
STATE OF NEW MEXICO 

ENERGY, MINERALS, AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: 

CASE NO. 1155 9 
Order No. R-l0652 

APPLICATION OF AMOCO PRODUCTION 
COMPANY FOR QUALIFICATION OF A 
WELL WORKOVER PROJECT AND 
CERTIFICATION OF APPROVAL, SAN 
JUAN COUNTY, NEW MEXICO. 

ORDER OF THE DIVISION 

BY THE DIVISION: 

This cause came on f o r hearing a t 8:15 a.m. on June 27, 1996, a t 
Santa Fe, New Mexico, before Examiner David R. Catanach. 

NOW, on t h i s 15th day of August, 1996, the D i v i s i o n D i r e c t o r , 
having considered the record and the recommendations of the Examiner, and 
being f u l l y advised i n the premises, 

FINDS THAT: 

(1) Due p u b l i c n o t i c e having been g i v e n as r e q u i r e d by law, the 
D i v i s i o n has j u r i s d i c t i o n of t h i s cause and the s u b j e c t matter t h e r e o f . 

(2) Case Nos. 11555, 11556, 11557, 11558, 11559 and 11560 were 
c o n s o l i d a t e d a t the time o f the hearing f o r the purpose of testimony. 

(3) Pursuant t o the d i r e c t i v e s contained w i t h i n the "Natural Gas and 
Crude O i l Production I n c e n t i v e Act" (Laws 1995, Chapter 15, Sections 1 
through 8 ) , the D i v i s i o n , by Order No. R-10505 dated November 9, 1995, 
promulgated D i v i s i o n Rule No. 713, Q u a l i f i c a t i o n of Well Workover Projects 
and C e r t i f i c a t i o n f o r the Well Workover I n c e n t i v e Tax Rate. 

(4) Pursuant t o D i v i s i o n Rule No. 713, Amoco Production Company 
(Amoco) f i l e d a D i v i s i o n Form C-140 ( A p p l i c a t i o n f o r Q u a l i f i c a t i o n of Well 
Workover P r o j e c t and C e r t i f i c a t i o n o f Approval) w i t h the Aztec d i s t r i c t 
o f f i c e of the D i v i s i o n on A p r i l 26, 1996, f o r i t s Armenta Gas Com "C" Well 
No. IE (API No. 30-045-23856) l o c a t e d 435 f e e t from the North l i n e and 
1590 f e e t from the West l i n e (Unit C) of Section 27, Township 29 North, 
Range 10 West, NMPM, San Juan County, New Mexico. 



Case No, 11559 
Order No. R-10652 
-2-

(5) By l e t t e r dated May 10, 1996, the supervisor of the D i v i s i o n ' s 
Aztec d i s t r i c t o f f i c e denied Amoco's Form C-140 on the basis t h a t i t s 
method of determining the w e l l ' s f u t u r e r a t e of production, as r e q u i r e d by 
Rule No. 7 1 3 . D . ( 6 ) ( b ) ( v ) , was not acceptable. 

(6) The a p p l i c a n t , Amoco Production Company, pursuant t o the appeal 
p r o v i s i o n s contained w i t h i n D i v i s i o n Rule No. 713, seeks approval of i t s 
Form C-140 and a determination by the D i v i s i o n t h a t i t s proposed " s t r a i g h t 
l i n e method" of determining f u t u r e r a t e of p r o d u c t i o n from the Armemta Gas 
Com "C" Well No. IE, described as f o l l o w s , i s reasonable and should be 
accepted: 

S t r a i g h t l i n e method - monthly p r o d u c t i o n from 
the w e l l d u r i n g the twelve (12) month p e r i o d 
preceding the w e l l workover w i l l be averaged and 
t h i s average producing r a t e w i l l then be u t i l i z e d 
as the w e l l ' s f u t u r e r a t e of p r o d u c t i o n . 

(7) With regards t o determining f u t u r e r a t e s of production, D i v i s i o n 
Rule No. 713.D.(6)(b)(v) c u r r e n t l y r e q u i r e s : 

"a d e c l i n e curve, or o t h e r acceptable method, 
s p e c i f y i n g producing i n t e r v a l ( s ) , and monthly 
t a b u l a t e d estimate of the p r o d u c t i o n r a t e of 
n a t u r a l gas and o i l from the w e l l , based on a t 
l e a s t (12) months of e s t a b l i s h e d p r o d u c t i o n , 
which shows the f u t u r e r a t e of p r o d u c t i o n based 
on w e l l performance p r i o r t o p e r f o r m i n g the 
workover." 

(8) T y p i c a l l y , f u t u r e r a t e s of p r o d u c t i o n have been based upon 
d e c l i n e curve f o r e c a s t s . 

