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WHEREUPON, the f o l l o w i n g proceedings were had a t 

9:23 a.m.: 

EXAMINER CATANACH: At t h i s time w e ' l l c a l l Case 

11,555, which i s the A p p l i c a t i o n of Amoco Production 

Company f o r q u a l i f i c a t i o n of a w e l l workover p r o j e c t and 

c e r t i f i c a t i o n of approval, San Juan County, New Mexico. 

Are there appearances i n t h i s case? 

MR. CARR: May i t please the Examiner, my name i s 

W i l l i a m F. Carr w i t h the Santa Fe law f i r m Campbell, Carr, 

Berge and Sheridan. 

We represent Amoco Production Company i n t h i s 

case, and I have one witness. 

Mr. Catanach, t h i s case and each of the f o l l o w i n g 

f i v e cases i n v o l v e a s i m i l a r question. The question i s 

whether or not we can use a s t r a i g h t - l i n e p r o j e c t i o n when 

we f i l e a p p l i c a t i o n s f o r w e l l workover t a x i n c e n t i v e s . 

The testimony i n each of the cases w i l l be 

v i r t u a l l y i d e n t i c a l , and t h e r e f o r e f o r the purpose of 

testimony I request t h a t t h i s case be conso l i d a t e d w i t h 

Cases 11,556, 11,557, 11,558, 11,559 and 11,560. 

EXAMINER CATANACH: Okay, a t t h i s time I ' l l c a l l 

Cases 11,556 through 11,560, which are a l l the A p p l i c a t i o n 

of Amoco Production Company f o r q u a l i f i c a t i o n of a w e l l 

workover p r o j e c t and c e r t i f i c a t i o n of approval, San Juan 

County, New Mexico. 
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Are th e r e appearances i n any one of these cases, 

any a d d i t i o n a l appearances? 

MR. PEARCE: Mr. Examiner, I am Perry Pearce, 

appearing on behalf of Meridian O i l , I n c . , and I would l i k e 

my appearance shown i n each of the cases c a l l e d and 

consolidated. 

I do not have a witness and would l i k e t o make a 

statement a t the close of the case, please, s i r . 

EXAMINER CATANACH: Okay. A l l r i g h t , can I get 

the witness t o stand and be sworn in? 

(Thereupon, the witness was sworn.) 

J.W. "BILL" HAWKINS, 

the witness h e r e i n , a f t e r having been f i r s t d uly sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. CARR: 

Q. W i l l you s t a t e your name f o r the record, please? 

A. B i l l Hawkins. 

Q. Where do you reside? 

A. Denver, Colorado. 

Q. By whom are you employed? 

A. Amoco Production Company. 

Q. And what i s your c u r r e n t p o s i t i o n w i t h Amoco? 

A. Petroleum engineer. 

Q. Mr. Hawkins, have you p r e v i o u s l y t e s t i f i e d before 

STEVEN T. BRENNER, CCR 
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t h i s D i v i s i o n and had your c r e d e n t i a l s as a petroleum 

engineer accepted and made a matter of record? 

A. I have. 

Q. Are you f a m i l i a r w i t h the A p p l i c a t i o n f i l e d by 

Amoco i n each of these consolidated cases? 

A. Yes, I am. 

Q. And are you f a m i l i a r w i t h the r u l e s and s t a t u t e s 

t h a t r e l a t e t o the q u a l i f i c a t i o n of w e l l s f o r well-workover 

p r o j e c t s and the c e r t i f i c a t i o n of those p r o j e c t s f o r the 

lower t a x rate? 

A. Yes, I am. 

MR. CARR: Are the witness's q u a l i f i c a t i o n s 

acceptable? 

EXAMINER CATANACH: They are. 

Q. (By Mr. Carr) Mr. Hawkins, could you b r i e f l y 

s t a t e what Amoco seeks w i t h each of these A p p l i c a t i o n s ? 

A. We're seeking t h a t the s i x w e l l s i n each of these 

cases be q u a l i f i e d and c e r t i f i e d f o r w e l l workover 

i n c e n t i v e t a x r a t e , authorized pursuant t o the D i v i s i o n 

r u l e — procedure f o r q u a l i f y i n g these p r o j e c t s . 

Q. Mr. Hawkins, could you i n i t i a l l y review the 

events which have r e s u l t e d i n these cases coming on f o r 

hearing? 

A. Yes, these s i x cases were o r i g i n a l l y f i l e d by 

Amoco i n A p r i l , 1996. I t h i n k i t was on the 2 6th. They 

STEVEN T. BRENNER, CCR 
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went i n t o the Aztec Division f o r review and c e r t i f i c a t i o n 

or q u a l i f i c a t i o n . 

The Applications were denied on May 10th. The 

reason that they were denied on each of the cases was that 

the method of determining the future rate of production i s 

not acceptable. 

Q. Can you review fo r the Examiner how Amoco was 

proposing t o determine the future rate of production p r i o r 

t o workover f o r each of these wells? 

A. We had looked at a number of alter n a t i v e s t o 

i d e n t i f y what the future production i s and be i n compliance 

with the rules and also the statute. 

We made a determination that i f we used twelve

month average production f o r the twelve months p r i o r t o 

doing the work on the w e l l , that that would be the easiest 

f o r us t o do. I t took a l o t of the subjective nature of 

decline curve out of the picture and also did meet the 

requirements f o r the statute and the rules. 

Q. What basically do the rules provide i n terms of 

making a projection of the well's future production? 

A. The rules provide that a l l applications s h a l l 

have a decline curve or other acceptable method t h a t 

specifies the producing i n t e r v a l and the monthly tabulated 

estimate of production, and i t should be based on at least 

twelve months of established production, and shows the 

STEVEN T. BRENNER, CCR 
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future rate of production based on well performance prior 

t o performing the workover. 

Q. So what Amoco was doing i s using a s t r a i g h t - l i n e 

p r o j e c t i o n based on an average of the l a s t twelve months' 

pr o d u c t i o n , and you're asking t h a t t h a t now be approved as 

another acceptable method of p r o j e c t i n g a w e l l ' s 

performance? 

A. That's c o r r e c t . 

Q. Have you prepared e x h i b i t s which i l l u s t r a t e 

Amoco's reasoning i n proposing the use of t h i s s t r a i g h t -

l i n e p r o j e c t i o n ? 

A. Yes, I have. 

Q. Now, we have provided the Examiner w i t h s i x 

bookle t s . I s there one booklet f o r each w e l l i n v o l v e d i n 

each of these s i x cases? 

A. Yes, there i s . 

Q. I ' d l i k e t o go t o the booklet f o r Case 11,558, 

f o r the Lackey "B" LS Number 13M w e l l . Would you take t h a t 

please? And I ' d l i k e t o use t h i s one t o work through 

Amoco•s reasoning. 

Are a l l of these e x h i b i t s , Mr. Hawkins, b a s i c a l l y 

the same? 

A. Yes, they are, they're i n the exact same format, 

p r e t t y much contai n the same type of m a t e r i a l f o r each 

i n d i v i d u a l w e l l . 
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Q. A l l right, l e t ' s go to the exhibit packet for the 

Lackey "B" LS Number 13M w e l l , and I ' d ask you j u s t t o 

i d e n t i f y what i s behind the f i r s t t ab i n t h a t e x h i b i t book. 

A. Okay, the f i r s t t ab, marked " A p p l i c a t i o n " , i s a 

cop of the A p p l i c a t i o n t h a t was f i l e d r e q u e s t i n g t h i s 

hearing. 

