; sh e ' s f r om Ma l co l m, Jo dy
Git.tins, committee counsel. To my left is Senator Elaine
Stuhr; she's vice chair of t h e co mmittee from B radshaw.
Senator Vickie McDonald from St. Paul, Senator Smith is not
here, but he's probably introducing another bill. He's from
Gering, and Senator Bob K remer from Aurora. And the
committee clerk is hiding from u s back here behind the
scenes and that is Barb Koehlmoos. Our page today is E r ic
McCormick from G rant, Nebraska. He 's a j u nior at UNL.
Political science major?

ERIC McCORMICK: Elementary education.

S ENATOR SCHROCK: Elementary education, well good for yo u .
Some instructions, turn your cell phone off, please. If
you' re going to testify on a bill, please fill out the green
sheet and turn it in before you testify. Turn out one, or
fill out one for every bill that you' re going to testify on.
I f y ou ar e mo t i va t ed t o t e s t i f y a nd have n ' t f i l l ed on e ou t ,
make sure you fill it. out after yo u testify an d get it
turned in . Whe n you come forward, spell your name for the
record and i ntroduce yourself. If you have hand out
material, the page wi ll help you. With that, we will try
and „ove things along fairly rapidly today because it's the
weekend and some of us want to get home. With that, Senator
Baker, you will be introducing LB 153.
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SENATOR BAKER: Thank you, Chairman Schrock and members of
the Natural Resources Committee. I'm one of those who would
like tc go home early today, so I am not going to drag this
out any more than I have to, other than I have another bill
in Revenue today too, so. I'm Tom Bak er, r epresent
District 44. I 'm here to present LB 153. This is a bill
t hat we had last year that we tried to educate you on a b i t
and I see we have some new members in the Natural Resources
Committee. I will start by saying this statute has not been
revisited since 1959 and it's dealing with cost recovery for
nonconsent basically working interest owners in oil and gas
w e' l s , a nd I ge t t h at p er p l ex e d l o o k at m e ag a i n l i ke , wh a t
is this? It c hanges from 200 percent to 300 percent f or
wells in depth, so on. Let me explain again what this does.
When we have an oil lease out there and we may have eight or
ten owners of the working interest lease, and you might go
shoot a seismic prospect across this lease an d de termine
that, yes, there should be a well drilled, a seismograph
project, 3D-size is what we' re using now in Nebraska. We
decide, the operator decides that they want to drill a well
on this prospect and you may have someone go sa y , n o, I
don't want t o. I don 't want to participate in one out of
t hose , s a y , t en co mpan ie s o r i n di v i du al s . An d wh a t t h i s i s
a l low t h e r e ma i n i n g p e o p l e wh o wan t t o d r i l l i s g o ahe a d a n d
d r i l l t he we l l a nd r ecov er t h ei r co st s o f d r i l l i ng , a nd
there's a different set of percentages between the drilling
costs and the completion costs. These costs have gone up
dramatically in the last, in this case, 35 years, and i t' s
simply increasing the nonconsent penalty, saying, you don' t
want to go in, instead of re covering 200 percent of our
costs, the r est of us ass ume y our cost because Senator
Kremer didn't thi.nk this was a good prospect and didn't want
to drill it, we have to pick up his costs in order f or the
rest of us to go ahead and drill it. And there's always
been a penalty clause on that, a nonconsent penalty saying,
we' ll drill the well and if his share of it would have cost
$1,000 and we g o i n t h er e and d r i l l i t , we can r ecov er
$2,000 worth of co sts because we took all the risk, a id at
the time we recover his 200 percent costs, t hen h e back s
i nt o t h e l ea se a nd i s a pa r t i c i p at i ng ow ne r a g a i n . Hav e I
gotten everyone messed up yet ? But that is why we ' re
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adjusting the percentages of the penalties is what we' re
doing because the costs have gone up so dramatically in the
last 35 years. Want me to run through that again? I don ' t
know how else to explain it, but that's the scenario we' re
into. We occasionally will have a prospect put together and
we' e involved with one of those now. We either have to go
a head a nd d r i l l a we l l an d cove r t hat no n p a r t i c i pa t i ng
owner's cost or just throw away the whole t hing an d not
drill it . And w e want to drill it, so we' ll go ahead and
pick up that person's interest. In most c ases, it' s...and
in this case it 's a 16th interest, and we' ll go ahead and
pick up that person...that owner's cost, drill the well, and
i f we h i t a we l l , we ca n re co v e r , r i g ht now , 2 0 0 p e r c e n t o f
his cost because we took all the risk. What we propose in
t hi s b i l l on a we l l l e ss t han 5 , 0 0 0 f e e t de p i s r ecov e r y o f
300 percent of our cost because the cost has simply gone up
and the risk involved. So this has been in statutes since
1959 when the Oil and Gas Commission was formed and we need
to adjust them, quite frankly. It just doesn't cover the
r is k i nv o l v e d t o p i cki ng up some no nc o n sen t i n g wo r k i ng
interest owner who doesn't want to participate in a project.
I should reiterate again that typically an operator of an
o il and gas prospect represents or has to wo r k with all
those various owners underneath them, and there are cases
when an operator does not own any part of a prospect. It' s
not very often that happens, but that operator's responsible
for the paperwork and getting everybody signed on it, yes,
we do want to go drill this. We ' ll pay our proportionate
share of the costs and so on. And this adjusts that penalty
for the person who d oes not want to participate. I'd be
glad to take any questions.

SENATOR SCHROCK: Senator Hudkins.

SENATOR HUDKINS: Senator Ba ker, ca n you gi v e me the
approximate cost of drilling an oil well?

S ENATOR BAKE R : F or a typical 4,500 foot well i n
Hitchcock County to drill it, just the drilling, just t he
casing point, then you drill it, test it, and so on, costs
y ou p r ob a b l y S80 , 0 0 0 t o $9 0 , 0 00 t o da y , mayb e $ 100 , 0 0 0
depending on how many drill stem tests and what logs you run
on i t .

SENATOR HUDKINS: Okay. So if Senator Kremer is one of your
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owners . . .

S ENATOR BAKER: Um- h u m .

S ENATOR H UDKINS :
t wo, s i x , 20?

SENATOR BAKER: Oh, there could be...

SENATOR HUDKINS: . . .ev er y . . .

SENATOR BAKER: . . . 2 0 .

SENATOR HUDKINS: Okay. And if he says, no, I don't want to
participate in t.his cost of drilling this well, but then the
rest. of you pick up his costs and then you hit a good well,
t hen he a u t o mat i c al l y i s ab l e t o sh a re t he pr o f i t s ?

SENATOR BAKER: No . He 's penalized because he didn't go in
with us to d rill the w ell, and w e can re cover, now,
200 percent of what i t cost to carry his interest, and we
can recover 300 percent of the drilling costs.

SENATOR HUDKINS: But since he is an owner, he' s.

SENATOR BAKER: Then he would assign an operating agreement
with the operator that says, if I go nonconsent, I abide by
the statutes in place for Nebraska, which i s wh a t w e' re
modifying. He would come back in to own his proportionate
share of it., after we recovered that nonconsent penalty.

SENATOR HUDKINS: But you can't just cut him out of the well
a l t og e t he r a n d t h e r e st o f y ou sha r e i n t h e . . . ( i nau d i b l e ) ?

SENATOR BAKER: If he would agree to sell his i nterest to
the remaining owners, we could do that.

SENATOR HUDKINS : Ok ay .

SENATOR BAKER: It's sometimes done, but there's other times
they don't want t o give up their interest. The y'd be a
nonpart' cipatrng party, and t h at's when t his g oes i n to
effect. We wo uld try to buy him out, but he might decide,
well, he doesn't want to sell out for a rea sonable p rice,
but yet we want to drill a well, and that' s...this is used

. and t he r e c o u l d b e h o w many owners ,
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t o p r omote d r i l l i ng o f wel l s i n j u st t ha t scen ar i o . I f
someone ha s an in terest, doesn't wa nt to pay
there...participate and we don't want them to hold u p the
process, which it has because it's difficult to recover your
risk and s o on when you do this over a series of wells at
2 00 per c e n t .

SENATOR HUDKINS: Tha n k y ou .

SENATOR SCHROCK: Senator Stuhr.

SENATOR STUHR: I th ink you answered my qu estion earlier
because I was wondering why you were coming to us with this
piece of legislation, but it's a result of 1959...

SENATOR BAKER: '59 .

SENATOR STUHR: ...and so there are many statutes that deal
with this issue. Is that correct?

SENATOR BAKER: Well, oil and gas law is in 57, all of it,
901 to 9-whatever, I don't know, I can't remember. I served
on the Oil and Gas Commission for years and this has been an
issue for years and years and years in Nebraska. Other
states, and behind me is the executive director of the Oil
and Gas Commission, it's Mr. Bill Sydow. He could tell you
maybe about some other states, but we are way behind what
other states are doing, and it is a detriment to exploration
when you have stubborn people like Senator Kremer, who
doesn't want to pay his share of the bills. ( Laughter )

SENATOR SCHROCK: Senator McDonald.

SENATOR McDONALD: ( Coughs) Ex cus e me . Wha t i f Se na t o r
K remer refuses, sorry about that Senator Kremer, and yo u
don' t h i t o i l and you s t i l l have t h i s t r em e ndous b i l l o ut
t he r e ?

SENATOR KREMER: That's why you need 300 (inaudible)

SENATOR BAKER: Tha t's why we need some penalty clause that
we pay the bill. The rest of us pay.

SENATOR McDONALD: And pay the bill and...
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SENATOR BAKER: He ' s o ut .

SENATOR McDONALD: .. .and he's out.

SENATOR BAKER: He does n't have any participation in it
until we recover our costs plus, in the bill, 300 percent.
That's his penalty for not going in with the rest of us and
once we hit that payout, then he...and if it's a well, well
then we have to complete it. Once we get our costs
recovered at this percentage, then he backs in again as an
owner and h e gets his percentage of production, after we
r ecover o u r cos t s .

S ENATOR McDONALD: I s t h i s k i nd o f l i ke gam b l i ng ?

SENATOR BAKER: Wel l , i f you d r i l l an o i l we l l , i t i s .
( Laughter )

SENATOR SCHROCK: Bob. S enator Kremer.

SENATOR KREMER: Well, some of my questions were answered, I
think, Senator Hudkins, but I was wondering where my well is
and when I could expect my first payment? (Laughter )

SENATOR BAKER: I tell you what, we could probably work
something out if you want to assume some risk today because
t here ' s a r i g r unn i n g d own i n El l i s Co u n t y , K a n sas t o d ay . I
could probably get you some part of.

SENATOR KREMER: Yeah .

SENATOR BAKER: Yeah, and it's drilling.

SENATOR KREMER: Then the percentage that I'm going to get,
that would depend on whatever part of the ownership...it
depends on w hat the pool is under, whose property is, that
k ind o f w h a t . . .

SENATOR BAKER: Well, we' re not talking about the landowner
here, we' re talking about working interest owners.

S ENATOR KREMER: I see . Okay .

SENATOR BAKER: And it could apply to a royalty owner. In
the case, if you were a royalty owner and did not want to
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sign a l ease with us , we had seven-eighths of the other
royalty owners, then this would apply. That's a rather
ext reme c a s e .

SENATOR KREMER: And you' re not talking about the landowners
i n w i t h t he ( i n au d i b l e ) y ea h , ok a y .

SENATOR BAKER: No, the landowner typically in Nebraska gets
an eighth of all oil and gas p roduced free o f a n y co st
except his taxes, you know, ad valorem and severance tax,
which we' re going to talk about in a little bit. This is
oil and gas day here for me, but your participation in the
project would simply be determined by how much m oney you
wanted t o p ut a t r i sk and w h a t y ou t hou g h t . . .

SENATOR KREMER: I s e e .

SENATOR B AKER: ...the return would be. You could buy the
whole thing and do it yourself, if you want to take all the
risk, but typically these deals are spread around to a group
of individuals and companies, so it's not so much risk. And
yes, Senator Schrock, we' re still planning on drilling that
well i n Ha r l a n C o u n t y t h i s summer .

SENATOR SCHROCK: Well, they' re doing tests in Gosper County
on our property now and I'd sure like to see a gusher show
u p. ( Lau g h t e r )

SENATOR BAKER: The man who co uld probably answer some
questions with that. prospect is...

SENATOR SCHROCK: I'm not holding my breath.

SENATOR BAKER: Oka y .

SENATOR SCHROCK: Is there oil in Gosper County?

SENATOR BAKER: There's a chance. It's on the other side of
the Cambridge Arch and Mr. Sydow here can address that. W e
d r i l l ed a l ot o f we l l s on t he ea st si de o f t he ar ch a n d
mostly in Harlan County, and we' re going to go back. The
technology has changed since we drilled those wells in the
e arl y ' 80 s a n d w e t h i n k w e m i s sed a n o i l we l l n or t hea s t of
Harlan, northeast of Alma down there, so we' re going to twin
the well sometime this summer. And we ran into lease
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problems down there because it was an elderly person or
minerals we couldn't get some leases signed and what not. I
told you a ye a r ag o w e were going to drill that well, I
think, and we have it all cleaned up finally. To answer
your question, yes, there could be oil in Gosper County.

S ENATOR SCHROCK: S e n a t o r Lou d e n .

SENATOR LOUDEN: Yeah. I think your oil down there probably
has to be taken up with the Oil Recovery Act, probably, that
used oil o r wh atever it was we had in DEQ. Anyway, Tom,
Senator Baker, when I'm looking this over, this is with is
for p oo l i n g, r i gh t ? An d t h i s i s fo r p ool i ng wh en p eop le
don't want to agree to do any pooling or whether you c an' t
find those people or that sort of thing...

SENATOR BAKER: No .

SENATOR LOUDEN: ...is what this is all about.

SENATOR BAKER: We l l , you t a l k abou t p oo l i ng . We h ave
forced unitization of units and so on. Tha t's a bit o f a
different issue. When we have a unification, a, say a water
flood hearing in the Oil and Gas Commission, we had those
lots of them. That means that there's somebody that doesn' t
want t o g o ' n and t he y hav e over 5 0 pe r cen t ­ - help me ­ -I
t.hink it's 50 percent, and he's going to address that issue,
but you have to have a majority of the production and then
you can force pool those people in current statutes. This
does not apply to that. We can simply force pool them and
then with our operating agreement, recover our costs from
their production in that case. Tha t's a different issue;
force pooling and unitization is a...

SENATOR LOUDEN: And this isn't the same as
Th s?

f orce poo l i ng ?

SENATOR BAKER: No .

