THE STATE CORPORATION COMMISSION
OF THE STATE OF KANSAS

In the Matter of the Complaint of Merit Energy ) Docket No. 16-CONS-3867-CINV
Company against Anadarko Energy Services )

Company to establish just and reasonable charges ) License No.: 32446

For gas gathering pursuant to K.A.R. 82-3-802 )

ANSWER

Anadarko Energy Services Company (“Anadarko”) hereby submits its Answer to the
Complaint of Merit Energy Company (“Merit”) in the above captioned proceeding.

1. In response to paragraph 1 of the Complaint, Anadarko admits that Merit operates
approximately 250 wells located in Stevens, Morton, and Seward Counties, Kansas, and Texas
County, Oklahoma, which are connected into Anadarko’s low pressure gathering system, and
agrees that Merit’s “Exhibit A” shows the general location of such subject wells and facilities.
Anadarko admits that the subject 250 wells produce approximately 5,000 to 6,000 MMBTU/d of
natural gas, but that amount is subject to a natural decline in volume. Anadarko is without
sufficient knowledge to form a belief as to the truth of the remaining allegations set forth in this
paragraph with regard to exact well locations, and, therefore, denies the same.

2. In response to paragraph 2 of the Complaint, Anadarko admits that it has
proposed at least 2 agreements for the disposition of the gas referenced in paragraph 1 of the
Complaint. Those agreements speak for themselves; accordingly, Anadarko objects to Merit’s
summarization of those agreements’ “relevant details.” However, Anadarko admits that the
service fee for the Gas Gathering Agreement is $0.899/MMBTU. Anadarko further admits that

the applicable fee included in the Gas Purchase Agreement is $1.24/MMBTU for all gas



measured, plus a marketing fee of $0.05/MMBTU, plus a $0.01/gallon “initial cap monthly plant
products marketing fee” and a retained 15% of net proceeds received for extracted helium.

3 Anadarko is without sufficient knowledge to form a belief as to the truth of why
Merit determined that the Gas Purchase Agreement is preferable, and accordingly denies the
allegations set forth in the first sentence of paragraph 3 of the Complaint. The second sentence
of paragraph 3 calls for a legal conclusion to which no responsive pleading is required; however,
to the extent that a response is necessary, Anadarko denies the same. Anadarko further states
that the Gas Purchase Agreement is not a Gas Gathering Agreement; no gas has flowed under the
Gas Gathering Agreement described by Merit in paragraph 2 of the Complaint. Anadarko
offered Merit a Gas Gathering Agreement, but Merit declined. Upon information and belief,
Merit declined the offer of the Gas Gathering Agreement because it was unable to timely
negotiate a gas processing agreement, helium extraction agreement, and gas transportation
agreement, from third parties other than Anadarko, on terms and conditions acceptable to Merit.

4. In response to paragraph 4 of the Complaint, Anadarko states that the Gas
Purchase Agreement speaks for itself. Anadarko admits that the Gathering fee is
$0.899/MMBTU as stated in paragraph 4(a) of the Complaint. Anadarko lacks sufficient
knowledge to form a belief as to the truth of Merit’s estimates, and accordingly denies the
allegations set forth in paragraph 4(b). Anadarko admits the allegations set forth in paragraph
4(c) of the Complaint.

5. Anadarko admits that Merit communicated to Anadarko that Merit believes that
the $0.899/MMBTU gathering fee is excessive. Anadarko lacks sufficient knowledge to form a
belief as to the truth of Merit’s allegations regarding fees charged by Linn, and accordingly

denies the allegations set forth in sentences 2 through 4 of paragraph 5 of the Complaint.



Anadarko admits that Merit requested that Anadarko reduce its fee to reflect a reduction in the
transportation component, and admits that it declined to do so.

6. Anadarko believes that the rates charged under its Gas Purchase Agreement are
fair, just, reasonable, and reflective of the costs of marketing Merit’s gas. Anadarko believes
that Kansas law does not require a marketing price that is “reflective of the true cost of
marketing” Merit’s gas. Anadarko further believes that Kansas law does not require a marketing
price that is “reflective of the true cost of marketing” NGLs. Accordingly, Anadarko admits that
Merit requested that Anadarko remove certain marketing fees from its rates, but denies all of the
remaining allegations set forth in paragraph 6 of the Complaint.