Q. And t h i s A p p l i c a t i o n was f i l e d seeking the 

hearing because you were d i r e c t e d t o do t h i s by the 

D i s t r i c t O f f i c e i f , i n f a c t , we had wanted t o pursue t h i s 

issue? 

A. That's c o r r e c t . 

Q. Let's go t o the second tab. Can you i d e n t i f y the 

m a t e r i a l behind t h a t tab? 

A. That second tab i s labeled "Denied Form C-140". 

I t ' s a copy of the l e t t e r t h a t we received from the Aztec 

D i s t r i c t t h a t denies the A p p l i c a t i o n we f i l e d f o r the w e l l 

workover p r o j e c t . You see i t gives the reason being t h a t 

the method of determining f u t u r e r a t e of pr o d u c t i o n i s not 

acceptable and also d i r e c t s us t h a t we may request a 

hearing on the A p p l i c a t i o n . 

Just behind t h a t i s a copy of the A p p l i c a t i o n 

t h a t we had f i l e d w i t h the Aztec D i s t r i c t , t h a t on the l a s t 

page — l e t ' s see, excuse me, on the back of the f i r s t 

page, t h e r e , where there's a c e r t i f i c a t i o n of approval, the 

D i s t r i c t Supervisor has w r i t t e n "Denied, F.C.", w i t h h i s 

STEVEN T. BRENNER, CCR 
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i n i t i a l s . 

Q. You also had discussions w i t h Mr. Chavez 

concerning t h i s matter, d i d you not? 

A. Yes, I d i d . 

Q. And b a s i c a l l y d i d he not advise you t h a t no one 

had proposed a s t r a i g h t - l i n e estimate before, and he f e l t 

i f i t was t o be approved i t had t o come t o Santa Fe f o r 

hearing? 

A. That's e x a c t l y r i g h t . He i n d i c a t e d t h a t i t was 

something t h a t he wanted t o make sure the Santa Fe o f f i c e 

was comfortable w i t h i n terms of making t h i s method another 

acceptable method t h a t would f i t the r u l e s and s a i d we 

should come t o Santa Fe on a hearing on t h i s . 

Q. And i s — the l e t t e r t r a n s m i t t i n g h i s d e n i a l also 

d i r e c t e d Amoco t h a t i f they wanted a hearing they would 

have t o request i t ? 

A. That's c o r r e c t . 

Q. I f we go t o the f i r s t page behind the Form C-140, 

what you have labeled the d e c l i n e curve — 

A. Right. 

Q. — i s t h a t i n f a c t the s t r a i g h t - l i n e estimate 

t h a t you are proposing t o be accepted f o r w e l l s of t h i s 

nature? 

A. That's c o r r e c t . We — What we're showing on t h i s 

p l o t i s the o i l production and the gas pr o d u c t i o n f o r each 

STEVEN T. BRENNER, CCR 
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month, f o r the twelve months p r i o r t o actually going i n and 

doing the workover on the we l l . Gas production i s shown i n 

squares, the o i l production i s shown i n the diamonds. 

We also have — show the gas average as the s o l i d 

dark l i n e . I n t h i s case, that number i s about 93 5 MCFD — 

excuse me, MCF per month. 

The dashed l i n e i s the o i l average or i t s 

condensate from t h i s w e l l , and that i s 11 barrels a month. 

Q. From what formation i s t h i s well producing? 

A. That i s producing from the Basin Dakota 

formation. 

Q. And i f we go to the f i r s t page behind t h i s graph, 

you have included the production information i n tabular 

form; i s that right? 

A. That's correct. The graph goes along — or 

excuse me, the table here goes along with the graph. I t 

shows fo r each of those months — we're looking b a s i c a l l y 

i n the l a s t three columns on the spreadsheet there — the 

month of production, the monthly o i l production and the 

monthly gas production. And then at the bottom where we've 

marked "12 month average - Future Trend" i s the average per 

month f o r the o i l and f o r gas, and that's what we are using 

as the estimate of future production. 

Q. Mr. Hawkins, behind that tabular summary i s other 

information concerning the actual workover that was 

STEVEN T. BRENNER, CCR 
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undertaken on the well, correct? 

A. That's c o r r e c t . 

Q. And t h a t ' s r e a l l y not an issue i n t h i s case? 

A. No, they were not an issue w i t h the Aztec 

D i s t r i c t . I t h i n k those — these workover procedures 

q u a l i f y under the r u l e s , and I don't t h i n k they had any 

concern about t h a t . 

But we have included here w i t h the A p p l i c a t i o n 

copies of the completion r e p o r t s and then d e t a i l s of the 

work t h a t was done on each of the w e l l s . 

Q. Let's go now t o the i n f o r m a t i o n behind the tab 

e n t i t l e d "Well Data". 

A. Yes. 

Q. Can you i d e n t i f y what's set f o r t h on the f i r s t 

page behind t h a t tab? 

A. On the f i r s t page behind the tab marked "Well 

Data" i s j u s t a r e a l short summary of the f a c t s surrounding 

t h i s case, f o r each of these w e l l s . 

I've shown the case number and the w e l l number, 

and then the data includes the date the w e l l was completed, 

i n which horizon, the date t h a t the workover commenced and 

was completed, a synopsis of what t h a t work was, t o i n t h i s 

case p e r f and f r a c the Otero Chacra and Blanco Mesaverde, 

and then complete as a downhole commingle of a l l t h r e e 

zones, and then a l i t t l e a s t e r i s k here which i d e n t i f i e s the 
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date of p r o d u c t i o n t h a t we used t o come up w i t h the twelve

month average. As you can see, i n t h i s case i t was from 

June, 1994, through May, 1995. We commenced the work f o r 

t h i s w e l l i n June of 1995, so we took the twelve months 

p r i o r t o the month t h a t we performed the work on the w e l l . 

Q. Let's go t o the next page, " d e c l i n e curve". 

A. Okay. 

Q. Can you review t h a t f o r Mr. Catanach? 

A. Yes, t h i s i s a h i s t o r i c a l p r o d u c t i o n p l o t f o r the 

w e l l . I t ' s b a s i c a l l y a l l the p r o d u c t i o n from the w e l l from 

the time i t was completed through, i n t h i s case, near the 

end of 1996. We d i d the work i n t h i s case, you r e c a l l , i n 

the middle of 1995. 

I guess — I need t o back up. 

This production i s through the end of 1995. So 

the p r o d u c t i o n t h a t you see b a s i c a l l y i s the p r o d u c t i o n 

from the Basin Dakota t h a t we would need t o make some 

estimate of f u t u r e production from. 

Q. And t h i s w e l l i s i n f a c t showing a f a i r l y f l a t 

d e c l i n e a t t h i s p o i n t i n i t s l i f e i n any event; i s t h a t not 

true? 

A. That's t r u e . The gas r a t e i s shown on the r i g h t -

hand Y a x i s . I t ' s a l i t t l e over 1000 MCF per month, i s the 

bar t h a t the production has been, I would say, f o l l o w i n g 

f o r the l a s t several years. 

STEVEN T. BRENNER, CCR 
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Q. I s i t f a i r to say that a f l a t decline of t h i s 

nature i s t y p i c a l f o r numerous wells i n the San Juan Basin 

at t h i s point i n t h e i r producing l i f e ? 

A. Yes. 

Q. And there r e a l l y i s not a substantial difference 

i n most cases between use of an actual decline curve or the 

s t r a i g h t - l i n e projection that Amoco i s proposing? 

A. Well, I think you could probably draw some 

decline through there. I t would be a very, very f l a t 

decline and would be very close t o , i n f a c t , j u s t an 

average production. 

Q. What i s the source of the information shown on 

t h i s exhibit? 