SENATOR LOUDEN: Well, they don't agree to
be about the same, I guess. I guess whether
probably doesn't make that much difference.
quest i o n i s on t h i s poo l i ng , when y ou
200 percent, that's asking for twice as much
are , r i gh t ?

it, so it would
or not it is it

I g ue s s my
' re as ki ng f o r
as th e e x p e n ses
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SENATOR BAKER: That's right. Tha t's because we took all
the risk and he still can back in if we hit a well. He
still back in for nothing, doesn't have to pay anything.

SENATOR LOUDEN: Yeah , bu t a l l of th e people that are
receiving the royalty only receive one-eighth of it...

SENATOR BAKER: Re g a r d l e ss .

SENATOR LOUDEN: ...of t? e production anyway. All of th em
together only see an eighth. Whoever does the drilling and
the wildcatters, that sort of thing, ge t the other
seven-e i g h t h s .

SENATOR BAKER: Ri gh t .

SENATOR LOUDEN: Right, yeah. I guess that's what I, you
know, 200 percent of S10,000 and if your expenses went up
200 and went up to S20,000, you get 200 percent, you still,
you' re talking about, you know, twice as much as what yo ur
costs are no matter what the deal. I still, I remember this
las t y ea r , an d o f co ur se , I ' ve bee n i nv o l v e d i n a l i t t l e b i t
of oil stuff. We have oi l leases and went through oil
scares and the poolings and the whole bit. I s till really
have a problem with what difference does it make if you' re
going to get twice as much as what it cost you to, you know,
if you' re going to recover twice your expenses, why a re
you. .

SENATOR BAKER: It 's simply t aking the risk because if
you' re drilling a well, you have no guarantees you' re going
to have oil, and you' re just simply putting your money on
the line and saying, if we' re going to do that, we' re going
to penalize that nonconsent owner, and you know, because of
the risk involved, we need more of a chance of re turn, I
guess . Tha t ' s j us t . . .

SENATOR LOUDEN: Ye ah .

SENATOR BAKER: .. .weighing the..

SENATOR LOUDEN: In other words, you' re cut into that eighth
royalty that...
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SENATOR BAKER: No . No , no. This doesn't come out of the
eighth royalty at all.

SENATOR LOUDEN: Oh , I know, but they' ve got to pay for it
somewhere or another, so you' re going to have to get it some
place.

SENATOR BAKER: No . The eighth royalty doesn' t...this is
working interest owners. The landowner...

SENATOR LOUDEN: Okay . Wher e are you going to get your
money if you get 200 percent of 100, but then who's going
t o . . .

SENATOR BAKER: We . .

SENATOR LOUDEN: ...come up with the cash?

SENATOR BAKER: The remaining working interest owners pay
t ha t .

SENATOR LOUDEN: But you' ll...

SENATOR BAKER: If say, Senator Kremer again o r whomever,
say it costs $100,000 to drill a well and he has 10 percent
of it and he doesn't want to go in , a nd it costs u s
$ 100,000 , so h i s sh ar e w o u l d h a v e b ee n $ 1 0 , 000 an d we c a n ,
if we hit a well, then there's a completion half o f this
kicks in t oo, but i f, s ay, we recover our costs, he was
responsible for $10,000 worth of expenses and we s ay, n o,
right now, the law says we can recover $20,000. What we' re
like to change it is $30,000 and it's going to force these
nonconsent owners to go ahead and hopefully participate in
i t o r n ot ho l d t he p r o j e ct u p .

SENATOR LOUDEN: Oka y . You want to get $ 30,000 f or h i s
$ 10,000 c o s t , r i g ht ?

SENATOR BAKER: Ri gh t .

SENATOR LOUDEN: Now , whe n you do that, then, is you, in
order to get your money then that, because i f he doe sn' t
want to b e in it, he isn't going to pony up any bucks any
time or another, sc you' ve got to h old that a g ainst the
production in order to cover your money, won't you?
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SENATOR BAKER: And you ' ll have a monthly statement that
says this was our net return on that particular lease, and
at ten percent, this is how much would have been credit of
that and when you hit that 200 percent threshold, then h e
backs in, and receives his share of it.

SENATOR LOUDEN: Oka y , now. Now we' re getting somewhere.
If you' re instead of s ticking him t he $ 20,000 , you ' r e
sticking him the S30,000 and he's only has an eighth...

SENATOR BAKER: Say at ten percent interest.

SENATOR LOUDEN: ...royalty of it anyway...

SENATOR BAKER: No . Well , he may not even be the royalty
owner. He's probably not the royalty owner.

SENATOR LOUDEN: Well, if he owns land in there and you' re
p ool i n g i n t her e . . .

SENATOR BAKER: Well, he's the landowner, he's not a working
interest owner. He 's a royalty owner. He 's out of this
t h ing i f he ' s j u st a r oya l t y o w n e r .

SENA OR LOUDEN: Yeah, but his group only gets an eighth of
that royalty.

SENATOR BAKER: Ri g ht .

SENATOR LOUDEN: And in order to recover your costs you' re
going to have to assess it against that group t hat has the
r oya l t y . . .

SENATOR BAKER: No .

SENATOR LOUDEN: . ..if they don't want to pay.

SENATOR BAKER: No , no , n o , no .

SENATOR LOUDEN: Who wi l l yo u char g e i t ag a i ns t ? How wi l l
y ou ge t t he . . .

SENATOR BAKER: When somebody signs an oil lease w ith me ,
that lease says on there, you receive one-eighth of any
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production of oil and gas, whatever, free of cost, excluding
s everance and t ax es , a nd o f c our s e, you h a v e t o p a y y o u r
income tax on it. He 's out of the picture. I have the
lease now and I go take this lease unless they have a lease
or block of leases and I want to go run a seismic prospect,
which we j us t d i d i n Mo r r i l l Cou n t y . So we ' d r un t h i s
seismic prospect up there across Senator Erdman's place and
decide there's oil on it, at least I do. I'm the operator
o f i t . I sai d , I ' m t h e op e r a t o r , I t h i nk t he r e ' s o i l he r e .
I wa n t t o dr i l l a we l l t he r e , a nd I ha ve y ou as a g r o u p o r
interest, working interest owners. That's the people who
pay the bills. We may have leased it from Senator Schrock,
but he doesn' t...he just...he gets an eighth and the rest of
you are my partners in the drilling operation and if it
costs us $100 amongst the ten of us and we split it equally,
we' re each subject to $10,000. But say we run this seismic
survey across there and I decide I want to drill a well, and
as operator, I have to get each one of you to go agree to go
ahead and drill the well after we spent the money on the
seismic, and maybe you don't want to go in and that's where
this enters in. We, the rest of us in the group say, sure,
let's drill the well, but Senator Louden doesn't want in and
we got to pick up your cost.

SENATOR LOUDEN: Now , yo u' re talking about the drilling
group?

SENATOR BAKER: Ye s .

SENATOR LOUDEN: Okay, then, why do you keep hi m in the
group if he doesn't want to be in?

SENATOR BAKER: He signed, he paid for his share of the
leases, and he paid for his share of the seismic costs, and
after he l ooked at t he seismic evaluation, said, I don' t
think is good enough for me to spend my money. You guys do
what you want, but I'm out. I'm out.

SENATOR I,OUDEN: Then doesn' t...okay, if he's the lessee in
t here , d oes n ' t h i s share come out o f t h e
seven-eighths royalty instead of the eighth?

SENATOR BAKER: Well, yo u' re talking about if a lease, a
landowner participated also as a working interest owner.
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SENATOR LOUDEN: No. I 'm talking about when you talk about
the working people then, that's where they get their money
xs the seven-eighths royalty out of any oil production.

SENATOR BAKER: That's right.

SENATOR LOUDEN: And they' re also supposed to ...they take
the rxsk out of that seven-eighths because they' re the ones
putting up the risk, right?

SENATOR BAKER: Right. Th e landowner's eighth royalty is
free and clear from any encumbrance from the working
interest owner. That's free and clear; they have no further
f inancial obligations other than to pay their share of t h e
severance an d c o n s e r v a t i o n t ax .

SENATOR LOUDEN: Okay, thank you.

SENATOR SCHROCK: Other questions for Senator Baker?

SENATOR BAKER: I can see right now , I need to put a
prospect together and get this committee to be partners and
we' ll just go through the process.

SENATOR SCHROCK: Why don't you write this, put this down in
black and w h ite for m e? Maybe it 's here and I'm just
don' t...I'm just not seeing it, but...

SENATOR BAKER: We can do that.

SENATOR SCHROCK: A l l r i g ht .

SENATOR BAKER: I get and I...we thought about doing that.
And maybe Mr . S y dow her e c a n . . .

SENATOR SCHROCK: All right.

SENATOR BAKER: . ..run you through the process again.

SENA.OR SCHROCK: How many...Senator Kremer.

SENATOR KREMER: Okay. I 'm looking at this explanation here
and I'm getting confused at... I mean...

SENA OR BAKER: W h ich one is that?
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SENATOR KREMER: I don't know who wrote that it talks about
the explanation of LB 153. It talks about allowing a person
or persons drilling the well to recover 300 percent. The
next paragraph says, allow a person or a person drilling
well to recover 200 percent, same depth and everything. It
looks like there's two different...mine must be...

SENATOR BAKER: There 's two sections to the bill, one of
t hem dea l i n g w i t h t he d r i l l i ng , an d we ' r e t a l ki ng abou t
$100,000 to d rill a well . Then if you run casing, then
there's the completion portion of it.

SENATOR KREMER: Okay .
exactly the same thing,
and o per at i ng t he
300 percent , and i n
2 00 perce n t . . .

SENATOR BAKER: T ha t . .

The first sentence of both says
allow the person or persons drilling
well to re cover, then one says
the n ext par agraph it says,

SENATOR K REMER:
every t h i n g , s o . .

SENATOR BAKER: I don't have that.

SENATOR KREMER: . ..something I'm missing on that. I don' t
k now or s o met h i n g .

SENATOR BAKER: I don't have that piece of paper.

SENATOR KREMER: Do you have...I don't know if you have.

JODY GITTINS: It's the two sections, Senator Baker, that
you t a l k e d ab o u t i n t he b i l l .

SENATOR BAKER: The one section is dealing with the working
interest drilling, another section is dealing w ith the
working interest completion aspect of it.

.and it also has the same depth and

SENATOR KREMER
here a little
and t h e n i t ha

Okay. It doesn't say that in this summary
bit because it has the same definition before

s two different outcomes from it, so...

I f we g o a h ead a n d .SENATOR BAKER:
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SENATOR KREMER: ...so it's different and different figures
for the completion and different figures...

SENATOR BAKER: Yes .

SENATOR KREMER: ...for the drilling, okay.

SENATOR BAKER: Yes, it is. I'm trying not t o muddy the
water any more that...that's different percentages.

SENATOR KREMER: Okay, it doesn't have.

SENATOR BAKER: Once we drill the well and find oil, then a
lot of the risk...

SENATOR KREMER: . ..there's a word left out.

SENATOR BAKER: ...has gone out of it, and hence the smaller
percentage of penalty.

SENATOR KREMER: There must have been something left out on
t ha t . . .

SENATOR BAKER: Ok ay .

SENATOR KREMER: .. .the explanation then.

SENATOR BAKER: Tha n k y ou .

SENATOR SCHROCK: Okay, first proponent?

BILL SYDOW: Good afternoon, Mr. Chairman and members of the
c ommitt ee . My n ame i s Bi l l Syd ow. I l i v e i n Si dn e y ,
Nebraska. I 'm the director the Ne braska Oil a n d Gas
Conservation Commission.

SENATOR SCHROCK: Spell the name for us.

BILL SYDOW: Yes , sir. S-y -d-(as in David) -o-w, and I am
here to testify in support of this bill. We ' re in support
of this b ill b ecause a part of our statutory charge is to
help develop and promote the state's oil and gas resources
and we be lieve that t his a mendment will do that. Thi s
amendment and what we have right now on the table, the 100,
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200 percent, is, I sa id it's a one si ze fits all type
penalty provision since 1 959. The a mendment would have
steadily increasing penalties that go hand in gl ove w ith
ever increasing well depths and well costs. And those are
basically in unity and in step. I would tell you that the
invocation of the current law is only able to be done upon
application to our commission. It requires a public hearing
before our commissioners and there would be an order written
after that hearing that would set forth the penalties, and
there could be oversight. I mean, there is the opportunity
for people to audit to see what happened. So it does take a
public hearing. It applies to the statutory people who are
called owners in the law. No w owners are the people that
have the right to drill and produce oil and gas. An owne r
may be a company or...and this has come up...it could be an
i nd i v i d ua l w h o ' s j ust sa i d , I am n ot go i ng t o l e ase my
ground. And tha t is on ly g oing t o come up in this
si t u a t i o n : i f t h er e ar e d i v i d ed mi n er a l s . I f t he r e ' s
severed minerals or divided minerals from the surface, you
can have two sets of r oyalty owners under one s ection,
separate families. So if t hat were the case, that would
involve someone who is a mineral interest owner, and they
could, by d efinition...by definition, they are an owner.
And so that I guess, going forward, Senator Louden probably
o wns t he minerals underneath yo ur ran c h t here in
Sheridan County, and by statute, you are an owne r. You
could go out and drill an oil and gas well after you got a
bond and permitted it with our agency, but you' re the owner
because you own the minerals and have the right to produce
them if they' re there. So most of the time, this is g oing
to involve companies. Th is is not a widespread occurrence
to have a forced pooling hearing, and you were correct on
that, before our commission. I' ve been able to work there
for ten years, and we' ve had four forced poolings, so i t' s
not a very c ommon thing. The pen alty provisions for
nonparticipation, and this is always occurs in a situation
where there is n o agreement between the parties. They' re
d isparate parties, and I' ll tell you the example I have i s
in Dundy County there were, believe it or not, a couple of
40-acre tracts that had been divided, north half and s outh
half, and the north half had 21 acres and the south half had
19. They were different mineral owners, and they got leased
by two separate companies. And one company o ffered
participation to the other company, and they said, we are
not p ar t i c i p at i ng wi t h you . So t h ey b r ou g h t an app l i c at i o n
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to our commission to force pool 19 of the 40 acres in, and
we heard that with our commission. So it does occur, it' s
rare. What has happened, and as a part of our job, is that
when you have companies that have two different leases on
the same surface acreage because of the divided minerals, I
have had people say, Bill, we are not going to come out
there and drill a well like that because your nonconsent
penalties are not enough, especially in the deeper part of
Nebraska. We do have a substantial amount of unexplored
acreage in our state, and as well as underexplored acreage.
Out in the Panhandle in the Denver-Julesburg Basin, there
have probably been 8,000 wells drilled, and we probably have
really, truly drilled about 18,800 wells in our state, but
about 8,000 of them are ou t there. They pretty much
penetrated through the rocks that are assigned to Cretaceous
a ge, geo l og i ca l l y , b ut t he r e i s a who l e s ect i on o f Per m i a n
and Pennsylvanian that have only been pen etrated by
300 wells in the Panhandle out of 8,000. So I would say,
characterize that as underexplored~ and those rocks that are
never been penetrated but those 300 times are the ones that
produce down in the southwest part of the state in Se nator
Baker ' s d i s t r i c t and i n t he Pen n s y l v a n i a n . So I j u st f ee l
as a commission we' re supportive of t h is . We need to
increase those penalty provisions to get some more money
into Nebraska. The deeper the wells are drilled, the m o re
they cost. There's some different things, drilling problems
that would apply, and s o, while well costs in southwest
Nebraska to drill and evaluate a well $80,000, out in the
Panhandle if we wanted to drill a well, some tough wells, we
could have j ust the dry hole cost, and that's the cost to
drill it and evaluate it to see if we found an ything,
5250,000 to 83 00,000; it would not be an uncommon number.
And those are the kind of wells that would be applicable to
the 500 percent nonconsent penalties. I guess a little bit
of explanation, most of the time this is going to apply to a
forced pooling situation, where you have disparate interests
and they have no reason to agree, but somebody has a le ase
hold and they want to develop those minerals, or at least to
drill a te st well. Whatever the penalty provision may be,
it would be set before the well is drilled, it would be set
b y ou r c o mmiss i o n. The we l l al so , i f i t was a dr y h ol e , and
that's a well th a t fo und no thing, the penalty is over.
There is no penalty because they didn't find anything. The
penalty is only going to begin to accrue once the well has,
if you' ve had a discovery and begun to produce oil and gas.
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And t ha t ' s r e al l y when t he pe na l t y p r ov i s i o n b e g in s . I f
xt's a dry hole, the people who elected to drill the well,
they got the money together and drilled it, and t hey paid
for the c osts, or carried was the term, they paid for the
costs of the nonparticipating companies. I' ll just urge the
committee to vote it out to general file and...