(9) The evidence and testimony presented by the a p p l i c a n t i n d i c a t e s 
t h a t the b e n e f i t s of u t i l i z i n g the s t r a i g h t l i n e method f o r determining 
f u t u r e r a t e o f p r o d u c t i o n are as f o l l o w s : 

a) less s u b j e c t i v e than f o r e c a s t s based upon 
d e c l i n e curves; 

b) c a l c u l a t i o n s are r e l a t i v e l y simple f o r the 
operator and are e a s i l y v e r i f i e d by the D i v i s i o n ; 

c) reduces the t e c h n i c a l and a d m i n i s t r a t i v e 
burden on the operator, the D i v i s i o n and the New 
Mexico Department of Taxation & Revenue; and, 

d) easy t o manage i n dual t a x r a t e accounting. 
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(10) Further evidence and testimony i n d i c a t e s t h a t i n the vast 
m a j o r i t y of cases, the f u t u r e r a t e of p r o d u c t i o n as determined by the 
s t r a i g h t l i n e method w i l l be higher than t h a t obtained by d e c l i n e curve 
f o r e c a s t , so t h a t the operator, i n exchange f o r reduced t e c h n i c a l and 
a d m i n i s t r a t i v e burden, w i l l be r e l i n q u i s h i n g the reduced t a x r a t e on some 
amount of i t s p r o d u c t i o n . 

(11) The proposed s t r a i g h t l i n e method, provided i t i s based upon 
accurate and r e l i a b l e p r o d u c t i o n data, represents a reasonable and 
acceptable method of determining f u t u r e r a t e of p r o d u c t i o n pursuant t o 
D i v i s i o n Rule No. 713. 

(12) The a p p l i c a n t presented p r o d u c t i o n data f o r the Armenta Gas Com 
"C" Well No. IE f o r the p e r i o d from approximately 1980 through 1996. This 
p r o d u c t i o n data i n d i c a t e s t h a t the w e l l produced from the Basin-Dakota Gas 
Pool from 1980 through J u l y , 1986, d i d not produce from J u l y , 1986 through 
October, 1994, and produced from November, 1994 through J u l y , 1995. 

(13) A p p l i c a n t proposes t o u t i l i z e a s t r a i g h t l i n e p r o d u c t i o n 
average o f 240 MCF/Month f o r the Armenta Gas Com "C" Well No. IE. This 
average i s based upon p r o d u c t i o n d u r i n g the p e r i o d from August:, 1994 
through J u l y , 1995. During t h i s p e r i o d , the w e l l produced e i g h t months 
and had f o u r months o f zero p r o d u c t i o n . 

(14) A p p l i c a n t t e s t i f i e d t h a t months of zero p r o d u c t i o n are 
g e n e r a l l y f o l l o w e d by month(s) of increased " f l u s h " p r o d u c t i o n , thereby 
dampening the e f f e c t of zero p r o d u c t i o n months. A p p l i c a n t proposes t o 
u t i l i z e t h i s concept t o j u s t i f y u t i l i z i n g months of zero p r o d u c t i o n i n i t s 
s t r a i g h t l i n e p r o d u c t i o n average c a l c u l a t i o n s . 

(15) The data presented by the a p p l i c a n t i n d i c a t e s t h a t u t i l i z i n g 
months i n which the w e l l a c t u a l l y produced as opposed t o u t i l i z i n g months 
of zero p r o d u c t i o n i n c a l c u l a t i n g the s t r a i g h t l i n e p r o d u c t i o n average 
w i l l r e s u l t i n a more accurate and more r e p r e s e n t a t i v e average producing 
r a t e f o r the w e l l . 

(16) Production data f o r the months of J u l y , June, May, A p r i l , 
February, and January during 1995, December and November d u r i n g 19:34, and 
J u l y , June, May, and A p r i l d u r i n g 1986, should be used i n c a l c u l a t i n g the 
s t r a i g h t l i n e p r o d u c t i o n average. 

(17) The s t r a i g h t l i n e p r o d u c t i o n average f o r the Armenta Gas Com 
"C" Well No. IE should be e s t a b l i s h e d a t 761 MCF/Month. 

(18) A p p l i c a n t ' s D i v i s i o n Form C-140 f o r the Armenta Gas Com "C" 
Well No. IE should be approved, and the w e l l ' s f u t u r e r a t e o f p r o d u c t i o n 
as determined by the s t r a i g h t l i n e method should be accepted. 
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IT IS THEREFORE ORDERED THAT: 

(1) D i v i s i o n Form C-140 f o r Amoco Production Company's Armenta Gas 
Com "C" Well No. IE (API No. 30-045-23856) lo c a t e d 435 f e e t from the North 
l i n e and 1590 f e e t from the West l i n e (Unit C) of Section 27, Township 29 
North, Range 10 West, NMPM, San Juan County, New Mexico, i n c l u d i n g 
a p p l i c a n t ' s method of o b t a i n i n g f u t u r e r a t e of pr o d u c t i o n , i s hereby 
approved. 

(2) The s t r a i g h t l i n e p r o d u c t i o n average f o r the Armenta Gas Com "C" 
Well No. IE i s hereby e s t a b l i s h e d a t 761 MCF/Month. 

(3) J u r i s d i c t i o n o f t h i s cause i s r e t a i n e d f o r the e n t r y of 6ach 
f u r t h e r orders as the D i v i s i o n may deem necessary. 

DONE a t Santa Fe, New Mexico, on the day and year hereinabove 

S E A L 

) 