A. This i s from the Dwight's production information. 

Q. And behind this decline curve, is there a tabular 

form, the information from Dwight'si 

A. That's correct, i t shows j u s t a summary of the 

we l l completion on the f i r s t page and then the l a s t several 

years of production on the next two pages i n tabular form. 

And I have shown i n parenthesis j u s t the average production 

f o r the year, the average monthly production f o r the year, 

and t h a t would give you an idea of comparison of that 

number to the twelve-month average that we've worked up. 

Q. A l l r i g h t , l e t ' s go t o the next tab, e n t i t l e d 

"New Form C-140". Can you i d e n t i f y and review t h a t form 

STEVEN T. BRENNER, CCR 
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f o r Mr. Catanach? 

A. Yes, i n t h i s form — i n t h i s s e c t i o n we have a 

clean or a new Form C-140 t h a t we would hope would be 

approved by the D i v i s i o n . On the back of t h i s page we 

show, you know, an appropriate place f o r a c e r t i f i c a t i o n of 

approval. 

Q. Again, you're requesting t h a t the approval be 

based on a s t r a i g h t - l i n e p r oduction; i s t h a t r i g h t ? 

A. That's c o r r e c t . 

Q. And t h e r e were c e r t a i n e r r o r s i n data attached t o 

v a r i o u s a p p l i c a t i o n s . Have those been c o r r e c t e d i n the 

m a t e r i a l t h a t i s included i n t h i s e x h i b i t ? 

A. Yes, they have. There were a few w e l l s here t h a t 

had some c o r r e c t i o n s t h a t needed t o be made. What I d i d 

was i n c l u d e i n t h i s s e c t i o n behind the new Form C-140 a 

c o r r e c t e d t a b l e and graph showing the average p r o d u c t i o n 

f o r those w e l l s . 

Q. And i f , i n f a c t — 

A. This w e l l had no c o r r e c t i o n on i t . 

Q. And so there's no a d d i t i o n a l i n f o r m a t i o n . But i n 

the other e x h i b i t s , i f there were a d d i t i o n a l c o r r e c t i o n s or 

i f c o r r e c t i o n s were needed, those are included i n the 

e x h i b i t packet? 

A. That's r i g h t . 

Q. And they do not a f f e c t the question t h a t we're 
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asking the Division to consider, which is whether or not 

use of a s t r a i g h t - l i n e p r o j e c t i o n i s appropriate? 

A. That's c o r r e c t . 

Q. I n your opinion, would adoption of the s t r a i g h t -

l i n e p r o j e c t i o n as another acceptable method of p r o j e c t i n g 

the f u t u r e r a t e - o f - p r o d u c t i o n c a p a b i l i t y of a w e l l g i v e the 

operator a greater tax i n c e n t i v e than the use of a d e c l i n e 

curve? 

A. No, the — 

Q. Let's go t o the i n f o r m a t i o n behind the tab marked 

"Production P r o j e c t i o n " , and I ' d ask you t o review t h a t f o r 

Mr. Catanach. 

A. The l a s t tab here, "Production P r o j e c t i o n " , has a 

couple of pages t h a t I wanted t o go over w i t h you. 

F i r s t i s a graph. I t ' s j u s t a t y p i c a l example, I 

guess, not s p e c i f i c t o t h i s w e l l , but i t ' s a generic 

example of production from a w e l l t h a t i s f o l l o w i n g an 

expo n e n t i a l d e c l i n e s i m i l a r t o the w e l l s i n the San Juan 

Basin. 

And then you can see t h a t we've p l o t t e d r a t e 

versus time. And a t the end of t h a t , we've made an 

e x t r a p o l a t i o n , e i t h e r on a twelve-month average or an 

exponential d e c l i n e . 

And as you can see, t y p i c a l l y the exponential 

d e c l i n e w i l l be less than the twelve-month average, t o some 
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degree. 

Q. I f we look a t t h i s , by r a i s i n g the b a s e l i n e , i n 

f a c t , l e ss production q u a l i f i e s f o r lower t a x r a t e ; i s n ' t 

t h a t r i g h t ? 

A. That's e x a c t l y r i g h t . 

Q. And by use of the s t r a i g h t l i n e as you're 

proposing, i n f a c t , i t ' s simpler from an a d m i n i s t r a t i v e 

view but, i n f a c t , i t i s reducing the amount of t a x c r e d i t 

t h a t would be a v a i l a b l e f o r the well? 

A. That's c o r r e c t . 

Q. Let's go t o the l a s t page i n the e x h i b i t book. 

I ' d ask you t o r e f e r t o t h i s and then j u s t summarize the 

reasons t h a t Amoco would support the use of adopting t h i s 

as another acceptable method f o r making a p r o d u c t i o n 

p r o j e c t i o n . 

A. On t h i s l a s t page we've got about s i x b u l l e t 

p o i n t s here t h a t q u a l i f y , I guess, why we t h i n k t h a t the 

twelve-month average i s an acceptable method. 

F i r s t o f f , i t does give a reasonable estimate of 

the p r o d u c t i v e capacity of the w e l l . 

I t i s c e r t a i n l y less s u b j e c t i v e than t r y i n g t o 

draw an estimated d e c l i n e through p r o d u c t i o n data t h a t 

v a r i e s month t o month. 

I t ' s simple f o r the operator t o determine. 

I t ' s easy f o r the NMOCD t o v e r i f y and c e r t i f y . 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

19 

I t takes a l o t of the subjectiveness out of t h e i r 

c e r t i f i c a t i o n . 

I t ' s easier f o r operators and probably f o r the 

State t o manage i n a dual tax r a t e accounting, where the 

amount of produ c t i o n t h a t q u a l i f i e s f o r the f u l l t a x r a t e 

never changes, and the amount of produ c t i o n t h a t b e n e f i t s 

from the reduced tax r a t e i s easier t o c a l c u l a t e each 

month. 

And l a s t l y , i t s t i l l meets the i n t e n t of l i m i t i n g 

the amount of production which would q u a l i f y f o r the 

i n c e n t i v e t a x r a t e . 

Q. I n your opinion, w i l l approval of the use of a 

s t r a i g h t - l i n e p r o j e c t i o n be c o n s i s t e n t w i t h the s t a t u t e and 

r u l e s which authorize the w e l l workover t a x rate? 

A. Yes, i t would. 

Q. And does Amoco recommend t h a t the use of a 

s t r a i g h t - l i n e p r o j e c t i o n be authorized by the D i v i s i o n as 

another acceptable method of making a p r o d u c t i o n 

p r o j e c t i o n ? 

A. Yes. 

Q. Would the testimony t h a t you've presented, then, 

as i t r e l a t e s t o the Lackey "B" LS Number 13M w e l l , e q u a l l y 

apply t o each of the w e l l s involved i n the co n s o l i d a t e d 

cases being heard a t t h i s time? 

A. Yes. 
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Q. Mr. Hawkins, l e t ' s now go on the case book or the 

e x h i b i t book f o r Case 11,556 — t h i s i s the case book f o r 

the Gallegos Number 8 w e l l — and I ' d ask you t o t u r n i n 

t h a t e x h i b i t t o the tab marked "Well Data" — 

A. Okay. 

Q. — and go t o the de c l i n e curve, which i s the 

second page behind t h a t tab. 

A. Okay. 

Q. What i s the base p e r i o d t h a t was u t i l i z e d by 

Amoco t o make a production p r o j e c t i o n f o r t h i s w e l l ? 

A. I t was August, 1994, through J u l y of 1995. 

Q. When we look a t t h a t p e r i o d of time, are t h e r e 

months when the w e l l recorded no production? 