SENATOR SCHROCK: Thank you, Bill.

BILL SYDOW: . . . m ake mysel f av a i l ab l e t o qu e s t i on s .

SENATOR SCHROCK: Questions for Bill? Senator Louden.

SENATOR LOUDEN: Yeah, I guess I' ll ask you th e qu estion.
This penalty you speak of, who is that assessed against?

BILL SYDOW: Okay . That is assessed against the companies
or individuals who did not choose and elect to participate
in the original expense to drill that well.

SENATOR LOUDEN: That's against.

BILL SYDOW: So . . .

SENATOR LOU DEN:
r oya l t i es ?

B ILL SYDOW: It is agai nst t heir wo rking i n terest n e t
revenue, should there ever be any. Th is pooling, and it
came up, this will never affect the one-eighth royalty that
would go to the mineral owners. And so trying to think
a bout a scenario like that, but here w ould b e the case .
Let's say I had, in Sheridan County, I took a 40-acre lease
in a section, but there w e re...or actually, I leased a
section, but so meone wh o on ly owned 40 of the 640 net
m i nera l ac r e s , o ka y? And yo u o w ned t h e ot h e r 6 0 0; y ou o w n ed
the surface and you owned the 600, but I was able to take a
lease. And I went and said, Senator Louden, you and I need
to drill a well, and you said, Bill Sydow, get out of here.
I am no t go i ng t o pa r t i c i pa t e wi t h yo u . I ' d s ay , f i n e ,
we' re going to go to the commission and I w il l s how t he
commission what I think the well costs are going to be and
t he depths are going to be, an d t he co mmission has th e
ability to force pool you, as a working interest owner.

In other words, it's a gainst their
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SENATOR LOUDEN: U m -hum.

BILL SYDOW: Now , of the total revenue, since you own the
m i nerals, you would receive by a set out one-eighth, that' s
assumed the base royalty, one-eighth on your 600 net acres.
You get that money whether you participate or not if we were
successful. If we did not make a well, I pay all o f yo ur
costs, I never get to rec oup them, but if we did make a
well, you would receive the one-eighth royalty, but your
seven-eighths working interest, which wo u l d be
seven-eighths x 87.5 percent, what was remaining after we' ve
conpensat e d . . .

SENATOR LOUDEN: That belongs to the driller.

BILL SYDOW: That's the one that is penalized. Tha t's t he
p enal t y p o r t i on .

SENATOR LOUDEN: Why wou ld I hav e any interest in that
because I didn' t...I was the landowner; I wasn't in on your
work i n g . . .

BILL SYDOW: O k ay .

SENATOR LOUDEN: . ..on your drilling part, and then I guess
to follow up the question, then where would the penalty be
assessed? Agai nst my share of that seven-eighths, is that
w hat y ou ' r e t e l l i ng m e ?

BILL SYDOW: Exactly. And the reason that you, even though
you wouldn't care to see a well drilled in this particular
case, that person who owned 40 undivided mineral acres in
there has the r ight to see their minerals developed. And
t hat's really one of the purposes for the existence of t he
Oil and Ga s Co nservation Commission is to...it has ground
rules, it sets fairness, and no one is going to be de nied
their opportunrty to see their minerals developed or a well
drilled gust because they have a minority interest.

SENATOR LOUDEN: Okay. L et's go back then. If I hav e the
600 acres and somebody else has the 40 acres in there or
undiv . d e d i nt er e s t i n t h at . . .

BILL SYDOW: Um -hum.
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SENATOR LOUDEN: ...mineral rights, whether it's a piece of
g round or whe t h er i t ' s an u nd i v i d e d i nt e r e s t , ei t her w a y ,
and you want to come and drill on this piece of property and
I don ' t. want t o be pa r t o f you r d r i l l i ng co mpany , I ' m j u st
own land , I ' m w a i t i ng f o r you g u y s t o h i t som e t h i n g a n d c o me
up with eighth interest. Where does this cost come in then,
i f I do n ' t wa n t you t o do i t ?

BILL SYDOW: An d . .

SENATOR LOUDEN: Say the guy that owns the 40 acres didn' t
want to have anything to do with it.

BILL SYDOW: Oh. Then there wouldn't be an oil and gas
lease and t.here will never be a well drilled there. That' s
the bottom line. If some mineral owner, and they owned the
whole section, if you said, I don't care about your money, I
don't care about your lease, and I had come or a company had
come to lease you, you don't have to lease that. And since
y ou own all of that, no one i s ever g oing to make y o u
develop your minerals.

SENATOR LOUDEN: But they can..

BILL S YDOW: No .

SENATOR L O UDEN: ...if there's two or three owners in a
piece of property, that's where your pooling comes in, can' t
you, and fo r c e t he m i n t o dr i l l i ng ?

BILL SYDOW: But that would only be in the ins tance wh ere
t here a r e d i v i d e d m i n e r a ls .

SENATOR LOUDEN: Ok ay .

BILL SYDOW: Where some one had the abil ity t o make a
d ecis i o n ' n the election that I will lease my m i nerals to
Exxon to see if they' ll develop, and the other three parties
say, we' re not leasing. Now we have the conflict. Somebody
wants to g e t a well drilled and some people said, we don' t
care. Our commission is there to see that that well can b e
dri' led and those m inerals would be evaluated, and that
everybody in t h e ro yalty would b e fairly compensated,
one-eighth royalty provision, but say, the person who said,
I only would have to pay 25 percent of the cost, but since
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the other three guys are not going to, I'm willing to pay
1 00 per c e n t . I wou l d t o hav e h a d t o o n l y ca m e u p w i t h , you
know, $25, but now I got to come up with $100 because I got
t o p ay e ver y b od y e l se ' s $75. And b ecau s e t h e y d i d n ' t
participate, if I'm successful, I'm going to be ab le to
penalize them by statute because I took all the risk to get
that w e l l dr i l l ed . And so t hat ' s wh er e t h i s p r ov i s i o n i n
this amendment amends it so that the deeper you go, the more
expensive the well is, the increase the penalty because the
r i sk s d o i ncr e a s e .

SENATOR LOUDEN: O k ay. Than k yo u .

SENATOR SCHROCK: Senator Kremer.

SENATOR KREMER: Is the industry pretty well b ehind this
proposal or what? Maybe we' ll find out if there's opponents
or not, but then I just was wondering if this was something
that has been pretty well agreed upon by everybody in t he
i ndust r y ?

BILL SYDOW: Senator K remer, I would say, since there' s
probably nobody here in a negative, I guess the state of our
industry is we only have right now, probably a half a dozen
companies out o f 125 that even think about drilling wells.
We have mostly production companies in Nebraska, but this
would be applied to the people who want to drill wells, and
I actually, I have had people say, Bill, and this was t h e
case, there are di vided minerals, people are deceased,
they' re intestate or people have left. T hey don 't even,
can't find them t o get a lease, and that has come to the
point on certain people's decisions that look, we could pool
these unknown people. By statute, their money would be
escrowed, but we' re not going to do it for 100 percent of
t he t a n g i b l e s a n d 2 0 0 p e r c e n t o f t he i nt a ng i b l e s on a we l l
like we want t o drill. We want...we would want a bigger
penalty, and so, consequently, we' re not going to drill the
w ell . That ' s ha p p e n ed .

SENATOR KREMER: But yo u'd have pretty much unity amongst
t hose t h a t ar e d r i l l i ng now .

BILL S YDOW: Ye s . And . .

SENATOR KREMER: Th e . . .
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BILL SYDOW: And again, t his would be a rare occurrence
because most of the time if you have an exploration group,
they' ve already signed an agreement amongst themselves that
this is the way that we' re going to conduct our bus iness.
And I ' v e a ct u a l l y , I ' l l say f u r t h er , on exp l o r a t i o n j o i n t
venture agreements that I' ve been around in the past th at
a re r ea l l y i n wi l d s t u f f , i t ' s up or out . Ei t he r you
participate in the well, or f orget it. Y ou ' re out of the
prospect; you' ll never get to even participate in the well.

SENATOR KREMER: Th a n k yo u .

BILL S YDOW: So .

SENATOR SCHROCK: Other questions? Thank you, Bill.

BILL SYDOW: Th a n k you .

SENATOR SCHROCK: How many people are going to testify on
thi s b i l l ? I s t h er e mor e p r o p o n e nt t e st i mon y? Op pon en t
testimony? Neutral testimony? Closing testimony?

SENATOR BAKER: I might close very briefly, and I know it' s
Friday and I' ve been on that side of the chair and I do n' t
want to be here any longer than you want to be here, so we
wil l w o r k w i t h you i f we ne e d t o c l a r i f y so m e t h i n g s. Th i s
bill was actually an issue brought to me by an Oklahoma
company that's owned by...they' re headquartered in Oklahoma,
but at Dundy County, and their owner actually is a Nebraska
native. So w e really need to do something because there' s
some split minerals in Dundy County, we c an't get t hings
done. And it ' s h olding some wells being drilled, to be
honest w i t h y o u i f we h ad i t , so I ' l l b e g l ad t o wo r k wi t h
you. That would be my closing. Any other questions?

SENATOR SCHROCK: Senator Baker, it would be interesting to
know how other states are doing this, especially the on e s
close to us like Kansas.

SENATOR BAKER: They have a much higher penalty clause. I
can't tell you what their percent is.

SENATOR SCHROCK: You can get that i n formation t o us , it
m ght be helpful...
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SENATOR BAKER: Ok a y . I c an .

SENATOR SCHROCK: . ..not that this is terribly controversial
or anything, but I just...

SENA.OR BAKER: You ask if there's support for it. I'm one
of those people that has an operating company, and drilling;
we!I , w e dr i l l t oo , bu t i t ' s he l d up so m e p r o d u c t i o n . I t ' s
held up some we l l s b e i ng d r i l l ed i n Neb r a s ka , a n d I can
speak fo. them. I d on' t. know of anyone; we do have an
ind p ndent oil an d g a s association in Nebraska and I'm a
memb r and this is favored by the independent oil an d gas
peep'e. The r lobbyist is Darwin Pierson, who was down here
but. couldn't be here today, and did not submit anything, so
I guess I'm carrying the b all for no t only th e bi ll
introducer, but the i ndependent oil and gas producers of
Nebraska , s o .

SENATOR S CHROCK: Thank y o u , Sena t or Bake r . You ' r e
autho r i z e d t o op e n on LB 154 .