7 Anadarko agrees that Hugoton basin gas often times contains helium and admits
the allegations set forth in the first two sentences of paragraph 7 of the Complaint. The Gas
Purchase Agreement contains indemnity provisions, and the document speaks for itself with
regard to such provisions. Anadarko denies that it is acting “egregiously,” and denies all of the
remaining allegations set forth in paragraph 7 of the Complaint.

8. Anadarko admits that Nitrogen is often times a component of gas streams across
the Hugoton basin. The Gas Purchase Agreement speaks for itself as to Anadarko’s gas quality
specifications, which include Nitrogen. Anadarko denies the remaining allegations set forth in
paragraph 8 of the Complaint.

9, The Gas Purchase Agreement speaks for itself as to indemnification and pipeline
specifications. The second sentence of paragraph 9 calls for a legal conclusion to which no
responsive pleading is necessary; to the extent that a response is necessary, Anadarko denies the

same.



10.  Anadarko agrees that Hugoton basin gas often times contains some water, but
denies the allegations set forth in the first two sentences of paragraph 10 of the Complaint. The
third sentence of paragraph 10 calls for a legal conclusion to which no responsive pleading is
necessary; to the extent that a response is necessary, Anadarko denies the same. The Gas
Purchase Agreement speaks for itself, and contains provisions regarding “Gas Quality
Specification and Measurement,” which includes water specifications. Anadarko denies that any
such requirements are unreasonable.

11.  The Gas Purchase Agreement speaks for itself, however, Anadarko admits the
allegations set forth in the first sentence of paragraph 11 of the Complaint. Anadarko admits the
allegations set forth in the second sentence of paragraph 11 of the Complaint.

12.  The allegations set forth in paragraph 12 of the Complaint call for legal
conclusions to which no responsive pleading is necessary. To the extent that a response is
necessary, Anadarko denies the same.

13.  The allegations set forth in paragraph 13 of the Complaint call for legal
conclusions to which no responsive pleading is necessary; to the extent that a response is
necessary, Anadarko denies the same.

14.  Anadarko admits the allegations set forth in the first sentence of paragraph 14 of
the Complaint, and agrees that the described meeting took place on February 18, 2016, at
Anadarko’s offices in The Woodlands, Texas. Anadarko agrees that a resolution was not
reached. Anadarko agrees that Merit’s “Exhibit B” are letters from representatives of Merit, to
representatives of Anadarko, that reference the meetings, and admit that Anadarko received said

letters.



15.  Anadarko admits that it declined to enter into a month-to-month agreement. The

remainder of the allegations set forth in paragraph 15 of the Complaint call for legal conclusions

to which no responsive pleading is necessary; to the extent that a response is necessary,

Anadarko denies the same.

16. K.A.R. 82-3-802(d)(5) speaks for itself. Merit’s allegation set forth in paragraph

16 of the Complaint that, because Anadarko allows Merit’s gas to enter its gathering systems,

“there are no quality problems with this Gas” calls for a legal conclusion to which no responsive

pleading is necessary; to the extent that a response is necessary, Anadarko denies the same.

Affirmative Defenses

17.  Anadarko raises the following affirmative defenses to Merit’s Complaint:

a)

b)

all allegations set forth in Merit’s Complaint not specifically admitted
or agreed to herein are hereby denied,;

the Merit Complaint fails to state a claim upon which the Commission
may grant relief; gas purchase agreements, including the Gas Purchase
Agreement described in paragraph 2 of Merit’s Complaint, are not
jurisdictional at the KCC under applicable Kansas law (K.S.A. 55-
1,103 and K.S.A. 55-1,104); K.S.A. 55-1,103 and K.S.A. 55-1,104 do
not govern gas purchase agreements, accordingly, the Commission has
no jurisdiction to hear Merit’s Complaint; further, Merit has no
standing under Kansas law to file a Complaint regarding the Gas
Gathering Agreement because it has not requested service under such
agreement and no gas has been transported under the Gas Gathering

Agreement (Complaint at § 3); pursuant to the Gas Purchase



Agreement, title to natural gas sold by Merit to Anadarko is transferred
at the receipt point of the Merit wells; at no time does Merit use the
gas gathering facilities of Anadarko, nor does it have any ownership
interest, whatsoever, in the natural gas as it is gathered and transported

by Anadarko;

¢) the Merit Complaint fails to comply with the statutory requirements of

d)