A. Yes, there are. 

Q. I n your op i n i o n , i s i t reasonable t o consider 

t h i s twelve-month pe r i o d , i n c l u d i n g these w e l l s [ s i c ] when 

no p r o d u c t i o n was recorded, i n making a pr o d u c t i o n 

p r o j e c t i o n f o r the well? 

A. Yes, i t i s . 

Q. Why i s that ? 

A. I n t h i s case, the w e l l was producing an average 

of around 700 MCF per month — t h a t r e l a t e s t o about 2 0 

MCFD — and also producing an average of around 11 b a r r e l s 

of condensate per month. 

The i n d i c a t i o n s i n t h i s w e l l are t h a t the w e l l 
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was so close t o a d e p l e t i o n i n the Basin Dakota t h a t i t was 

having d i f f i c u l t y l i f t i n g the condensate out of the 

well b o r e and would experience a loading c o n d i t i o n where the 

w e l l would not produce u n t i l enough pressure was b u i l t up 

or some other method was used t o unload the w e l l . 

And what we experienced i n t h i s case was f o u r 

months of production — or fou r months where the w e l l was 

unable t o unload the condensate, and then d i d unload about 

100 b a r r e l s of condensate over the next month, and 

pro d u c t i o n came back a t a r a t e of around 2 000 MCF per month 

but began t o d e c l i n e very q u i c k l y again. 

The i n d i c a t i o n t here i s t h a t once the w e l l 

pressure began t o b u i l d up and — s u f f i c i e n t t o unload the 

w e l l , we got some f l u s h production from the gas as w e l l , as 

a r e s u l t of t h a t high pressure around the w e l l . That high 

pressure began t o bleed o f f k i n d of q u i c k l y , and the r a t e 

began t o drop back down clos e r t o i t s average. 

As an engineer, the way I would i n t e r p r e t t h a t i s 

t h a t although there may be some periods of time when the 

w e l l was unable t o produce, the f l u s h p r o d u c t i o n t h a t i t 

experienced a f t e r i t unloaded would tend t o o f f s e t those 

months of zero production. 

And i n f a c t , i f the w e l l had continued t o produce 

i n t h i s f a s h i o n w i t h o u t being worked over, we would have 

expected i t t o continue t o experience l o a d i n g c o n d i t i o n s 
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and months when the w e l l would not be able t o produce, and 

should be taken i n t o account i n any k i n d of f u t u r e 

p r o d u c t i o n p r o j e c t i o n . 

Q. Mr. Hawkins, the o b j e c t i v e of making these 

p r o d u c t i o n p r o j e c t i o n s i s t o acc u r a t e l y f o r e c a s t what the 

w e l l would do wi t h o u t — before workover; i s t h a t c o r r e c t ? 

A. That's c o r r e c t . 

Q. I f we look a t the Gallegos Number 8 w e l l , t he 

w e l l i n f a c t was on production f o r the e n t i r e twelve-month 

p e r i o d t h a t Amoco has u t i l i z e d ; i s t h a t f a i r t o say? 

A. That's c o r r e c t . 

Q. When the w e l l i s loading up and performing l i k e 

t h i s , i s t h a t not evidence t h a t i n f a c t i t ' s time t o 

undertake workover a c t i v i t i e s on t h a t wellbore? 

A. That's c o r r e c t . 

Q. When you look a t t h i s w e l l and you t r y t o 

determine what i s at l e a s t twelve months of e s t a b l i s h e d 

p r o d u c t i o n , i t ' s your opinion t h a t i t ' s a p p r o p r i a t e t o 

inc l u d e the e n t i r e twelve-month p e r i o d ; i s t h a t r i g h t ? 

A. That's r i g h t . 

Q. Now, i f we discount months when the w e l l d i d not 

produce, would t h a t i n f a c t have the p o t e n t i a l f o r 

d i s t o r t i n g data or the production p r o j e c t i o n f o r the we l l ? 

A. I be l i e v e i t would. I b e l i e v e i t would o v e r s t a t e 

what the w e l l would l i k e l y produce i n the f u t u r e , given the 
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fact that i t would probably experience those loading 

c o n d i t i o n s again. 

Q. I f we have t h i s w e l l or any w e l l , and i t i s 

unable t o produce 4 0 consecutive days, and i f t h a t time 

p e r i o d ran from the 10th of June t o the 2 0th of J u l y , i f we 

only look a t t h i s on a monthly basis, both June and J u l y 

would be counted; i s n ' t t h a t r i g h t ? 

A. That's r i g h t , t here would be p r o d u c t i o n i n each 

of those months. 

Q. I f t h a t same w e l l was shut i n f o r 40 days but i t 

ran from June 1st t o the 10th of J u l y , and you don't count 

a month when there i s no production, i n f a c t , you would 

d i s c a r d June, would you not? 

A. Well, you could. I t h i n k i t would be 

i n a p p r o p r i a t e t o d i s - — t o not include the month of June, 

simply because the w e l l had no production t h a t month. 

Q. I s i t your testimony t h a t t o get an accurate read 

on what the w e l l ' s f u t u r e production c a p a b i l i t y would be, 

t h a t you have t o include the days i t produces as w e l l as 

the days i t i s shut in? 

A. That's r i g h t . 

Q. Or unable t o produce? 

A. That's r i g h t . 

Q. And a l l of those days need t o be counted, whether 

they f a l l i n one month or they f a l l i n two months or many 
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months? 

A. That's r i g h t . 

Q. Let's now go t o what has been — our e x h i b i t book 

f o r Case 11,559, f o r the Armenta Gas Com "C" Number IE 

w e l l . And again, I ' d l i k e you t o go behind the second page 

behind the tab marked "Well Data", the d e c l i n e curve. 

A. Okay. 

Q. I f we look a t t h i s d e c l i n e curve, you have shown 

on t h i s curve a t l e a s t twelve months of e s t a b l i s h e d 

p r o d u c t i o n h i s t o r y f o r the w e l l , have you not? 

A. That's c o r r e c t , the w e l l — 

Q. What i s the problem w i t h t h i s e x h i b i t ? 

A. Well, i n t h i s case, the w e l l began p r o d u c t i o n i n 

1980 and produced u n t i l around the middle of 1986. The 

w e l l was shut i n f o r a pe r i o d of time and then reopened f o r 

pro d u c t i o n i n 1994. 

So there i s a large gap of time t h e r e where th e r e 

was no produ c t i o n from the w e l l , but the w e l l c e r t a i n l y has 

a t l e a s t twelve months of est a b l i s h e d p r o d u c t i o n from t h i s 

completion zone. 

Q. Mr. Hawkins, t h i s i s an extreme case, of course, 

but i f we look a t the production h i s t o r y you have i n , say 

1995, how would t h a t d e c l i n e curve alone compare t o a 

d e c l i n e curve, say, f o r the production on 1980 t o 1986? 

Would they be d i f f e r e n t ? 
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A. Oh, I think they would be s i g n i f i c a n t l y 

d i f f e r e n t . For one thing, back i n 1986 the wel l was 

producing on the order of 2000 MCF a month, and i n 1994 and 

1995 the wel l was only producing 500 or 600 MCF a month. 

Q. Now, when you s t a r t f i l l i n g out applications t o 

q u a l i f y wells f o r the incentive tax rate, you f i n d numerous 

examples where you have breaks i n the production h i s t o r y ; 

i s n ' t t h a t f a i r t o say? 

A. That's correct. 

Q. Not necessarily ten years, but — 

A. No. 

Q. — you can have them? 

Is t h i s the kind of s i t u a t i o n where some guidance 

i s needed from the Division so that operators know exactly 

how to handle t h i s kind of a production situation? 