LB 154

SENATOR BAKER: (Exhibits 1 and 2) Thank you, Chairman
Schrock and members of the Natural Resource Committee. I 'm
Tom Baker, represent District 44. I wa n t t o preface my
remarks today with t.he fact that Wayne Madsen has submitted
written testimony. I think most of you on this committee
probably know Wayne Madsen. He had a lung, a big part of
his lung removed yesterday, cancerous, in P resbyterian
Hospi t a l i n Den v e r . I be t you . . . he ' s do i ng f i n e . I k now
h e's l y i ng on h i s bed w o n d e r i n g i f I ' m g o i ng t o h and l e t h i s
correctly, so I'm going to ask to bear with me and read his
t es t i mony . I t ' s no t ve r y l ong , i t ' s t o t he po i n t . I do
h ave copies of it and then I'm going to have to re port t o
him. I have an e-mail from his wife saying, he's really
going to want to know what you' re doing down h e re . And
those of you who know Wayne, he may have had surgery on his
lung yesterday at 11 o' clock, but I gua rantee you, he' s
concerned with what's going on with water, even though he' s
o ut there. I' ll open briefly on it. Wh at the section o f
t he b i l l t h at i s p er t i ne nt t o , a s f a r a s I ' m co n c e r n e d h e r e ,
is it. restricts who ca n ...it limits who can work on well
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construction and water well pump service is what it do es.
And Wayne has included an amendment with his testimony here,
and it's on page 5, subsection 2. That amendment that I'm
going to pass around here shortly, replaces that section and
it further restricts who can work on these drilling of these
wells and wh o c an servi ce t hem. And this all came
about . . . a n d we l l , I h ave t e st i f i e r s be h i n d me . I ' m n ot
going to bore you with that. They can explain why we h ave
thrs bill here. But this is Wayne Madsen's testimony. This
bill limits all water well construction and some water well
pump service to only those individuals who are by tr aining
qualified and credentialed to work...to perform this work.
It does not prevent ranchers or farmers who own th e we ll
from servicing their own nonpotable wells, which pump
50 gallons per minute or less. An example would b e a
rancher would be allowed to replace the leathers in his or
her livestock well. The people i n Ne braska need the
provisions provided for by this bi ll. This bill will
protect the groundwater from contamination by water well
work being done by persons lacking competence to comply with
regula t i o n s w h i c h t he y ar e un f am i l i ar wi t h . Ma i nt a i n i n g a n d
protecting groundwater quality is the primary purpose of
this bill. As a result o f t he 19 93 floods, the Un ited
States Pu blic Hea lth Service Off ice of Emer gency
Preparedness funded the 1994 Midwest Well Water Survey. The
funds were granted through the Center for D isease Control
and Prevention. The study s howed 37.3 percent of the
private drinking water wells tested in Nebraska tested
positive for coliform bacteria. Based on the population in
Nebraska on De ce mber 1 , 2004 , 20 pe r ce nt o f Neb r a ska
citizens, or ap proximately 349,443, receive their drinking
water from p rivate water wells. S om e of us h ave sp e nt a
great deal of time over the past six years rewriting the
rules and regulations which set the standards for water well
construction and pump installation of wa ter w e lls. The
purpose of t hese rules and r egulations is to pr otect
g roundwater q u a l i t y . Thi s b i l l wi l l ad d ano t h er l eve l of
protection. Our water well program is now involved in an
extensive grout study. Over $400,000 of program money has
gone i n t o t h i s s t udy an d i t i s no t f i n i she d y e t . The
surface seal or grout section is in our regulations solely
for the protection of water quality. We do not want to turn
ou backs on this study and continue to allow landowners who
are unfamiliar with the proper construction of pump service
standards to construct, service, and decommission water
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wells. The potential to contaminate the aquifer exists each
time the seal on a well is broken. The passage of this bill
wil l st op u ne t h i c a l wa t e r w e ll con t r ac t o r s f r om l ea s i n g h i s
or he r w e l l d r i l l i ng e qu i p ment an d c r e w t o a l a ndo w ne r i n
order to shove his or her re sponsibilities off to the
landowner. Res ponsibilities include following pro per
construction practices and making sure that the landowner
has obtained all necessary permits before well construction
begins. Restricting water well construction, decommissioning
water wells, and c ertain pump service work to licensed
c ontractors is not setting precedents. In 2003, LB 94 w a s
passed, which restricts the installation and maintenance of
on-site water wastewater systems to l icensed individuals.
It seems to me th at the same consideration and level of
protec t i o n s h o u l d b e g i v e n t o o ur d r i nk i n g w a t e r . I wou l d
offer one amendment as follows, and it's the amendment that
I will circulate here. It strikes subsection 2 on p age 5
and replaces that with this amendment, and, as I said, I'm
n ot going to go any further. T h e testifiers behind me, I
think there's proponents and opponents to what we' re doing.
I'd be glad to listen to those. The amendment, very brief,
"No repairs shall be made to potable water wells and no
pumps shall be installed in potable water wells, unless the
work is carried out b y a lice nsed pump installation
contractor or a certified pump installation supervisor."
What we go t into in the Middle Republican is we had some
people d r i l l t he i r ow n wa t e r we l l s . They we n t and g ot a
dr i l l i ng r i g , d r i l l ed t he i r own w e l l s , t h ey d i d n ' t hav e t he
correct permits, I do n't believe, and d idn't have the
correct procedures to c omplete them and so on, hence the
bill that says, if you don't have this certification, you
c an' t b e d r i l l i ng y o u r o w n w e l l s . So wi t h t ha t I ' d b e g l ad
to answer your questions, but I do have testifiers behind me
that I think probably can answer the technical part of this,
so.

Are t h er eSENATOR SCHROCK: Tha nk yo u , Se nat o r Bake r .
questions? Senator Smith.

SENATOR SMITH: If I understand you correctly, you said
there were some wells drilled without permits. How, I mean,
how would this change something like that?

SENATOR BAKER: I might have to qualify that statement. I
don't think they had permits. I could be wrong here and Dan
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Smith behind me, the director or manager of our resource
district there could correct me on that. They may have had
the permits, but they were drilled by a licensed contractor.
They simply went and leased a water well rig, drilled their
own wells, and there's no...I guess, there's no require...or
at the p resent time, there's no re quirement that these
people...well, they don't have the e xpertise, in our
opinion, to go ahead and grout the wells in correctly and so
on as f ar as safety issues. I' ll qualify that statement.
They may have had the permits, I don't know, but it w as a
s i t u a t i o n t h at d eve l o p e d i n t h e M idd l e R e p u b li c a n NRD a f t er
t hey pu t a we l l d r i l l i ng mo r a t o r i u m o n o u t t h er e , I be l i ev e .

SENATOR SMITH: Okay. And...okay, that's fine, thank you.

S ENATOR SCHROCK: S e n a t o r L ou d e n .

SENATOR LOUDEN: Senator Baker, what's the penalty if th ey
don't do this? Is that written into this statute or is it
s omeplace e l se ?

SENATOR BAKER: I think it's a Class IV misdemeanor. I 'm
not sure. I'd have to research that. There is a penalty.

SENATOR LOUDEN: O ka y .

SENATOR BAKER: I think it's a Class IV misdemeanor.

SENATOR LOUDEN: Th a n k y ou .

SENATOR SCHROCK: Senator Hudkins.

SENATOR HUDKINS: Senator Baker, let's say that you have a
potable water hydrant in your ba ckyard, and it's a
stop-and-waste hydrant. For so me reason, when you shut it
o ff , i t con t i nu e s t o r u n . You ' r e t e l l i ng m e t h at we wou l d
not longer be able to use a pair of pliers and a vise grip
to fix that spring.

SENATOR BAKER: If you' re not breaking the well se al, yo u
can go ahead and work on that frost free hydrant or whatever
you want to do. This is just if you break the well seal...

SENATOR HUDKINS: 01ell, that's enough.
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SENATOR BAKER: ...at the head of the top of the well.

SENATOR HUDKINS: Okay . If the hydrant mechanism itself
fails and you want to replace that, you can screw that o ff
and put on a new one. Can you still do that?

SENATOR BAKER: That's my interpretation here. If someone
wants t o . . .

SENATOR HUDKINS: Because you' re not breaking the seal?

SENATOR BAKER: The seal on the well is the critical point.

SENATOR HUDKINS: Okay. The well is over here. The hydrant
i s o ve r he r e .

SENATOR BAKER: You should have backflow preventer on that,
I woul d a s s ume.

SENATOR HUDKINS: Ok a y .

SENATOR BAKER: Sh ou l d h av e .

SENATOR HUDKINS: All right. Thank you.

SENATOR SCHROCK: (Exhibit 3) Other questions? Can I see a
show of h ands of those who are testifying on this bill? I
see four people who are testifying. All right. Please come
forward in the proponent capacity first. And we hav e a
letter here from the Nebraska Irrigators Association. We' ll
read it into th e re cord. It 's signed by Lee Orton in
support of LB 154. Thank you, Mr. Smith, and Dan, would you
w ant t o p r oce e d ?

DANIEL L. SMITH: (Exhibit 4) Thank you, Senator Schrock,
members of the Natural Resources Committee, my name is
Daniel L. Smith; it's D -a-n-i-e-I S-m-i-t-h. I'm the
manager of the Middle Republican Natural Resources District
in Curt's, Nebraska, and I'd like to testify on beh alf of
the district i n support of LB 154. The concept for this
proposed legislation was developed after an i ncident that
happened in my district in the summer of 2003. A landowner
who had a permit, but had been suspended, but the permit was
suspended because of our temporary suspension, and who h ad
contracted licensed well drillers, who had refused to drill
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his wells, leased a drill rig and the crew and drilled four
irrigation wells. After filing a cease and desist order and
successfully defending our position in court, the landowner
was forced to decommission these wells. L B 1 54 would help
prevent this sort o f si tuation in the future, in that it
would require that only licensed water well contractors or
water we l l d r i l l i ng sup er v i so r s cou l d dr i l l a we l l .
Landowners would no longer be able to construct their own
wells. It would also require that only certified personnel
could make repairs to a potable well or a no npotable well
producing at more than 50 gallons per minute. Now, potable
means water that i s su itable for huma n consumption,
nonpotable means water that is not intended for human
consumption. LB 154 will not prevent a la ndowner from
work' ng on h i s l i v e st o c k w in d mi l l o r i t wi l l not pr eve n t h i m
from moving a solar-powered pump between livestock wells.
Cert i f i ed t ec h n i ci a n s c o u l d st i l l l owe r a pu mp i n t o a we l l
and to m onitoring wells and collect water quality samples.
It is hoped that persons licensed and certified through the
Water Well Standards And Contractors' Licensing Act are more
knowledgeable and responsible and would not construct wells
that would be illegal. While my district was able to get
the above-mentioned wells sealed, legal costs were incurred
and much staff time was used in invested in t he situation
and in preparing our case. The landowner of these illegal
wells in our district spent over $55,000 drilling the wells
and s ubsequently, de commissioning them. Trained and
licensed persons are the logical people to make repairs to
wells that could have an impact on water quality. While
m ost landowners would be capable of doing many o f th e
repairs that a well or its pumping equipment might need, the
potential for contamination is higher when standards are not
known or not followed. Changes in standards and regulations
are provided to p ersons in the water well industry. They
have access to the procedures that should be followed. A
landowner may not be aware of the procedures to be followed
or of the changes to those procedures. A procedure that he
may have f ollowed last month may no longer be acceptable.
He c o u l d u ni n t en t i on al l y ma ke h i s we l l i l l ega l or
contaminated to t he point that it must be sealed. Now we
recognize that. some of th e op position to th is bill is
related to the dr iven sand point type of well. These
shallow wells can b e ea sily installed and removed b y
l andowners w i t h l i t t l e i mp a c t t o wat e r q ua l i t y con c e r n s . We
would support amendments, if they are offered to this bill,
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that would allow landowners to c ontinue, install or
decommission this type of well. We would ask that the Water
Well Standards and Contractors' Licensing Board review the
procedures for driven sand point wells to assure that this
type of well can continue to be installed and removed by
landowners without contamination of the groundwater. LB 154
is a logical progression in the changes that have been made
in the water well industry over the p ast few years.
Construction standards, water quality standards, and legal
issues are changing every year. By narrowing the ability to
drill and repair wells to a group of trained professionals
that are r equired to have co ntinuing edu cation, the
possibility for errors or contamination is limited. I would
hope that would you consider moving LB 154 to general file.

SENATOR SCHROCK: Thank you, Dan. Other questions?

DANIEL L . S M I TH : I . . . yea h .

SENATOR S CHROCK:
something e l se ?

DANIEL L . S MI TH : No . I wa s j u st go i ng t o say I ' d be g l ad
to answer questions if I could.

S ENATOR SCHROCK: S e n a t o r Lo u d e n .

SENATOR LOUDEN: Say some Sunday afternoon my submersible
pump for the house goes kaput. According to this, then, I
wouldn't be a ble to pull that up, run into town and get a
new pump, put on the end of it, and stick it back down?

DANIEL L. SMITH: That's correct. Any action t hat wo uld
involve breaking the well seal, very similar to the answers
t o your question, sir, would be prohibited unless it wa s
d one by l i cen sed p e r s o nne l .

SENATOR LOUDEN: You mentioned sand point wells; how do you
p ut a sa n d p o i nt we l l do w n ?

DANIEL L. SMITH: They could be driven or pressed, depending
on what. they do; they' re going to be used in shallow aquifer
situations, and they can be removed about as easily as they
can be installed, so.

Did I c ut y ou o f f ? Di d y ou w a n t t o say
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SENATOR LOUDEN: Do you ever wash any of them in?

DANIEL L . S M I TH : No , s i r .

SENATOR LOUDEN: Okay, because I was going to say, the last
ones I' ve seen put. in were washed in just the same as you' d
put in a casing well and I, you know, when the landowners
are going to be able to put in sand points, I didn't see
where there would be much difference between putting in a
small casing well or a sand point.

D ANIEL L. SMITH: LB 154 as it's written would prevent t he
landowner from doing sand points. Like I say, if that is
the primary is sue, we cou ld...at least the dis trict's
position is we could support amendments to that if that was
the only issue with the legislation.

SENATOR LOUDEN: O ka y . Th ank you .

SENATOR SCHROCK: Thank you. Sen ator Louden, any ot her
q uest i o ns ? Tha n k y o u , D a n .

DANIEL L. SMITH: Thank you, sir.

SENATOR SCHROCK: (Exhibit 5) Next pro ponent? Next
p roponent? Oppo nent testimony? I have a letter i n
opposition by the Nebraska Cattlemen Association, signed by
Michael Kelsey. All right.

RON WEBER: (E xhibit 6) My name is Ro n Web er, R- o-n
W-e-b-e-r. Senator Schrock and m embers of the Natural
Resource Committee, my name is Ron Weber. I farm and raise
cattle in A ntelope County. I 'm a member of the Nebraska
Farm Bureau board of directors and I'm here today on behalf
of the Nebraska Farm Bureau in opposition to LB 154. Under
current law, farmers are allowed to construct wells on their
o wn land for their own use, and we would like to s ee tha t
continued. LB 154 , as we und erstand it, would prevent
landowners from doing their own wells and from doing repairs
on wells at their own homes. The Neb raska Farm Bureau
opposes these changes for several reasons. Our position
st.atement states that farmers and ranchers should be able to
construct and decommission wells with a ca pacity of le ss
than 50 gallons per mi nute i f used fo r agr icultural
purposes. We have no problem requiring the use of licensed
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or certified personnel for the cons truction and
decommissioning of wells greater than 50 gallons per minute,
b ut LB 1 54 wo u l d p r oh i bi t a l an dow ne r co ns t r uc t i ng a n y
wells, even driven sand point wells used for livestock
watering purposes. It is our understanding ranchers still
use these wells and we fail to see a valid policy reason for
unduly restricting these. T he re strictions on r epairing
potable wells is a lso problematic. As you know, most
farmsteads have wells that are used for household purposes,
as w e ll as f o r wa t er i ng l i ve st o c k. Rep a i r s t o su ch w e l l s
are oftentimes simple, can easily be performed by a f armer
or rancher. When livestock are out of water, repairs can' t
wait u n t i l t om o r r o w . L B 154 wou l d p r oh i b i t f ar me r s a nd
ranchers from performing such repairs and requires them to
be performed by licensed or certified personnel. Again, we
fail to see a valid policy reason for this change. For
these reasons, Nebraska Farm Bureau opposes LB 154. I would
b e happy t o a n s wer a n y q u e s t i o n s .

SENATOR SCHROCK: Thank you, Ron. Are ther e que stions?
Ron, do yo u do yo u r ow n w e l l r e pa i r wor k o n y o u r r a nc h ?