K.S.A. 55-1,104 (5) in that it fails to include a statement of the precise
remedy requested that will make the complained of fees consistent
with the provisions of K.S.A. 55-1,103; additionally, Merit failed to
include a copy of the analysis of its natural gas, including the nitrogen,
carbon dioxide, hydrogen sulfide, water and other contaminant
content; the amount of volume; and the amount of pressure at the
wellhead, in compliance with K.S.A. 55-1,104 (6).

all prices, terms, and conditions of Anadarko’s Gas Gathering
Agreement and Gas Purchase Agreement are just, reasonable, not
unjustly discriminatory, and not unduly preferential;

natural gas from Merit wells, as designated on Merit’s “Exhibit B,” is
being delivered by Merit, to Anadarko, during the time that this
Complaint is pending at the Commission, and such natural gas is being
purchased pursuant to the Gas Purchase Agreement described in
paragraph 2 of the Complaint, in accordance with the terms and

conditions of the Agreement;



f) gas gathering systems are private property and not designated as public
utility assets under Kansas law; Kansas law entitles the owner and
operator of gathering systems to negotiate agreements for the
provision of gathering services that are acceptable to the owner of such
gatheﬁné system; no Kansas law limits such prices, terms, and
conditions, which may only be changed upon a finding that they are
not just, not reasonable, unjustly discriminatory or unduly preferential;

g) agreements for gas gathering service are not subject to the limitations
of Chapter 66 of Kansas law; prices, terms, and conditions contained
in such agreements are not required to be approved by the
Commission;

h) the Merit Complaint was not served on Anadarko by the Kansas
Corporation Commission in accordance with K.A.R. 82-1-220;

i) Anadarko hereby gives notice that it intends to rely upon affirmative
defenses, if they come available or apparent during the course of this
proceeding, and thus reserves its right to amend its Answer to the

Complaint to assert such defenses.

WHEREFORE, having fully answered the Complaint, Anadarko respectfully requests
that the Commission reject and rule against Merit with regards to the allegations contained in the
Complaint, and provide such other relief pursuant to applicable Kansas statutes and regulations

that the Commission deems lawful and appropriate.



Respectfully submitted,

SMITHYMAN & ZAKOURA, CHARTERED

By:/0<°’”‘-“4’ MW

¢/ James P. Zakouth, KS Bar #7644
Joseph L. McEvoy, KS Bar #26964
750 Commerce Plaza II
7400 West 110th Street
Overland Park, KS 66210-2362
Telephone: (913) 661-9800
Facsimile: (913) 661-9863

Email: jim @smizak-law.com

Sherri Manuel

ANADARKO PETROLEUM CORPORATION
1201 Lake Robbins Drive

The Woodlands, TX 77380

Telephone: (832) 636-7502

Facsimile: (832) 636-8001

Email: Sherri.Manuel@anadarko.com
Louisiana Bar # 19026

Texas Bar # 12957542

Attorneys for Anadarko Energy Services Company



VERIFICATION
STATE OF KANSAS )

) ss.
COUNTY OF JOHNSON )

I, James P. Zakoura, counsel for Anadarko Energy Services Company, being first duly
sworn, state that the above and foregoing Answer is true and accurate to the best of my

knowledge, information, and belief.
James P. Zakoﬁ‘a

SUBSCRIBED and SWORN TO before me this 6th day of July, 2016.

O i <t

Notary\Public

My Appointment Expires:

‘\(,«ARY PUs(,| DIANE M. WALSH
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CERTIFICATE OF SERVICE

I hereby certify that a true and correct copy of the foregoing was served by electronic
mail the 6th day of July, 2016, to the following:

Jeff Kennedy

Stanford J. Smith, Jr.

MARTIN, PRINGLE, OLIVER, WALLACE & BAUER, L.L.P.

100 North Broadway, Suite 500

Wichita, KS 67202

Email: jkennedy @martinpringle.com
sjsmith@martinpringle.com

Attorneys for Merit Energy Company

John McCannon

Litigation Counsel

Kansas Corporation Commission
Conservation Division

266 N. Main St., Suite 220
Wichita, KS 67202-1513

Email: j.mccannon @kcc.ks.gov

Attorneys for the Kansas Corporation Commission

Jon Myers

Litigation Counsel

Kansas Corporation Commission
Conservation Division

266 N. Main St., Suite220
Wichita, KS 67202-1513

Email: j.meyers @kcc.ks.gov

Prehearing Officer

Jemin )k phae
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