A. Well, I think that i t would help. My impression 

as an engineer would be to t r y to predict the future 

production based on the most current data, not go back i n 

time eight years or thereabouts t o t r y to predict what the 

current production i s going to be. I n t h i s case, I would 

use the production from the most recent time period and 

make my projection from there. 

Q. Also, showing the — at least twelve months 

established production, but being able t o make a prudent 

engineering c a l l as to what now accurately shows the 
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decline of the production capability? 

A. That's righ t . 

Q. I n your op i n i o n , do each of the A p p l i c a t i o n s 

f i l e d i n each of these consolidated cases meet the 

requirements of the s t a t u t e and the r u l e s t o q u a l i f y f o r 

the w e l l workover tax rate? 

A. Yes, they do. 

Q. Does Amoco request t h a t each of these 

A p p l i c a t i o n s be approved and t h a t the s u b j e c t w e l l s be 

c e r t i f i e d as w e l l workover p r o j e c t s ? 

A. Yes, we do. 

Q. Does Amoco also request t h a t an order be entered 

by t h i s D i v i s i o n t h a t would approve the use of a s t r a i g h t -

l i n e p r o j e c t i o n f o r w e l l s a t the d i s c r e t i o n of the operator 

as an acceptable a l t e r n a t i v e method of e s t a b l i s h i n g a 

pro d u c t i o n p r o j e c t i o n ? 

A. Yes. 

Q. Were each of these e x h i b i t books prepared by or 

compiled by you or under your d i r e c t i o n and supervision? 

A. Yes, they were. 

MR. CARR: Mr. Catanach, a t t h i s time we would 

move the e x h i b i t books i n each of these cases, being Cases 

11,555 through 11,560. 

EXAMINER CATANACH: The e x h i b i t s i n Cases 11,555 

through 11,560 w i l l be admitted as evidence. 
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MR. CARR: And t h a t concludes my d i r e c t 

examination of Mr. Hawkins. 

EXAMINER CATANACH: Mr. Pearce, do you have any 

questions? 

MR. PEARCE: No, s i r . 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Hawkins, I've not been exposed t o very many 

of these. I n f a c t , t h i s i s the f i r s t one I've seen. 

The usual procedure on g e t t i n g one of these 

approved i n a normal s i t u a t i o n i s t o use a d e c l i n e curve as 

your p r o d u c t i o n forecast? 

A. Well, since we're p r e t t y e a r l y i n the process of 

f i l i n g these t h i n g s , I don't know t h a t t h e r e n e c e s s a r i l y i s 

a usual procedure. The r u l e s r e q u i r e t h a t an operator 

make — submit a de c l i n e curve or other acceptable method 

t o determine a f u t u r e — an estimate of the p r o d u c t i v e 

c a p a c i t y of the w e l l and make a f u t u r e p r o d u c t i o n 

p r o j e c t i o n t h a t the D i v i s i o n would c e r t i f y . 

I n t h i s instance, I guess you've got — You know, 

one of the t y p i c a l ways t h a t you could do t h a t would be t o 

t r y t o draw a de c l i n e through the produc t i o n data t h a t was 

a v a i l a b l e p r i o r t o doing the work on the w e l l . 

Most of the w e l l s i n the San Juan Basin t h a t have 

been producing f o r any length of time have what I would 
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c a l l a very low de c l i n e r a t e , less than 10 percent a year. 

And i f they've been producing f o r a f a i r l y s i g n i f i c a n t 

p e r i o d of time, which most of these have, the l a s t few 

years of production may appear t o be r e l a t i v e l y f l a t or 

constant a t t h a t low r a t e . 

I t h i n k t h a t we're s t i l l e a r l y enough i n t h i s 

process of e s t a b l i s h i n g , you know, q u a l i f y i n g w e l l s as w e l l 

workover p r o j e c t s t h a t most operators are s t i l l l o o k i n g f o r 

ways t o implement t h i s , t r y i n g t o make use of the s t a t u t e 

t o get some t a x i n c e n t i v e , as simple as p o s s i b l e , not 

r e q u i r e a l o t of a d d i t i o n a l costs f o r t h e i r own accounting 

systems, as w e l l as the State's. And using t h i s t w e l v e 

month average i s a method t h a t would s i g n i f i c a n t l y b e n e f i t 

the operators and probably the State as w e l l , i n terms of 

managing t h i s s t a t u t e . 

Q. Can you elaborate on some of the problems t h a t 

you t h i n k would be encountered using a p r o j e c t e d d e c l i n e 

curve, as f a r as Amoco i s concerned? 

A. Well, there's a couple of t h i n g s I t h i n k you 

would want t o take i n t o account. 

F i r s t would be the engineer's time i n going back 

and l o o k i n g a t the h i s t o r i c a l production f o r t he w e l l . The 

r u l e r e q u i r e s t h a t you allow a t l e a s t twelve months' 

h i s t o r y . C e r t a i n l y , i t would r e q u i r e some degree of 

s u b j e c t i v e judgment, I guess, t o draw a d e c l i n e curve i n 
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t h e r e and then have the State take a look a t t h a t and 

c e r t i f y t h a t as being reasonable. 

And the tendency I t h i n k you might see from a 

number of engineers' p o i n t of view would be t o draw t h a t 

d e c l i n e as s t e e p l y as you could, t o q u a l i f y as much of the 

f u t u r e production as p o s s i b l e . And you k i n d of get i n t o a 

judgment c a l l from the State's perspective of whether or 

not some engineers were being o v e r l y aggressive w i t h t h a t . 

The second t h i n g i s t h a t , along w i t h t h a t , you 

have t o submit a t a b l e of f u t u r e p r o d u c t i o n t h a t shows what 

would the monthly production be each month of the r e s t of 

the l i f e of the w e l l , or as f a r i n t o the f u t u r e as you can 

foresee, under t h a t d e c l i n e curve, and then have t h a t t a b l e 

of p r o d u c t i o n entered under the t a x accounting systems of 

the companies, as w e l l as the State. And a l o t of t h a t i s 

going t o be manual i n p u t , or some a d d i t i o n a l software would 

have t o be developed t h a t e i t h e r the State or the operator 

hasn't prepared. 

I guess — Those would be the two main t h i n g s 

t h a t would make t h i s be manpower i n t e n s i v e : the engineer's 

time, the State's time i n making sure t h a t someone's not 

g e t t i n g o v e r l y aggressive, the accounting department or t a x 

department time t o get t h a t k i n d of p r o d u c t i o n data i n p u t 

i n t o t h e i r system so t h a t i t could operate monthly and have 

a new number every month of what was going t o be the f u l l 
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t a x r a t e , and then do some s u b t r a c t i o n f o r the incremental 

t a x r a t e . 

And I guess l a s t l y the t h i n g i s , you have some 

concern t h a t i f a w e l l were t o go o f f p r o d u c t i o n f o r a 

month or two, what do you do w i t h the decline? Do you 

s h i f t i t a couple of months now t o p i c k back up where i t 

l e f t o f f , or do you j u s t assume t h a t the d e c l i n e was f i x e d 

and not take i n t o account any of t h a t down time a t a l l ? 

Using the twelve-month average p r e t t y much 

e l i m i n a t e s the concern on a l l of those concerns t h a t I've 

got, t h a t you're saying t h a t regardless of whether the w e l l 

i s producing or not producing f o r a c e r t a i n month, you 

wouldn't have t o s h i f t the d e c l i n e . I t ' s the same number 

every month. 