RON WEBER: I pu t i n my o w n s u bmers i b l e p u mp when i t qu i t s .

SENATOR SCHROCK: Okay. Appreciate you coming down. Next
opponent. Got an NRD manager in favor, and an NRD m anager
o pposed, so . Do you h a v e a h a n dout t h e r e ?

JOHN THORBURN: A h, y e s .

SENATOR SCHROCK: G o ah e ad , Jo h n .

JOHN THORBURN: (Exhibit 7) Good afternoon, Mr. Chairman
and senators, my name is J ohn T horburn, T-h-o-r-b-u-r-n.
I ' m the manager of Tri-Basin Natural Resources District in
Holdrege. I'd like to testify on behalf o f t he Nebraska
Association of Resources Districts in opposition to LB 154.
Natural resources districts are responsible for protecting
groundwater quality and q u antity. We ' re concerned about
what we consider a loophole in st ate la w that al lows
l andowners t o dr i l l h i gh capa c i t y i r r i g at i o n w el l s on t h ei r
own property. At least one landowner has used this loophole
in an attempt to circumvent NRD well drilling moratoriums by
Leasing d rilling equipment and employees from a water wel l
contractor, as Dan described. We don't believe, however,
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that LB 154 is the correct remedy for t his problem. We
believe that LB 154 is too restrictive because it prevents
landowners from constructing and decom missioning
l ow-capac i t y sa nd po i nt wi ndm i l l we l l s . San d po i nt
livestock wells can be easily constructed without special
equipment in areas with high water tables. Windmills are
essential tools for range management. Mult iple water
sources enable ranchers to d ivide their range lands into
paddocks for rotational grazing. Rotational grazing systems
are widely recognized as a preferred conservation practice
for range management. NARD is c oncerned that requiring
landowners to have licensed well drillers construct and
decommission sand point wells is unnecessarily burdensome
and expensive. The proposed change in law would undoubtedly
increase the demand for water well decommissioning
cost-share funds, which are already inadequate for current
needs. It would also likely result in old sand point wells
being neglected and abandoned by landowners who don't want
to pay a well driller to decommission them. NARD be lieves
that it is appropriate to sanction offending landowners and
irresponsible water well contractors who help them dodge NRD
rules. NARD is anxious to work with the Natural Resources
Committee, and th e Wa ter W ell Licensing Board to develop
legislation that w ill close this loop hole wit hout
u nnecessar i l y bu r d e n i n g r a n c he rs . Th a n k y o u .

SENATOR SCHROCK: Thank you. Are there questions for John?
Senato r S tuh r .

S ENATOR STUHR: Oh, yes, just your last paragraph when y o u
talked about you t hought it was appropriate to sanction
them. What would be your ideas in sanctioning some of those
landowners that would be irresponsible?

JOHN THORBURN: Well, the concern, ma' am, is of course that
we want to have a level playing field for all landowners,
and if an NRD does establish a well drilling moratorium, we
don't want some t o think that because they have access to
drilling equipment that they might be able to circumvent
those NRD rules. And I thin k existing penalties are
adequate. We don't necessarily think that there are ne ed
f or a d d i t i o n a l pen a l t y r e qu i r e men t s .

SENATOR STUHR: Ok ay . T hank yo u .
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SENATOR SCHROCK: S enator Kremer.

SENATOR KREMER: The instance where they l eased t he
equipment and the...was that against the law now in any way
or were they okay, or was there anything you could have done
to stop that? I guess that was a different (inaudible)...

JOHN THO RBURN: Yeah, Sena t o r , t h e ca se wa s i n
Middle Repub l i c a n NRD and t h e NRD d i d , I b el i e v e, f i l e su i t
against the landowners in that case...

SENATOR KREMER: So they had authority to do something about
t ha t a l r ead y ?

JOHN THORBURN: After the fact, though, and that was part of
the problem, of c ourse, that the landowners had gone to
considerable time and expense.

SENATOR KREMER: Of course, they may have de commissioned
them, so that expense and everything was then for naught
then, wasn't it?

JOHN T HORBURN:
cer t a i nl y .

SENATOR KREMER: Yeah .

SENATOR SCHROCK: But he was drilling in a moratorium area
to start with, was he not?

Yeah, that was a penalty in it self,

JOHN THORBURN:
t ame , . . .

SENATOR SCHROCK: All right.

JOHN TH ORBURN: ...Senator. It was bef ore the final,
permanent moratorium.

SENATOR SCHROCK: So he had problems to start with? Thank
you, John. Other questions? Ap preciate you being here.
Other opponent testimony? Sure. Come forward. You don' t
hare to be the last one, you know.

W.V. KUEHNER: That's all right. There might be some more.
Senato r S c h r o c k , . . .

It was a temporary suspension at the
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SENATOR SCHROCK: Yeah .

W.V. K UEHNER: ...members of t he Resources Committee, my
name i s W i l l i am K u ehner a n d I l i v e . . .

SENATOR SCHROCK: W i l l i am , wi l l y ou spe l l t ha t f o r u s?

W.V. KUEHNER: K-u-e-h-n-e-r, 203 West 9th Road, D oniphan,
Nebraska .

SENATOR SCHROCK: Ok a y .

W.V. K U EHNER: My family has been in Neb raska about
140 years and they' ve did their own wells from digging them
by hand to r epairing our submersibles and our irrigation
wells. We' ve had an incident one time where we h a d a
certified well d riller contaminated a well for us. Guess
who cleaned it up? It took us two years to get that me ss
straightened up . About a mon t h ago , I think i t was
11 below zero in 0'anuary, we had a submersible go bad. Now,
who do you suppose fixed that when it's that cold? My hired
man and myself (cough), excuse me, pulled it out and put a
new one in, no big problem. Breaking a well seal, four cap
screws, a gasket, you clean it up or else put a new one in,
and put Vaseline on it. I' ve seen the well drillers, they
throw it over there in a pile, and put it back in and di rt
and whatever. Most of them I' ve seen, you'd probably want a
tank of c hlorine to dip their help in before you got them
working on your well that's for potable water. And so I
guess I would request that you kill this bill, and I could
go on and on and on with a lot of other incidents. We ' ve
got more than 30 submersibles and irrigation wells on our
farm and thank you, we seem to be able to do quite well by
doing the work ourselves, with the exception of drilling the
h oles .

SENATOR SCHROCK: Th a n k y ou .

W.V. KUEHNER: Are there any questions?

SENATOR SCHROCK: Thank you, William. The kind way to say
i t i s I PP, no t k i l l . (Laughter) IPP stand s for
indefinite' y postpone. Senator Kremer.
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W.V. KUEHNER: O ka y , wha t ev e r .

SENATOR SCHROCK: All right. ( Laughter )

W .V. KUEHNER: D e p ends o n wher e y o u ' r e f r om .

SENATOR SCHROCK: But we understand what you' re saying.

W.V. KUEHNER: Goo d .

SENATOR KREMER: Yeah, Bill, thanks for coming down. I know
I'd heard from you on this issue and I appreciate you coming
d own to t e st i f y pe r s o n a l l y . Th i s he l ps a l ot , so . . .

W.V. KUEHNER: Th a n k y o u . Anybo d y e l se ?

SENATOR SCHROCK: We appr eciate you being with us. Next
opponent? Is there neutral testimony? Senator B aker,
you' re authorized to close on LB 154 and open on LB 680.

SENATOR BAKER: I 'm going to close very briefly on LB 154.
The sand point well issue was an interesting one. I know we
tried...the Farm Bureau was not at the meeting we had la st
summer. I b e lieve their representative couldn't make it to
the meeting. The Cattlemen were; at that time it was Julie
Karavas. You know what, we talked about sand point wells
and how we were going to treat them and then we started
looking at s tatutes and we couldn't find a definition of
sand point wells in the statutes, so we just struck them out
and thought, there may be some civil disobedience here, but
we just took t hem out of the picture because there was no
definition in the statutes of sand p oint w ells. And I
didn't want t o pu t one in. I understand exactly what the
opposition is saying; this came out of my Di strict 44 area
and my Middle Republican NRD. It was a problem; there were
some expenses involved, even though the cease and d esist
order was issued and they plugged the wells, there was cost
to the NRD and this bill was simply a way to head them off.
What always I reg ret in situations like this we put this
blanket restriction on everyone in the state of Nebraska
because we h a d some b a d actors out there. Yes , it was
a ddressed, it cost the taxpayers some money and he nce, I
b rough t t he b i l l , and I do n ' t wan t t o se e i t I PP' d
particularly, but I understand the opposition, but...
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SENATOR SCHROCK: If I might interject, Senator Baker, we' ll
work with you and the Cattlemen and the resource districts
and some other people and if t here's any m iddle ground,
we' ll try and find it.

SENATOR BAKER: That would be appreciated. Thank you. I
g uess, n o q u e s ti on s ? I ' d l i ke . . .

SENATOR SCHROCK: Y o u c an op e n o n .

SENATOR BAKER: I'd like to...

SENATOR SCHROCK: Well, th a t cl oses the hearing nn
LB 154 . And w e ' l l op en t he hea r i n g o n LB 68 0 .

LB 6 80

SENATOR BAKER: Thank you, Chairman Schrock and members of
the Natural Resource Committee. I am Tom Baker, represent
District 44. If you liked th e fi rst oil and gas bill,
you' re going to love this one. We had the foundation laid
now, LB 680, to l ead up to the part of it that's dealing
with the oil and ga s issues, we have ...are working
currently, the Oil E Gas C ommission, the Un i versity of
Kansas, University of Nebraska Conservation Survey Division,
and group of oil producers, NPPD, OPPD dealing with a carbon
sequestration project. Can you say, have? There's a story
here. It 's h ow do we get to an oil well to talking about
this is sue here of transferring so me fun d s and
establishing...or es tablishing a di fferent fund. The
University of Kansas has been a leader in repressuring old
oil fields, and I don't have a pointer long enough to get
over there, but they' ve been repressuring old oil fields,
one n part icular right south of Russell, Kansas with CO2,
tha 's been produced at the ethanol plant at Russell. And
they we e h aving some problems with "heir formations down
there. Those are very old wells down in Kansas drilled in
the ' 20s a nd '30s and the casing integrity and so on, and
mult i p ' e f o r m a t i o n s a n d p e r f o ra t i o n s a re no t wor k i ng ve r y
well. So they came t o Ne braska and said, you have the
primary ingredients to put thi s project toge ther in
Hitchcock County, Nebraska, and t hey made some national
presentations on this around the country, and you' ll see
t hat a Martin DuBois, Scott Whit e, and Timothy
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C arr...Timothy Carr was here in the capitol a co uple o f
weeks ago; he's an engineer with the University of Kansas,
actually got an award for this chart there. But they' re
t ak in g t he g r a i n , pu t t i ng i t t h r ou g h t h e et h a no l p l a nt and
of course, the g rain products, the e thanol and the
distiller's grain and so on go back to the farm, the C02 is
g oing i n t o t he oi l f i e l ds . So we ha v e a wi n - w i n s i t u a t i on ,
the problem being that it's very speculative and they are
working with the Federal Department of Energy and the USDA
on various grants trying to get a pilot project put together
in Hitchcock County, Neb raska. Now, the Oil & Gas
Commission representative director here will have some
figures about the potential upside of this and what the oil
that's left in place without going to tertiary recovery and
going to tertiary recovery with C02 if this all works. But
to get to the point of seeing whether or not it w orks, we
have the example in Hitchcock County, the one that the
University of Kansas wants to use, and we' re working with
Kansas here, Senator Schrock, not against them on an energy
issue. They want to use this u p th ere. We had the
C02...the ethanol plant providing the C02 at Trenton and
that's one of the reasons the plant was built where it was.
It's near the oil fields. They want to capture the C02,
p ipe i t t o a p i l o t pr oj e ct i n t he Beau v a i s C a n yon F i e l d i n
Central Hitchcock County and see if this all works. Well,
and they need some money. Th is is speculative. This is
research and development; it's not g oing to qualify for
L B 775 funds or anything like that. So a s t he result o f
several meetings we ha d with v arious people from the
University of K ansas and M arv Carlson and the Stat e
Conservation Survey Division and the Oil & Gas Commission,
we' re trying to work some sort of a seed money source from
the state o f Ne braska, University of Kansas. The re's a
whole lot of people trying to come together on this highly
technical, unproven, research and development project, and
i t ' s v e ry ex ci t i ng , a nd Mr . S y dow w i l l ha ve s o me d e t a i l s on
zt. Wh at the bill proposes to do is take some money that' s
generated from oil and gas production now t hat has b een
d;rected toward the governor's energy office since the ' 70s ,
I be l i ev e , t ha t was t o be u sed f o r schoo l a nd p ub l i c
b ui l d i n g wi nt e r i za t i o n projects. I' ll be t form er
superintendents would know about this. That was the purpose
of the f und being transferred to oil and gas severance tax
to the governor's Energy Office and then they di sbursed
grants and lo w in terest loans back to schools and public
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ent i t i e s fo r wea t h e r i z at i o n wh en we h ad t h e ene r g y c r i s i s i n
the '70s. That's been done and what I propose to do in the
bill is to take that severance tax, redirect it from t he
governor's Energy Office, part of it, not all of it, up to
S200,000 per year, currently there's $300,000 per ye ar of
severance tax going to the governor's energy office. I want
t o t ake S200,000, direct that to the Oil & Gas Commission
and establish the Energy Enhancement and Research Fund, and
then the Oil a Gas Commission would have jurisdiction over
t hi s t h r o ugh t h e g r a n t pr o c ess a p p l i ca t i o n, r ev i e w i t , t h e i r
technical staff in Sidney would review these, and thereby be
able t o he l p t h i s o i l com p any . And w h e n I say , o i l com p any ,
there's a whole group of people involved in this project.
I 'm no t o n e o f t he peo p l e i nvo l v e d i n t h at f i e l d at al l , bu t
there's a group of peop l e own this oil fie ld,
Beauvais Canyon there in Central Hitchcock County that want
to try this and the economics...it's economic development
for Nebraska, to be honest with you. Millions of dollars in
l ay ing a p i p e l i n e a n d a l l t h e pu mping s t a t i o n s a n d i nj e ct i o n
equipment and so on to do this, the University of Kansas is
involved. In fac t, they' re...I'd say they' re leading the
way with the technology. They have one well they' ve done
t hi s wi t h do w n s o u t h o f Rus s e l l , an d wi t h t ha t I t h i nk I ' l l
let Mr. Sydow, director Sydow, explain to you the economics
of this and how much severance tax is generated each year
from oil and gas, and I'd simply like to...the balance of
the severance tax generated in the state of Nebraska goes
into the Permanent School Trust Fund, by the way. And if we
can't get your committee to understand how important this
is, we transfer this money that is currently going to the
governor's Energy Office to the Enhanced Energy and Research
Fund, then we have a backup plan here, we could possibly
r edi r e c t S20 0 , 0 0 0 , S 300,000 p er y e a r o ut o f t h e Se v e r a n ce
Tax Fund that's going to the Permanent School Trust Fund,
which might not be real popular, but you have to understand,
this is going to increase the tax base out there and provide
gobs a nd ov er a l l , i nc r ea s e t he e c o nomic w e l l - b e i n g o f , at
least, western Nebraska where you have this oil production.
I'm sorry it's not scattered across the state uniformly, but
that's just the way it is, so, that is my introduction.