I t ' s f a i r l y simple t o be put i n t o the accounting 

systems. I t ' s c e r t a i n l y no challenge f o r an engineer or 

anybody else t o c a l c u l a t e the twelve-month average of 

prod u c t i o n . And i t takes a l o t of the burden o f f of the 

State i n t r y i n g t o make a judgment on was the engineer 

being o v e r l y aggressive or not i n t r y i n g t o draw some 

d e c l i n e i n here? 

So I t h i n k there's a l o t of b e n e f i t s from both 

the operator's perspective and the State's p e r s p e c t i v e . 

The other t h i n g t h a t I t h i n k the s t r a i g h t - l i n e 

p r o j e c t i o n does i s , i t ' s simple enough f o r us t o implement 
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t h a t we are w i l l i n g t o give up t h a t l i t t l e incremental b i t 

of t a x i n c e n t i v e t h a t the de c l i n e method might have o f f e r e d 

t o us. I t takes a l o t less manpower, time and e f f o r t . 

Q. I s the a d d i t i o n a l time and manpower something 

t h a t Amoco might say t h a t i t ' s not worth doing t h i s on t h i s 

w e l l , i f we have t o do a l l t h i s work? 

A. I t h i n k i t ' s something t h a t we s e r i o u s l y are 

t a k i n g i n t o c o n s i d e r a t i o n . 

As you're aware, the t a x i n c e n t i v e i s 1.875 

percent of the taxable value of the incremental p r o d u c t i o n , 

and i n many cases t h a t ' s not very much money. And i t 

doesn't take very many hours of engineering time or 

accounting time t o completely o f f s e t what b e n e f i t you might 

get from t h a t t a x i n c e n t i v e . 

Q. Mr. Hawkins I know t h a t you d i d say t h a t Frank 

Chavez wanted these t o come up t o Santa Fe f o r the i n i t i a l 

d e c i s i o n . Did Frank have an opinio n on t h i s ? 

A. He d i d n ' t o f f e r an opinio n t o me. I t h i n k he was 

— he f e l t l i k e t h a t we j u s t needed t o make sure t h a t t he 

State o f f i c e was comfortable t h a t we set t h i s precedent. 

And then i t ' s my, I guess, perspective on t h i s , t h a t i f i t 

were approved by hearing, t h a t Frank would be able t o use 

these — approve them i n f u t u r e cases. 

I t h i n k he was j u s t a l i t t l e — wanted a l i t t l e 

b i t more review on the matter. 
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Q. I f t h i s method i s approved, i s t h i s going t o be 

the method t h a t Amoco e x c l u s i v e l y uses i n the San Juan 

Basin? 

A. I would say t h a t the vast m a j o r i t y of the w e l l s 

t h a t we q u a l i f y as w e l l workovers w i l l use t h i s approach. 

There may be some w e l l s t h a t are s t i l l e a r l i e r i n t h e i r 

l i f e of production, t h a t there may be enough of a 

d i f f e r e n c e between some p r o j e c t e d d e c l i n e and the tw e l v e 

month average t h a t i t would j u s t i f y the use o f , you know, 

t r y i n g t o draw t h a t d e c l i n e i n and p u t t i n g i t i n . 

For the most p a r t , though, we're working w i t h a 

l a r g e number of older w e l l s t h a t we're t r y i n g t o add new 

zones t o , t o increase production from, and most of those 

w e l l s have been on production f o r such a long time t h a t 

t h e y ' r e i n the l a t t e r stages of t h e i r p r o d u c t i o n and are on 

a much f l a t t e r d e c l i n e . So t h a t ' s why I say the va s t 

m a j o r i t y , w e ' l l probably be using t h i s method. 

Q. Can you see any instances where Amoco might come 

out b e t t e r using t h i s method? 

A. No. Just t o save us time and money, I t h i n k , i n 

the long run, make i t worth our w h i l e t o t r y t o capture the 

b e n e f i t t h a t the State's o f f e r i n g through the s t a t u t e . 

Q. But there's no instances where you might get 

c r e d i t f o r more production than you would using — 

A. I r e a l l y don't b e l i e v e so. I t h i n k f o r the vast 
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majority of cases that I can envision, the twelve-month 

average i s going t o be higher than a d e c l i n e r a t e , and 

t h e r e would be more — some incremental t a x i n c e n t i v e k i n d 

of l e f t i n the pocket of the s t a t e , as opposed t o the 

operator, by using the twelve-month average method. 

Q. Okay. And the other question was, u t i l i z i n g the 

twelve-month past production, under the c u r r e n t scenario, 

i f you — say i f you had production, say — d a t i n g back t o 

1986, you could s t i l l use t h a t p r o d u c t i o n , t h a t t w e l v e 

month pr o d u c t i o n of — 

A. I f the l a s t time the w e l l produced was 1986? 

Q. Yeah. 

A. And you came i n t o do the work i n 1994? 

Q. (Nods) 

A. I t h i n k you would — I f you had no other 

p r o d u c t i o n data a v a i l a b l e , you'd have t o look p r e t t y hard 

before you would p r e d i c t t h a t the w e l l would come back on 

a t the same r a t e t h a t i t was producing i n 1986 and say t h a t 

t h a t i s a reasonable estimate of the f u t u r e p r o d u c t i o n 

p r o j e c t i o n f o r t h i s w e l l . 

I t h i n k you would take t h a t i n f o r m a t i o n i n t o 

account, but I don't t h i n k t h a t t h a t would be a reasonable 

estimate of f u t u r e production p r o j e c t i o n . I t h i n k t h a t ' s 

probably too long of a pe r i o d , t h a t there's probably some 

r e s e r v o i r pressure d e c l i n e , and you would need t o get — 
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you would need t o use more f a c t s on a case l i k e t h a t . You 

would have t o have some a d d i t i o n a l i n p u t , some other way t o 

estimate the f u t u r e production. And t h a t might be t o 

attempt t o r e t u r n the w e l l t o production or look behind the 

f a c t s o f , you know, i s the w e l l capable of producing a t 

a l l ? I s the f u t u r e production p r o j e c t i o n f o r t h a t w e l l 

zero? 

So I t h i n k there are some extreme cases t h a t you 

would c e r t a i n l y have t o do some more d i g g i n g i n t o , t o give 

you a reasonable f u t u r e p r o j e c t i o n . 

But f o r the most p a r t , i f you've got p r o d u c t i o n 

t h a t ' s — du r i n g the l a s t twelve months p r i o r t o doing the 

work, when the w e l l , you know, was producing and s e l l i n g 

gas and condensate, then t h a t ' s the data t h a t you would 

focus on. 

I f t h e r e were some months of zero p r o d u c t i o n 

d u r i n g t h a t p e r i o d you would, i n my o p i n i o n , need t o 

inc l u d e t h a t or take i t i n t o account. I s t h a t something 

t h a t ' s going t o be a r e c u r r i n g k i n d of a c o n d i t i o n t h a t you 

would expect, t h a t you should b u i l d i n t o your f o r e c a s t of 

f u t u r e production? 

Q. So what i s acceptable now i s , Frank would approve 

something l i k e i f you had — i f you performed the workover 

i n 1994, i f you had twelve months' pr o d u c t i o n p r i o r t o 

t h a t , t h a t would be e n t i r e l y acceptable? 
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A. C e r t a i n l y . 

Q. Now, i n a case l i k e the Armenta, he would not 

approve something l i k e t h i s ; i s t h a t c o r r e c t ? Based on the 

f a c t t h a t you don't have twelve months of p r i o r production? 

A. Well, I b e l i e v e he should approve t h i s . I n t h i s 

case we have — There were four months i n which t h e r e was 

zero p r o d u c t i o n f o r the w e l l . 

Q. What f o u r months are you t a l k i n g about here? 

A. The months of August, 1994, September and October 

of 1994, and then the month of March of 1995, we i n d i c a t e 

t h e r e was zero production from the w e l l . 

For the months of November, 1994, through 

February of 1995, and then A p r i l through J u l y of 1995, 

t h e r e was production from the w e l l although i t was a t a 

very low r a t e of about — you know, anywhere from 2 00 t o — 

Well, I guess a c t u a l l y , you know, the average here i s 240 

MCF per month. So we're r e a l l y j u s t t r y i n g t o seek, i s 

t h i s w e l l capable of producing, and a t what k i n d of a rate? 

And I t h i n k t h a t ' s k i n d of the charge an operator 

probably has, i s t o gather enough produ c t i o n data t o see, 

i s t h i s — you know, what i s a reasonable estimate f o r the 

w e l l ? And f o r t h i s w e l l i t would be c l e a r l y reasonable t o 

assume t h a t the f u t u r e production i s going t o be i n the 

200-to-300-MCF-per-month range, based on i t s p r o d u c t i o n . 

Q. So i f I'm c o r r e c t i n understanding, the question 
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t h a t you're asking me to resolve i s whether or not — You 

have cer t a i n months of production w i t h i n the twelve-month 

period that don't have any production, and you're s t i l l 

asking us to accept that as reasonable? 

A. That's r i g h t . And maybe the way that as an 

engineer I would view that i s that during th a t twelve-month 

period I ought t o have — at least h a l f of tha t time, have 

some data t o make some judgment on. I f there are some 

months tha t have zero production during that time, i t 

shouldn't automatically d i s q u a l i f y that period. 

But i f you had no production during the twelve

month period p r i o r to doing the work, then I th i n k you need 

some additional facts before i t could be approved — of 

zero, you'd need to have some further j u s t i f i c a t i o n of 

th a t . And i t might be the kind of thing t h a t would require 

coming i n t o a hearing t o , you know, dig i n t o the facts of 

i t . 

But as an engineer, i f I had six months of the 

wel l producing and s e l l i n g gas and six months tha t i t was 

zero, and I looked at the production and the production i s 

very marginal, then i t ' s p r e t t y obvious t o me th a t the w e l l 

i s having a d i f f i c u l t time producing. And i f I don't do 

some work on the w e l l , I should continue th a t — f o r th a t 

condition t o happen i n the future. And so I should take 

tha t i n t o account i n any future projection t h a t I'm going 
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t o make, u n t i l I do work on the w e l l . 

Q. I f you've got some months t h a t t h e r e wasn't any 

pro d u c t i o n and you're using the average, t h a t average, t o 

fo r e c a s t f u t u r e production, wouldn't t h a t n e c e s s a r i l y lower 

your average below maybe what i t should be? 

A. I t h i n k the — C e r t a i n l y there's a chance f o r 

t h a t t o occur. 

But f o r the most p a r t , when a w e l l i s not 

producing, the pressure i s b u i l d i n g up around the we l l b o r e . 

And i n almost every case t h a t I can e n v i s i o n , when you 

r e t u r n t he w e l l t o production, e i t h e r by i t s e l f , i t b u i l d s 

up enough pressure t o s t a r t t o unload i t s e l f or get back 

i n t o a producing c o n d i t i o n , you get some p e r i o d of f l u s h 

p r o d u c t i o n t h a t i s greater than what the w e l l average would 

be, or what the w e l l would have normally been able t o make. 

And f o r the most p a r t , I t h i n k t h a t those two 

co n d i t i o n s can o f f s e t each other, p a r t i c u l a r l y i f you had 

— a t l e a s t h a l f the time the w e l l was on pr o d u c t i o n and, 

you know, you had some a c t u a l sales out of t h e r e . So... 

But I t h i n k there's some reason why i t wouldn't 

n e c e s s a r i l y understate what your f u t u r e p r o j e c t i o n should 

be. 

EXAMINER CATANACH: I t h i n k t h a t ' s a l l I have, 

Mr. Carr. 

MR. CARR: I have a statement a t the end I ' d l i k e 
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t o make. 

I t h i n k Mr. Pearce wants t o make a statement. 

EXAMINER CATANACH: Okay, w e ' l l l e t Mr. Pearce 

make h i s statement. 

MR. PEARCE: Thank you, Mr. Examiner. 

Meridian O i l was one of the companies which 

p a r t i c i p a t e d i n support of what was then known as House 

B i l l 65 d u r i n g the 1995 session of the New Mexico 

L e g i s l a t u r e , the i n c e n t i v e b i l l which r e s u l t e d i n the 

program under c o n s i d e r a t i o n t h i s morning. 

Meridian appears t h i s morning t o encourage you t o 

a l l o w the s t r a i g h t - l i n e estimate of f u t u r e p r o d u c t i v e 

c a p a c i t y as a conservative approach t o implementing the 

i n c e n t i v e adopted by the New Mexico L e g i s l a t u r e . 

As has been pointed out by the witness i n t h i s 

proceeding, a l l o w i n g t h i s procedure t o be implemented has 

the e f f e c t of reducing the f i n a n c i a l b e n e f i t of the 

i n c e n t i v e t o the producer i n terms of the i n c e n t i v e i t s e l f , 

and the exchange f o r t h a t i s t h a t accounting o p e r a t i o n s , 

p a r t i c u l a r l y , i n o i l and gas companies may be g r e a t l y 

s i m p l i f i e d and made more e f f i c i e n t . We b e l i e v e t h a t t h a t 

i s an a p p r o p r i a t e t r a d e o f f i n some instances. 

Meridian, t o my knowledge, has not y e t f i l e d any 

s t r a i g h t - l i n e estimates, but we c e r t a i n l y suspect t h a t we 

may f i n d w e l l s i n which t h a t i s a p p r o p r i a t e i n the f u t u r e . 
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We believe that what is suggested in these cases 

by Amoco i s an accurate implementation of the i n c e n t i v e 

which was adopted by the l e g i s l a t u r e and t h a t i f producers 

are w i l l i n g t o forego some of the i n c e n t i v e and s t i l l 

u t i l i z e the program t o get w e l l workovers done which might 

not otherwise be done, which was the b o t t o m - l i n e purpose of 

the l e g i s l a t i o n , t h a t the D i v i s i o n w i l l be a c t i n g i n 

response t o l e g i s l a t i v e purpose as i t i s r e f l e c t e d i n the 

Act. We encourage you t o do t h a t . 

We be l i e v e t h a t , i f I may c a l l i t , a s i g n a l needs 

t o be given t o the f i e l d o f f i c e s t a f f personnel t o know 

t h a t t h i s has been considered by the D i v i s i o n . I t does not 

work a hardship on State revenues; i t i n f a c t represents a 

b e n e f i t t o s t a t e revenues. We encourage you t o a l l o w these 

a p p l i c a t i o n s t o go forward. 

Thank you. 

EXAMINER CATANACH: Thank you, Mr. Pearce. 

Mr. Carr? 

MR. CARR: Mr. Catanach, as I b e l i e v e you're 

aware, Mr. Pearce and I were involved a t a l e g i s l a t i v e 

l e v e l when t h i s l e g i s l a t i o n was under c o n s i d e r a t i o n . We 

were not i n v o l v e d i n the d r a f t i n g of the s t a t u t e , and the 

s t a t u t e has got some very d i f f i c u l t p r o v i s i o n s i n i t . And 

we then became involved f o r our r e s p e c t i v e companies i n 

developing the r u l e s t o implement the Act. 
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And I think i t ' s f a i r to say that the approach 

taken i n developing these rules was to take a very 

conservative approach and stay very, very close t o the 

statute wherever i t was possible to do so. 