SENATOR SCHROCK: That's okay. Bob wouldn't want to farm
around one of them oil wells anyway, being a pain.

SENATOR KREMER: Center pivot would be (inaudible) ...
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SENATOR BAKER: Let me tell you, they' re not all just fun
and games when you have an oil well out in the middle of a
pivot and you don't own the mineral rights. It's a problem
to that landowner who's not getting anything out of it other
than some damages to the surface. Sn it's not just all fun
a nd games, h a v i n g o i l we l l s .

SENATOR SCHROCK: Senator Stuhr.

SENATOR STUHR: You talked about working with Kansas. Are
they contributing or would they be contributing a sim ilar
amount o r . . .

S ENATOR BAKE R : They are willing to contribute a
considerable amount to the project and t hey simply think
Nebraska needs to buy into this. It would be adaptable to
what they have in Kansas, but the particular field they' re
looking at i n Hi tchcock County is a single zone limestone
anywhere from six to eight, ten feet thick, fairly uniform
porosity and permeability, and they d on't have that in
K ansas. In that particular area, they have that one well
project at R ussell, so they are trying to justify this in
Nebraska and then adapt it to what they have in Kansas, but
they think our su ccess rate would be much, much higher in
Nebraska than what they' re doing in Kansas. So that's why
they came t o us and said, we want to work with you. And
Mr. Carr, it's too bad he's not up here, but ve ry we ll
versed on t his and he's done a lot of research. It's not
been done in a limestone formation anywhere in t he wor ld.
This is a pilot project, so.

SENATOR STUHR: O ka y . Than k yo u .

SENATOR SCHROCK: Other questions? So this is going to take
$200,000 o u t o f t he . . .

SENATOR BAKER: G overnor's Energy Office, which, as I said,
was...this is one of those things you come back an d vi sit
30 years plus later and say, it's not being used for what it
used to be. I'm sure the governor's Energy Office, I assume
they' re going to h ave s omeone say, we' re using this for
other issues and things, and I understand that, but it's not
being used for weatherization, winterization, weatherization
products like it used to be. That's what it was originally
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estab l i sh e d f o r .

SENATOR SCHROCK: You want to put a sunset on this?

SENATOR BAKER: We coul d . Or like I said, Senator, the
a lternative would be to leave that fund alone and take t he
money out of...and you understand the Permanent School Trust
Fund gets the rest of this severance tax, and Mr. Sydow has
those figures for you. We could take $300,000 a year out of
it for a few years and get this thing rolling. Once it ' s
pro.en, the n I don 't ex pect w e' re going to have to
contribute any more to it, but it's that seed money is what
it is, and s o on . So t hat's the alternative would be to
take it out of there. The Permanent S chool T rust Fund,
obviously, would like to co ntinue the revenue stream in
there, and we' re not...we wouldn't propose to take it all or
anything, but that's an alternative.

SENATOR SCHROCK: Well, the re's $300 mil l i on i n t h er e .
Senato r St uhr .

SENATOR STUHR: Oh , b ut what if it doesn't work? Is that
money down t h e t ub e ?

SENATOP. BAKER: That's part of the risk. That's why they' re
say ng, we need some help with some seed money; this is new
technology, never been used. We could put Nebraska on the
cutt ing e d ge of this. This is one oil fi eld, they' re
talking about using the carbon, capturing the carbon dioxide
off the power plants in Nebraska. It re quires such a
tremendous volume of CO2 and it would be se questered back
into the fo rmations and n o t come back up. We could earn
carbon credits for our w ork a s we ll as enhance oil
prod stion. It's a win, if it works, win-win-win situation.
We have Gerald G ent eman power plant there north of these
c i ' ' eyds, about 50 miles as the crow flies, emitting all
thi:ir 02, and it 's not listed. C02 is not a contaminant
po'i l t ant at t h i s t i me , b ut som e p l ace down t h e r oa d , I
suspect we' re going to be...that's going to be an issue, and
th s would b e a mea n s to get rid of it and enhance oil
p rodu c t i o n .

SENATOR. SCHROCK: Other questions? Thank you.

SENATOP. BAKER: T ha n k y o u .
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SENATOR SCHROCK: How many people do we have testifying on
t hi s b i l l ? Okay , I see t wo , i s t h at co r r e c t ? Pr o pon e n t s ,
please.

BILL SY DOW: (Ex h i b i t 8) Than k yo u , Mr . C ha i r ma n. My name
i s B i l l Sy d o w and my l a st name i s spe l l ed S- y - d - (a s i n
David)-o-w. I ' m the director of the Oil & Gas Conservation
Commission for the state of Nebraska in Si dney, Nebraska,
and I'm here today speaking for this bill, LB 680. I think
the exciting thing to me about this bill i s this E nergy
Enhancement and R e search Fund w ould b e established as
something we don't have right now. As I said be fore in
previous te stimony today, our agency is c harged with
promoting t he d evelopment of the state's oil and gas
resources as one of our primary charges, and this bill would
do exactly that. It would establish a grant process that is
up to t h e co mmission, left for us to establish. We don' t
have anything like that right now, but t hat's easily
obtainable. We can co me up with a scenario of things we
need to do and we' re familiar with grants because we seek a
grant from EPA e very year, in fa ct . Our current oil
production in the state of Nebraska is about 6,350 barrels a
day and it's declining, has been s ince abou t 1993.
Sixty-five percent of our daily production in Nebraska comes

om water floods, where you inject water into the producing
oui formation and oil and water are then produced back at
t he producing well. Those water floods are aging and t he
o i l f i e l d i n f r ast r u c t u r e w h e t he r i t ' s pe op l e , l i v e pe o p l e ,
companies to work on wells, it's gradually disappearing. In
our state since discovery, 1939, we' ve produced about...or
we wi l l , p r e t t y sho r t l y , pr o d u c e 5 0 0 m i l l i on ba r r e l s o f o i l .
That's from hundreds of oil fields, but if we assume that
most of those fields would have recovered about 20 percent
o f t h e o i l or i g i n al l y i n p l ac e , t hen t ha t r epr ese n t s
2 I / 2 b i l l i on ba r r e l s o f o i l t h at we kn o w where i t i s , we ' v e
only go t 20 p er c e n t o f i t , t hou g h , o u t o f t he g r ou n d . And
that's not a, maybe, an unusual number for a primary with
secondary production, but it's already discovered. And so
that leads to a number of possibilities. In the future, how
can we g e t some more oil out of the ground. Senator Baker
has discussed this almost a joint v enture down in the
Trenton, Nebraska area. Trento n, the county seat of
Hitchcock County, but Hitchcock County has more oil and gas
wells than any ot her county in Nebraska, and right now it
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has the only carbon dioxide source coming from the ethanol
plant at Trenton AgriProducts, and so a part of I would see
this Energy Enhancement and Research Fund, a grant, could be
a small grant; it doesn't have to be a big grant, but to aid
them in maybe some of their capital costs. In the ir
economics down there to full cycle implement a pilot area
over about two square miles, it's going to be an incremental
$4 million over just a few years if they do it. So the
costs are big, the technology, while CO2 injection has been
done in other basins, it's never been accomplished in thin
pays like ours, so that's something that's to be determined.
And this research fund could help to do some things there.
There are some other ways though, too, that I a m excited
about. In the Denver-Julesburg Basin, we' ll probably never
have carbon dioxide source out there, but there is some
technology, never been applied to my knowledge much in the
mid-continent of the United States, but it's augmenting
water floods with a caustic polymer solution. It's a fairly
expensive fluid, but there would be a place where let's pick
some oil field infrastructure...or an oil field that we have
existing. If an operator wanted to apply for a grant then
maybe we could aid them on, say, let's try this. And if it
works, great, we c an disseminate that technology or this
technique and say, it worked here. We' re not going to pay
any more for it, but we' ll pay the first time on a grant.
Or how about development horizontal drilling. In our state
we' ve only drilled six horizontal wells. All of them
technological successes and economic failures, but we never
did try one in an older, established field, and you know,
that might be an application for a grant like this. Senator
Baker ha s talked about three-dimensional sei smic
state-of-the-art, and I could see almost a one-time, because
I had to sit here and say, well, what kind of grants would
people apply for, but s ay in Du ndy County, s o uthwest
Nebraska, people have not conducted 3-D seismic surveys
because they said, it just won't work. Well, it works in
Kansas, right across the border, so you know, it's like
well, maybe if somebody came to us and said, we want a grant
for S1 5 ,000 to t r y one , I ' d say , yea h , may b e we c ou l d do
that and if we can demonstrate it works, it works. But some
things have never been tried. Another one is Argonne
National Laboratories has worked quite a bit with some down
hole oil water separators, so you could have an oil well,
which always produces a lot of water. If we could separate
those fluids down hole, produce the oil up to the surface
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and inject and it's a safe manner, but inject the water,
dispose of it beneath it in deeper reservoir, then you don' t
have to pay to lift the water to the surface, you don't have
to handle the wa ter. So there are some things like that
that are out there. Right now, Bush Administration has sent
their budget proposal to Congress, and I' ll tell you one of
t he t h i n gs t h at ' s i n t he r e , I d on ' t know t h e nu mber s ,
they' re talking about cutting the research and development
budget at Department of Energy, specifically in oil and gas.
And the reason they' ve done that is that the major companies
like Exxon, Exxon-Mobil now, and everybody is together, BP,
Amoco, whatever they are, as well as large independents like
Anadarko, just off the top of my head, they have a ctually
gone to President Bush and said, we don't need research and
development because we' ll do it ourself, so cut it. Well,
guess what, every one o f those companies, they' re not in
N ebraska, they' re never going to come back to Ne braska i f
they were here, and t hey' re not going to do research and
development in our state. S o I believe this is a good
vehicle that is needed. We can aid and actually partner
with our producing companies on some rese arch and
development and ma ybe bootstrap us up in to th e ne xt
generation of oil and gas production. I prepared just that
handout there that gives you a ballpark estimate of what the
severance taxes in Nebraska might generate in the next two
fiscal years, FY, I guess, 2006, 2007, and th at's really
the...that's our budget cy cle. I mean tha t's w hat
Appropr i a t i o n s Commit t e e i s g o i n g t o be he a r i n g r i g ht now.
So with our projected production and splitting that out on a
basis where about 60 percent of our daily production is from
wells that produce less than ten barrels a day, probably a
lot less than ten barrels a day; 40 percent, we' ve got some
pretty good wells in a few places, produce more than ten
barrels a day, but it generates those cash flow streams on
the very r ight-hand side. It 's the $1.7, $1.8 million a
year, whatever the oil price does. I think that's going to
continue to go up. So there is monies continuing to go to
the fund, there for the Permanent School Trust F und . I
guess one t h ing I was looking at, the fiscal note, when I
prepared the fiscal note for our agency I said, there's not
going to be one effect on us. I th ink that if this bill
became law that it's not going to take a lot of time e xtra
or anything to set a grant process up and to monitor it. As
far as the other state agencies, because the way the bill is
drafted, of course, another state office would be affected,
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but I don't know if it would be affected in ' 06 or '07 the
way the b ill i s dr afted, and the reason being that this
particular bill, LB 680 would not g o int o effect u ntil
FY 2006, which would begin this July, and the appropriations
are already going to be set. So whatever is in this budget
that the Legislature or the Unicameral Legislature is going
to act on right now, it's set for the next two fiscal years,
'06, '07, so I don't know...I guess I would disagree a
little bit with that. But I guess the bottom line is that I
s ee this as an opportunity for our future in th e o i l an d
gas; it's an investment in our future energy resources in
the state of Nebraska, and I believe that this bill deserves
to be voted out of committee to general file.

SENATOR SCHROCK: Thank you, Bill. Are there q u estions?
Senator H u d k i n s .

SENATOR HUDKINS: Just for general knowledge, could you give
us the definition of stripper or nonstripper?

BILL SYDOW: Yes, Senator, excellent question. A stripper
well was defined in the 1970s as a well that p roduces ten
barrels of oil per day or less, okay? And so in Nebraska,
our, should have brought that, but it is the fact t hat of
our da ily production, about 6,300 barrels a d ay, say
3 ,600 barrels is s tripper production and the other
2,400 barrels a day is nonstripper. That's wells that make
10 barrels, actually more than ten ba rrels a day . Our
biggest oil field as far a s da ily producing rate is in
Kimball County. It's producing 1,200 barrels a day and from
about 35 wells, so those are 40-barrel-a-day wells. We wish
we had lots of those.

SENATOR HUDKINS: Where did that name come from though?

BILL SYDOW: The stripper well?

SENATOR HUDKINS: Yeah .

BILL SYDOW: I think it was kind of an attempt to qu antify
the poor boy o perations. An d that's really what it gets
down to. We' re going to go as low cost and we' re going to
strip every dr op of oil out of there as we can and so that
was kind of the number. As far as I was thinking about our
wells, every year w e pr epare a stripper well survey for
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Nebraska, but we forward that to the Interstate Oil and Gas
Compact Commission, and I 'd say that we have, right now,
about 1 , 3 0 0 p r o d u c i n g w e ll s . We ha v e i nj e ct i o n we l l s t ha t
a ctua l l y qu a l i f y , can be p u t i n t o t h e s t r i p p e r w e ll cat eg o r y
in these water floods, so of ab out 1, 500 wells out of
1,700 active wells, they' re stripper, so those 200 wells are
real good and the rest of the 1,500 are not so good.

SENATOR HUDKINS: Tha n k y ou .

SENATOR SCHROCK: Other questions? Senator Kremer.

SENATOR KREMER: But then the...who has oversight? Is it
the Oil & Gas Conservation Commission has oversight? Are
you then have to respond to answer to a nyone or w h o has
oversight of how the money was spent and?