And i n developing the rules, we also assigned 

r e s p o n s i b i l i t y f o r administering t h i s program to the 

D i s t r i c t Offices. And so the D i s t r i c t s are now looking at 

having t o i n t e r p r e t and improve applications w i t h i n rules 

th a t are very, very t i g h t i n the way they were ac t u a l l y 

developed and f i n a l i z e d . 

When we t a l k about production projections i n the 

rules and i n the forms, we say decline curve or other 

acceptable method. We should s p e c i f i c a l l y state decline 

curve, so there's no issue that when you come i n with a 

decline curve, that can be approved. 

When we step beyond that and s t a r t looking at 

other acceptable methods, a l l of a sudden more 

i n t e r p r e t a t i o n i s involved, and the d i s t r i c t s r e a l l y do 

need d i r e c t i o n from Santa Fe, because they're t r y i n g t o 

administer out of three o f f i c e s a program i n a fashion, and 

they're t r y i n g — i n a fashion that i s consistent across 

the State. So I suspect that that i s one of the reasons 

that t h i s came before you. 

But you also need to now that when we drafted 

these rules, we recognized that we were taking a very 
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narrow approach, and we specifically provided that from 

time t o time — or t h a t i f they were denied, t h a t — you 

know, these matters could come f o r hearing i n Santa Fe. 

And we a n t i c i p a t e d t h a t as we got i n t o t h i s process, we 

would have t o f l e s h t h i s t h i n g out, w i t h c e r t a i n hearings. 

The d o l l a r s i n v o lved w i t h many of these w e l l s i s 

r e l a t i v e l y small. And we're a n t i c i p a t i n g t h a t we're going 

t o have a l o t of these hearings, but t h i s i s the f i r s t one. 

And as I'm sure you suspect, there i s some examiner-

shopping t h a t goes on when we s t a r t b r i n g i n g matters before 

the D i v i s i o n , and we f r a n k l y docketed t h i s today 

a n t i c i p a t i n g t h a t Mr. Stogner would be the Examiner 

because, as you know, he was the s t a f f person who s a t w i t h 

us as we developed these r u l e s and procedures. And so 

t h a t ' s why I've gone through t h i s l i t t l e background f o r 

you. 

But I ' d l i k e t o look a t the p a r t i c u l a r questions 

t h a t are being presented f o r your c o n s i d e r a t i o n . One i s 

the use of t h i s s t r a i g h t - l i n e method. And a l l we're asking 

i s t h a t we be allowed t o use a very, we t h i n k , conservative 

t o o l t h a t i s extremely simple a t our end, company end, t o 

develop. I t c e r t a i n l y i s easy a t a D i v i s i o n l e v e l . 

But when we were developing the r u l e s , everyone 

s a i d , Oh, everyone has computers t h a t can do the d e c l i n e 

curve f o r you. I n p r a c t i c e , i t ' s not as simple as i t 
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looked, and we also found that the only people who don't 

have a computer t o do these happens t o be the O i l 

Conservation Division. 

So a s t r a i g h t l i n e seems to be consistent with 

not only the int e n t to make t h i s simple, but i t seems to 

work. And i t also i s simple when you go to the Tax and 

Revenue Department, because the only reason we present t h i s 

data i n tabular form i s , they're not equipped t o deal with 

i t when they look at a decline curve. And so i t works 

better at that l e v e l as we l l . 

And we think i t i s consistent with the language 

and the rules and i n the statute, because, you see, what we 

are t e l l i n g operators to do i s provide a decline curve or 

other accepted — or acceptable method, and i t i s to be 

based on at least 12 months of established production t o 

show the future decline rate or production c a p a b i l i t y of 

the w e l l . 

The statute also defines production p r o j e c t i o n , 

and i t says i t i s an estimate of the future rate of 

production from the w e l l , based on well performance. And 

so we believe that when we come i n and we show you what a 

we l l has done during the l a s t twelve months, some days or 

months when i t ' s down, and others when i t ' s up and 

producing, i f i t ' s open and we're attempting t o produce i t , 

t h a t we can give you an accurate estimate i f we come i n and 
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take the l a s t twelve months and provide th a t t o you i n the 

form of an average. 

Because when you assume that wells decline and 

you recognize we're using an average, not continuing t o 

check t o project out the decline, continually going down, 

we're coming with a more conservative f i g u r e i n terms of 

the production available for the lower tax rate than we 

would i f we used the actual decline curve. So we thin k 

what we're seeking i s appropriate. 

The t h i r d thing that we * ve only sort of touched 

on i s the s i t u a t i o n we have with the Armenta w e l l , where we 

have a few months' production i n the l a s t year and then we 

have a very large gap, and we're not a n t i c i p a t i n g we may 

ever f i n d another one with a ten-year gap, but a few months 

or a year back t o when i t was l a s t on production, and we're 

t o l d t o look at twelve months' established production i n 

making our future production projection. 

Now, i t would be very simple t o j u s t lock i n on 

the r u l e and say four months i n eighty-six — or ninety-

f i v e , eight months i n eighty-six, and average those. But 

we thin k i t ' s important to recognize that what we have t o l d 

the operators they must do when they f i l e these 

applications i s sign an a f f i d a v i t that v e r i f i e s c e r t a i n 

things, including a statement tha t , and I quote, t h i s 

p r ojection was prepared using sound petroleum engineering 
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p r i n c i p l e s . 

You look a t the Armenta, you look a t what i t d i d 

i n 1986, and you compare t h a t t o what i t d i d i n 1985, and 

i f you as an engineer are going t o employ sound engineering 

p r i n c i p l e s , you can consider a t l e a s t the l a s t twelve 

months or the e n t i r e f i v e years when you were a t t e m p t i n g t o 

produce the w e l l . 

But when you apply a standard of using sound 

p r i n c i p l e s , apply those sound p r i n c i p l e s t o t h i s data, you 

have t o consider what you know r e a l l y a c c u r a t e l y p r o j e c t s 

what the w e l l w i l l do. That's why we're asking f o r 

guidance on t h a t l a s t p o i n t . 

We recognize we're k i n d of lopping something your 

way t h a t may i n some sense not be r e a l f a i r t o you, but 

t h i s i s , I t h i n k , a s i g n i f i c a n t case i n t h a t what i s done 

w i t h t h i s A p p l i c a t i o n , I t h i n k , w i l l have a very l a r g e 

impact on how these a p p l i c a t i o n s are f i l e d , not only f o r 

pro d u c t i o n i n the San Juan Basin but f o r w e l l s i n the 

Permian Basin as w e l l . 

EXAMINER CATANACH: Mr. Carr, can I ask you t o 

give me some rough-draft orders — 

MR. CARR: Yes. 

EXAMINER CATANACH: ~ and I t h i n k the Armenta 

would c e r t a i n l y be one, because i t ' s k i n d of i t s own issue 

t h e r e . 
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I would ask for one order where the s t r a i g h t - l i n e 

method i s the only issue, and one where the zero production 

f o r any given month i s an issue. So j u s t three orders i n 

those — 

MR. CARR: Yes, s i r . 

EXAMINER CATANACH: That would probably help us 

out. 

Is there anything further? 

MR. CARR: Nothing further. 

EXAMINER CATANACH: Okay. There being nothing 

f u r t h e r , Case Numbers 11,555 through 11,560 w i l l be taken 

under advisement. 

(Thereupon, these proceedings were concluded at 

10:18 a.m.) 
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