BILL SYDO W: Yes, sir, Senator, my o versight...our
commission i s a no nco d e age n cy , q ua si j u d i c i a l . My
c ommissioners are ap pointed to f our-year terms by th e
governor and so they are my bosses. W e .. .or they elect a
chairman once a year on a calendar year basis, so those are
the people that I report to and in fact, for an expenditure,
the way that I would see this setting up, is w hile...as a
commission staff, of which I'd include myself, we would make
a recommendation abou t a grant propo sal to the
commissioners. They would be the people to decide if that' s
a valid grant or not. Then the monitoring process, and you
know, by the way, I hate grants. I hate grants because they
generate so much paper work on accou ntability a nd
trackability, but it needs to be done for this because that,
what we find out in those projects needs to be reported back
to everybody else in the industry in Nebraska and any other
place about success on t h is . And so I th ink I would
envision, you know, maybe we could have a sem inar or
whatever in S ydney or maybe some various places and set it
up and say, we' re going to have the company that did this R
and D project, got the g rant, they' re going to give us a
presentation and we want the whole thing.

SENATOR KREMER: And that was, you had two proposals to take
the money from the Energy Conservation Fund, is that what it
was called or what were the two?

BILL SYDOW: Actually, what Senator Baker, and it 's ki nd
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of...the sort...let me just this, the source of the proposed
funding is o riginally generated from the severance tax,
t axes that are paid in every month on oil and gas sold i n
the state of Nebraska. So ultimately, by whatever vehicle
are carved out, we would anticipate in this b ill t hat it
woiild c ome f r o m t h a t . c a s h f l ow o f t he seve r an ce t ax .

SENATOR KREMER: And n obody knows whether that's still in
operation or how it's being used, just talking about for
weather i z a t i o n e f f i c i en c i e s , I t h i nk , an d y e p, t ha t ' s k i nd
of typical when we fund or something and then we don't know
what happens to it., so maybe I think Senator Schrock asked
about having a sunset on this because we start something and
it never sunsets and then the money lays there and somebody
else co mes a long and w ants it a n d it ge ts kind of
complicated, so I was wondering kind of what your flow chart
w ould b e .

BILL SYDOW: You' ve probably given me enough rope to han g
m yself , b ut I . . . and I have n o b o n e t o p i ck wi t h t he E n e r g y
Office. I' ll say that, and we really don't associate a lot
with the Energy Office. But the Energy Office, and I
believe this to be t rue, was o riginally established to
disseminate through grants awards of monies from the...I
call it the so-called oil price overcharges of th e 19 70s.
And if you want to see an accounting nightmare, even in the
field on a production engineer which I was , i t was li ke
every field was engineered in the United States. There was
a...anyway, the bottom line is somebody said, you didn't pay
me the right taxes on upper tier oil and lower tier o il,
that was the classifications. There were lawsuits and there
were huge awards where every major, really not m aybe
production company, but refining companies had to give money
back to the federal government in that l awsuit, and th at
money was then distributed back to the states. I don't know
if it wa s on a p er capita basis, but the intent was that
probably through the Department of E nergy, it wa s for
weatherization projects, whether of p ublic buildings or
private homes, and they still offer that.

SENATOR KREMER: I think I was on the school board when we
applied for a grant and got money to do weatherization on
windows and things like that from that fund and I had not
heard much about it recently, so I wondered if that was one
of those that got started and kind of got lost in the
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woodwork somewhere, and whether that...we don't want that to
happen all the time, so.

BILL SYDOW: And I do not know whether there is a lot of
funds still coming from the f ederal government to be
disseminated as low interest loans or grants administered by
the Energy Office of Nebraska.

SENATOR KRENER: Th a n k y ou .

SENATOR SCHROCK: Oth er questions for Bill? Bill, I don' t
know if I ' m re ading this r ight, we' re getting abo ut
$ 5 mi l l i o n a yea r s t at e f o r sev er a n c e t ax ?

BILL SYDOW: No, Senator Schrock, that would be if you
pull...okay, at the very far right-hand, and the sum would
be abou t . . .

SENATOR SCHROCK: Okay, total would be $1.8...

BILL SYDOW: . . . $ 1 . 8 m il l i o n . . .

SENATOR SCHROCK: O k a y.

BILL SYDOW: It would be accrued to the state.

SENATOR SCH ROCK: And you' re wanting to ge t about
$ 200 mi l l i on o f t h i s . . .

BILL S YDOW: Two .

SENATOR SCHROCK: Two hund r ed t h ou s a nd. Two h und r ed
thousand for this fund.

BILL S YDOW: Yes .

SENATOR SCHROCK: All right.

BILL SYDOW: And I would support the...I support the bill to
t ha t . .

SENATOR SCHROCK: All right.

BILL SYDOW: An d it would be.
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SENATOR SCHROCK: Tha n k y ou .

BILL SYDOw: I . . .wel l . . .e no ug h s a i d .

SENATOR SCHROCK: Ot her questions for Bill? All right, next
p roponent ?

BILL SYDON: Th an k you .

SENATOR SCHROCK: Opponent testimony?

LAUREN HILL: (Ex hibit 9) Good afternoon, Senator Schrock
and members of the committee. My name is Lau ren Hi ll,
that's I,-a-u-r-e-n, and the l ast n ame is Hill, and I'm
appearing today in opposition in my capacity as director of
the Governor's Policy Research Office, which under Governor
Johanns and Governor Heineman's administration, I also serve
a s the director of the Nebraska Energy Office. Thanks f o r
the opportunity to appear here today. It's always difficult
to appear in opposition to a senator's bill, especially one
purporting to h ave a ne w, i nnovative, energy research
component. But I do want to share some thoughts with you as
t o w h y we ' r e op po sed t o t he b i l l , pa r t i cu l ar l y be c a use i t
takes away ongoing annual operating money for the of fice.
As a very brief overview of the Nebraska Energy Office for
t he newer me mber s o f t he comm it t e e , i t was o r i g i na l l y
created by executive order in 1973, as the Fuels Allocation
Office and from its inception through 199, the office was a
division of t he Nebraska Department of Revenue. From 1977
to '87, the off'ce was made a separate state a gency, and
then in 1987, the Nebraska Energy Office was made a part of
the Governor's Policy Research Office via an executive order
of Governor Orr. Our office is statutorily charged with
many duties, ongoing duties and I' ve got to highlight that
kind of outlines some of those. To save time, I won 't g o
through all those. The office always serves as host for the
go rernor's E than ol Coalition and 30-me mber state
organization that's been g oing o n since 1991 an d the
governor's Public Po wer Alliance, a six-state organization
hat has existed since 1998. All of our duties that are set

out by law are accomplished with a staff of 19 full-time
equivalent, including me. Getting to the heart of the
issue, I use the severance tax funds to finance our a gency
operations. I have provided the committee with a handout
and the f rst section o f th a t do e s de a l wi t h wh a t the
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Nebraska Energy Office receives in severance tax receipts.
Essentially, the Legislature has determined that our agency
would be a cash-funded agency and has pro vided for
approximately 21 years an appropriation from the severance
tax receipts to operate the agency on an ongoing basis. The
office uses the funds to finance 19 staff members, which
I' ve outlined for you the general positions and those staff
salary allocations of the money that i s an ongo ing
operation. A lso, t he ch art t here does demonstrate that
approximately $197,000 of the $ 300,000 an n ua l c ash f u nd
appropriation of the severance funds is designated for staff
s ala r i e s . App r ox i m a t e ly $100 of the severance tax funds
also serves as a funding source to obtain approximate' y
Sc75,000 in federal funds annually, primarily from the
U.S. Department of Energy. T hese federal funds cannot be
obtained without state match money requirements and so our
office has utilized that appropriation to r eceive those
funds. That is why that is shown in our fiscal note that we
proposed a p ossible reduction of those funds without the
match. And f i na l l y , t he ha n dout pr ov i d e s a dr a f t cop y o f
our upcoming 2004 report that's required to be filed with
the Legislature and will be provided to your shortly in a
final draft form. That also outlines kind of the ongoing
duties that we do, what our duties and responsibilities are,
what we expend the staff time on, so essentially I' ll be
happy to a nswer any questions, but the $200,000 severance
tax funds that are proposed to be redirected by the bill are
a core component of our ongoing operations at the E nergy
Office. Th ese funds provide substantial salary payments to
a l l o f m y e mpl oyees an d t her e f o r e , I f e l t comp e l i ed t o
respectfully ask the committee not advance the bill in its
current form. Thank you very much for the opportunity to
testify, and I'd be happy to answer any of your questions.

SENATOR SCHROCK: Tha n k yo u , L aur e n .

LAUREN HILL : T hank y o u .

SENATOR SCHROCK: Questions? Senator Kremer.

SENATOR KREMER: So yo u still do fund, provide grants for
weather i z a t i on o f hom es , sc h o o l s , and t h i ng s l i ke t h at ? . . .

LAUREN HILL : Yes . I ' m sor r y .
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SENATOR KREMER: ...and, oh, well, I guess, go ahead and
answer that first (inaudible).

LAUREN HILL: Yes , Senator, in re sponse to the School
Weatherization Program specifically, originally when that
money was a llocated to the Energy Office to run and manage
that program, the Legislature has several times since the
onset of t he pro gram pretty much wound that down. Those
grants are no longer given to schools for energy efficiency
improvements, and as repayments come b ack and a re
r edxrec t ed , I t h i nk t wi c e t he Leg i s l at u r e has r e d i r ec t ed
that, those receipts, once into a school technology fund and
then, which was used to redirect through the Department of
Education grants to s chools for technology improvements
throughout the state, and then in 2002 during our...when
budget reduction session started to be coming around, that
technology money, the repayments of which are almost have
c ome due, was any extra receipts were redirected to th e
genera l f u n d.

SENATOR KREMER: So the $200,000 that would come from your
o f f i c e w o u ld e i t he r no t i n . . . i t c oul d no t . . . wo u l d t hat
replace other grants that you award or would that have to be
come out of your operating budget?

LAUREN HILL: It comes out of our ongoing operating costs.

SENATOR KREMER: So that would put you in jeopardy, what
with the nothing to operate on?

LAUREN HILL : Ye s . I . . . y e s .

SENATOR KREMER: Ok ay .

SENATOR SCHROCK: Thank you, Senator Kremer. Other
questions? Senator Stuhr.

SENATOR STUHR: Okay . I guess I'm just not quite clear.
The r ev enue t h a t w e l o ok at wa s S1 . 8 m i l l i o n t hat t o t al , and
are you saying...is this where you also...you get your
$300,000 f r o m , t h i s $1 . 8 mi l l i on ?

LAUREN HILL: Y es, Senator Stuhr. The money, the total...I
think that chart, I haven't seen it, but I bel ieve t h at' s
probably showing you a demonstration of the total annual tax



Transcript Prepared by the Clerk of the Legislature
Transcriber's Office

Committee on Natural Resources
Februar y 1 1, 200 5
Page 51

LB 680

receipts receipted to th e state. Out of that money,
$300,000 is directed to the Nebraska Energy Office annually
in appropriations. T here may b e an ad ditional $30,000
that's di rected to the Pu blic Service Commission to
administer the Natural Gas Regulation Program that we' ve put
i n place recently, and then the remaining balance goes to
the Permanent School Fund.

SENATOR STUHR: All right. Thank you. That..

SENATOR SCHROCK: Other questions?

SENATOR STUHR: . . . he l ps me .

SENATOR SCHROCK: So the Permanent School Fund would get
about what, one-and-a-half million a year?

LAUREN HILL: One point eight minus $300,000 minus $30,000,
yes.

SENATOR SCHROCK: W o u l d y o u o bj e c t i f t h at p or t i on wa s . . . i f
that $200,000 they wanted was taken out of the Permanent
S chool F u n d ?

LAUREN H I L L : At t h i s po i nt I do n ' t know t h a t I . . . I ' d h ave
to check with the governor because that does invoke money
going to s chools, and I'd just want to check that for sure
for the committee. I guess I would take the opportunity to
say, Senator Schrock, we' ve been trying to work with Senator
Baker to identify sources for the one particular project. I
wasn't aware until testimony today that this is intended to
be an ongoing grant program for a variety of projects. I
c ame i n t o t he he ar i ng b el i ev i n g t h a t w e ' r e t r y i n g t o f i nd
one new, innovative, carbon sequestration project. And so
we' ve been trying to find other sources, either from grants
from matching any money that we have in the E nergy Office
w ith the U . S . Department of En ergy, working with t h e
congressional delegation, looking to se e if there's any
economic development money that qualifies in DED, working
through Department of Environmental Quality, trying to see
if anything on the Environmental Trust Fund grant process,
i f t hi s cou l d q ua l i f y f o r any o f t ha t , a nd t he n I a l so d i d
have a cash fund analysis run of the Oil & Gas Commission's
o ngoing ba l an c e s t.o se e i f t hey cou l d wi t hs t and a
$200,000 appropriation. So with that, I' ve been trying to
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c reat i v e l y t h i n k o f wa y s t o f i nan c e a f un di ng sou r ce f or
this project.

SENATOR SCHROCK: Senator Smith.

SENATOR SMITH: There is speculation that there's an extra
912 mi l l i on l ay i n g ar o u n d ou t th e r e , so we ' l l ma y be f r ee up ,
out of the schools, but that's just a joke.

SENATOR KOPPLIN: Be sure you clarify your joke.

SENATOR SCHROCK: S enator Stuhr.

SENATOR STUHR: I . . .

SENATOR SCHROCK: I was slow, Senator Smith. I'm real slow
on t ha t one .

SENATOR STUHR: I have a hard time understanding why this
money is used to support the Governor's Policy Research
O ff i c e .

LAUREN HI LL : That...only that component is a cas h
a l l o c a t i o n of my t i me . My p ar t i cu l ar s al a r y i s pa i d
predominantly through the P olicy Research Office, and I
split the...I partly cash fund my salary through the Energy
Office, since I'm the director of both. That's going to my
sala ry , Se n a t o r .

SENATOR STUHR: I see. O kay, thank you.

SENATOR SCHROCK: Don't want to cut that, do we? Any other
questions, Senator Stuhr?

SENATOR STUHR: N o. Tha nk y ou .

SENATOR SCHROCK: S enator Smith.

SENATOR SMITH: Do you spe nd 40 percent of your time on
Energy Office activities?

LAUREN HILL: I have a hard time quantifying the bulk of the
percentage of t.ime that I spend on such a variety of things.
But 1'd really have a hard time answering that. I try to
t he b es t o f my ab i l i t y t o a l l o ca t e w h a t I ' m w o rk i n g o n i t t o
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be fair and valid on that split.

SENATOR SMITH: Okay.

SENATOR SCHROCK: Other questions?

SENATOR KREMER: Well, I just have one comment. It looks
like you' re looking under every rock you can to find money,
but we looked under all those rocks the last couple years
and there's not much money laying around, it seems like.

LAUREN HILL : I ag r ee , Se na t or .

SENATOR SCHROCK: Other questions? Thank you, Lauren.

LAUREN HILL : Than k y ou .

SENATOR SCHROCK: Is there other opposition to t he bill?
Please, don't be bashful. We...is this the last opponent
testimony?

EDWARD GEORGE: I am .

SENATOR SCHROCK: All right.

EDWARD GEORGE: I' ll make this very short, sir.

SENATOR SCHROCK: All right.

EDWARD GEORGE: My name is Ed George. I 'm a resident of
Nebraska f r om . . .

SENATOR SCHROCK: Would you spell that for us?

EDWARD GEORGE: . ..Senator Elaine Stuhr's...

SENATOR SCHROCK: Spell your name, please.

EDWARD GEORGE: G -e- o-r-g-e, Edward George. I'm f rom
Senator Elaine Stuhr's district. I have a Mas ter's degree
from the University of N ebraska in A gronomy and C rop
R educt i o n . I b ecame ve r y int erested in energy
"enchancement" about two years ago,c onsider i n g g o i n g b a c k
to school and work on my Do ctorate degree, was th inking
about what Nebraska agriculture represents in the global
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economy. Energy "enchancement" became a topic that I was
very much interested in c onsidering the resources that
Nebraska has, sun, wind, geothermal, ethanol, biodiesel, and
methane gas, and all these topics seem very relevant to the
resources that we have in Nebraska. I ' ve even become so
concerned about it that I wrote an article in the Nebraska
Farmer, which was is sued in this February issue, thinking
about what it could do to economic development for Nebraska,
job opportunities, helping young people looking at careers,
the things that could happen with these alternative enezgy
sources. I think it's very critical that we start talking
about these things. Other states have done a tremendous
amount. of work on energy enhancement, looking at the w ind
opportunities, looking at the g eothermal opportunities,
looking at the sol ar op portunities, and ethanol, and
biodiesel. Also o u r p resident has also encouraged the
expansion of these kinds of programs so we think about what
is important. Because of that, I endorse this proposal that
wil l al l o w u s t o t h i nk a b ou t h o w we c o u l d c o o r d i n a t e a g ency
interaction: university, Department of Energy, ag producer
organizations that this is one of the things that when I, in
this last year, I started expanding and looking at what all
these agencies were d oing. A ll the se rel ate t o this
renewable energy and energy "enchancement." I think it' s
very, very important that we give all the opportunities we
possibly can for that. I want to thank you for your time,
s rr .

SENATOR SCHROCK: Do I take it you' re an opponent to...

EDWARD GEORGE: I am doing this on my own, sir, I am not.

SENATOR SCHROCK: Are you an opponent or a proponent of the
b i l l ?

EDWARD GEORGE: Pardon me?

SENATOR SCHROCK: Are you proponent of the bill or.

EDWARD GEORGE: I'm a proponent of this...

SENATOR SCHROCK You' re a p r o p onent o f t he b i l l , o kay .

Yes. I think it's very important that.EDWARD GEORGE:



Transcript Prepared by the Clerk of the Legislature
Transcriber's Office

Committee on Natural Resources
February 1 1 , 20 05
Page 55

LB 680

SENATOP. SCHROCK: We ha d closed that testimony, but we' ll
accept your testimony as proponent testimony.

EDWARD GEORGE: Thank you, sir.

S ENATOR SCHROCK: Any questions for Mr. George? Oka y ,
moving back to opponent testimony now.

JOHN K. HANSEN: Chairman Schrock, members of the committee,
for the record my n ame i s John K. Hansen. I am the
president of the Nebr aska Farmers Uni on, Han sen,
H-a-n-s-e-n. We are in support of the concept of what t h i s
project would do and salute Senator Baker for his creativity
and znnovation in t rying to find a revenue source and at
this time, but we would also say t hat w e fee l in our
judgment that t.he Nebraska Energy Department does a very
good job on a very small budget and that this amount o f
money coming out o f their budget leaves them far short of
the resources that they need to do their job in al l t hese
other different and related areas, and that we just think
this is kind of a rob Peter to pay Paul w ithout talking
about where we' re going to g et the money to pay for the
shortfall for Peter. And so from that perspective, we think
that if anything, I guess, our organization has said in the
past that w e think t hat th e Ne braska Energy Department
budget ought to be bulked up and increased if revenue should
at some point become available to l ook at all of the
different kinds of ways and t hings that we can do with
renewable energies and all these other kinds of things. And
that this appears to us to be a fairly high risk, a fa irly
capital intensive project, and I think it's a good project.
I just don't agree with the funding source, and with t h at
I ' d cl o se my t es t i mo n y and al so a d mi t t o Sen a t o r H u d k i n s
that 1'm glad you didn't ask me about strippers because I
don't know anything about strippers.

SENATOR SCHROCK: Tha n k yo u , J ohn .

SENATOR SMITH: That's the first sign. (Laughter)

JOHN K. HANSEN: That was my a ttempt, Senator Smith, at
humor this afternoon.

SENATOR SCHROCK: No questions, John.
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J OHN K. HANSEN: Tha n k y o u v e r y m u c h .

SENATOR SCH ROCK : Next opponent?
Senator B a k e r , you r a n c l ose .

SENATOR BAKER: Thank you, Senator Schrock. It ' s n ot fun
running between committees, but I introduced one bill and I
need to get back, but it's hard to argue against my go od
f r i e nd , Mi s s Hi l l , he r e , bu t I d i dn ' t hea r al l h er
testimony. I t h ink we have a revenue stream out th ere,
o bvious l y , o f 51,500,000, if w e want to sunset take some
money as J ohn, Mr. Hansen just said, this is high ly
speculative, but th e po tential return t o the state of
Nebraska is e normous in that we can earn carb on
sequestration credits, say out o f a power plant. We can
enhance our oil production, and these wells out i n this
country are wa tering out. They will be abandoned in the
n ext few years. It's gone if we don't do something, so i f
we can ge t this private project up and running, show that
it's viable, it will expand. It's capital intensive, there
is their employees, and it increases the revenue stream. If
these wells are a bandoned, it's gone. If we can produce
another umpteen million barrels of oi l as the ...I can' t
remember the figure, millions and millions of barrels of
oil, there's taxes paid on that, and it all goes back to the
state of Nebraska. So we' re asking for a little seed money
here to get this thing started, and I don't expect to fund a
ma]or project. This is a two-square-mile project we want to
make as a demonstration. If it works, I'd say our funding
is gone, but or our funding needs for that project, let the
oil companies take c are of it . But then as Mr. Sydow
p ointed out, there are other issues we could use this fo r
too, so I 'm willing to work with the committee. We have a
funding stream and temporarily take some money out of the
severance tax for a few years, get some projects like that
going, and then if it's working, let the L egislature, and
we' re all going to be out of here, some of us sooner than
others, let them reevaluate the program, see if they want to
continue t.o put money into an Oil Recovery Enhancement Fund
at that ti me. But I think it's critical we do this now
because this project is being worked on today. The initial
application to the Federal Department of Energy has to be in
the 15th o f Fe bruary and we have letters of support from
v arious power suppliers in the state and the University o f
Nebraska, University of Kansas, and on and on, so we could

Neutral testimony?
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b e on the cutting edge. It's kind of like we have all ou r
school districts merged in southwest Nebraska. Now we want
to be a leader in, sorry I brought that up, we want to be a
l eader i n . . .

SENATOR SMITH: I d on ' t ge t i t .

SENATOR BAKER: ...tertiary oil enhancement, so we'd like to
be the center of the, the focus if you will of a all new
technology, and then work in conjunction with the University
of Kansas, who's actually spearheading this project.

SENATOR SCHROCK: Thank you, Senator Baker. Senator Stuhr.

SENATOR STUHR: Ma ybe you can refresh my m emory, Senator
Baker. The Neb raska Permanent School Trust Fund, do you
have any idea how much total money is in that and, you know,
d o we us e t hi s ?

SENATOR BAKER: We .

SENATOR STUHR: I'm on the Education Committee, but I can' t
tell you that.

SENATOR BAKER: Senator Schrock has the answer to that.

SENATOR STUHR: Oh .

SENATOR SCHROCK: Three hundred million plus.

SENATOR STUHR: I s . . .

SENATOR SCHROCK: And we can't spend it.

SENATOR BAKER: We cannot spend it; we could divert some of
this severance tax money that's been put into it for years,
and it's disbursed. Only the income on an annual basis is
disbursed back through, it's called the Pe rmanent School
Trust Fund, back income on a per pupil basis statewide. Oil
and gas industry is asking please, let us have a little bit
of seed money here and en hance long-term production in
Nebraska. If this works, this could extend the life of the
oil fields 20 or 30 years and maybe by then, there will be a
fourth way to get this oil out of the ground because we' re
leaving two-thirds of it down there. That's a lot. You got
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an edrtorral along with the answer. There's several hundred
m;li on dollars xn this fund. We can't get it out, but we
can certainly divert some money going into i t for a few
years .

SENATOR STUHR: O ka y . Th ank y ou .

SENATOR SCHROCK: Only rea son I know that is because my
o pponent wanted to give it all back to the citizens of t h e
s ta t e .

SENATOR BAKER: Actually, I think there's more than $300, I
t h ink i t ' s $5 0 0 m il l i o n i n t he r e , Se n a t o r S c h r o ck. The r e ' s
a lot of money in it.

SENATOR SCHROCK: And we can't spend it.

SENATOR BAKER: We can't spend it.

SENATOR SCHROCK: Senator Kremer.

SENATOR KREMER: You' re talking about the $200,000 annually?
I keep looking through it a n d I don't see where it says
annually, it just says the $200,000,...

SENATOR. BAKER: It says, shall appropriate...

SENA.OR KREMER: . ..but maybe I'm missing it.

SFVATOR BAKER: I believe it says the Nebraska Legislature
may appropr;ate up to $300,000 now on an annual basis to the
Energy Office, that w e'd change that to up to $200,000 to
the Energy Enhancement Fund. I think it' s...

SENATOR KREMER: W here is that at?

SENATOR BAKER: And I gave my bill file to my LA ; it 's on
t he b o t t o m l e f t - h a n d p a ge , I t h i nk , o f . . .

SENATOR STUHR: Two h un d r ed . .

SENATOR BAKER: . . .pa ge 2 .

SENATOR STUHR: I t s ay s 2 00 .
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SENATOR BAKER: It's up to $200,000.

SENATOR STUHR: Up t o . . .

S ENATOR BAKER: T h e w o r d i n g n o w i s up o $3 00 , 0 0 0 .

SENATOR STUHR: . . . t ha t ' s r i gh t .

SENATOR BAKER: . ..goes to the Governor's Energy Office and
I had a hard time with this bill, I'd be honest with you. I
understand their concern with it, but I have t o make an
issue out o f this and try and work a compromise someplace
a long t h e l i ne .

SENATOR KREMER: I guess I don't see where it says annually,
but maybe I'm missing it. Did you find it somewhere? At
the bottom of page 2, is that what you' re talking about?

S ENATOR BAKER: Um - h u m .

SENATOR KREMER: Let's see, through the appropriated process
$200,00 0 . . .

SENATOR BAKER: I t s ay s .

SENATOR K REMER:
anyth in g h e r e . . .

SENATOR BAKER: In line 21, it says each year to the state
Energy Office. Up to $100,000, on line 21, the first...

SENATOR KREMER: O h, oka y . . .

SENATOR BAKER: . . . i t sa ys , eac h y ea r .

SENATOR KREMER: . . .u p a t 2 1 .

SENATOR BAKER: I t ' s up abov e .

SENATOR KREMER: Believe it says $100,000 there.

SENATOR BAKER : Well, tha t 's $100. . . we ' r e cha n g i n g t he
$300,000 we' re now appropriating each year t o t he st ate
Energy Office cash f und and reducing it from $300,000 to
5 100,000 an d t ak i ng t ha t $2 00 , 00 0 . . .

.to the Energy Office. It doesn't say
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SENATOR KREMER: So, okay, take the other S200,000 and give
i t t o . . .

SENATOR BAKER: Putting into the...

SENATOR KREMER: I get it. Okay. I 'm sorry.

SENATOR BAKER: ...Energy Enhancement Fund. I think this is
a bill that. has untold potential to the state of N ebraska,
as Mr. Sydow said, seismic technology is changing every day
in the oil industry. We could potentially find oil across
the rest of t he state, hopefully. We could drill through
granite down here and maybe find some oil i n ea stern
Nebraska, but this needs to, seriously, we need to put a
little seed money into this and get this thing going and
then let it grow, hopefully, from there. This could have
major impact on the state's economy.

SENATOR SCHROCK: All right...

SENATOR KREMER: One other question, I guess.

S ENATOR SCHROCK: G o ah e a d .

SENATOR KREMER: How long do you think the research would
take to come to a conclusion of whether it was going to work
or n o t ?

SENATOR BAKER: Tim Carr with t he University of Kansas
thinks a, what, a minimum of four years.

SENATOR KREMER: Okay . So t hat's why you need it ...you
know, if i t w a s on a sunset, you'd at least need three or
four years in order to (inaudible)...

SENATOR BAKER; I'd say, at least four. I'd suggest maybe
six years, and it would give the director of the Oil & Gas
Commission, which...some latitude to maybe d o another
h or i z o n t a l drilling project or something like that or some
3-D seis, as Director Sydow said. Th ere' s...you say, why
can't the oi l co mpanies do this at the price it is? They
have to answer to their shareholders and so on . This is
specula t i v e . Th i s i s h i g hl y t e chn i ca l , unp r o v en , cu t t i ng
edge technology if it works and they just simply want some
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partners with at t h e Un iversity of K ansas and the oil
companies involved just need some partners and expertise.
They came to me with this concept, sold me on it. As one of
the testifiers said that the carbon sequestration issue and
the pollutants' potential designation of C02 as an emission
problem, it all fits into the picture.

SENATOR SCHROCK: All right if we call you Je d Clampett?
( Laughter )

SENATOR BAKER: I do n ' t c a r e . .

SENATOR SCHROCK: All right.

SENATOR BAKER: ...what you call me if you pass...we' ll work
with you on the funding source on this bill is my final...

SENATOR SCHROCK: All right.

SENATOR BAKER: ...statement. We' ll make this work somehow;
1 fee l t ha t st r o ng l y a b o u t i t . We ' l l ma k e t h i s wo r k .

SENATOR SCHROCK: A ll right. We' ll work with you, Senator
Baker .

SENATOR BAKER: O k a y. Th an k y ou .

SENATOR SCHROCK: Any...that's it? That will conclude the
h ear in g o n L B 6 8 0 .


