May 18, 1999

Attached is a report of your well completions that may qualify, based on 1998 production
and injection, for the new stripper well tax incentive. I am sending this to a small group
of industry representatives so that they may validate the list against their records to help
us ensure that our process of identification is accurate.

Also attached 1s a sample report and corresponding calculations to document the steps by
which the Production Units qualified.

The law requires OCD to certify all qualifying Production Units by June 30, 1999. We
plan to send a preliminary list to all operators by June 1, 1999 to allow us to work
together on corrections before the June 30 deadline. Therefore, I would appreciate it very
much if you could review the attached information and respond to me by May 27, 1999
with any questions or recommendations for improvement.

I can be reached at 505/827-1109. My e-mail address is jprouty(@state.nm.us, and my
fax number is 505/827-8177. Thank you very much for helping me make this process as
accurate as possible.

Sincer:

Jane E. Pro

Attachments



STEPS TO CERTIFY PRODUCTION UNITS FOR STRIPPER TAX INCENTIVE

Following is a sample report annotated with A, B, C, etc. which correspond to items
described on this page. The sample report is intended to clarify the steps taken so you
can use the same logic to review the complete report for your organization.

The PUNSs listed on the reports are those that qualify for the incentive this year based on
1998 production and injection._All well completions in these PUNs are eligible for the
incentive. Only those that produced or injected are listed on the report so that you may
compare the production volumes and days produced to your internal reports.

The Taxation and Revenue Department has advised that the price of natural gas
exceeded the maximum dollar amount defined in the incentive, so Production Units
that produced only natural gas in 1998 are not certified for the incentive.

The volumes of oil produced and gas produced, and the days produced are summed at the
Production Unit Number (PUN) level. This number is assigned by TRD. Note:
Multiple completions of the same well are in different PUNs.

1. Inthe item labeled A, there is one well completion (30-025-20817, pool 70440) in
PUN 1018352. This well completion produced 30 barrels of oil in a total of 151 days
in 1998. This well completion produced no gas, and there was no injection. This
PUN is certified for the incentive because 30 barrels divided by 151 days produced
results in an average of .2 barrels of oil per day. PUNs qualify for the incentive if
they produce an average of less than 10 barrels of oil per day per eligible well.

2. Initem B on the second page of the sample report, there are three well completions in
PUN 1068769. This PUN produced both oil and gas, so the gas must be converted to
oil. The gas volume (3042) is divided by 6, which equals 507. The 507 is added to
the oil production (507+2375=2882). The adjusted oil volume of 2882 is divided by
the days produced (907), which results in 3.18 barrels per day per eligible well.
Therefore, this PUN is certified for the incentive.

3. Initem C on the first page, PUN 1055488 does not qualify for the incentive based on
oil and gas production alone. Gas production (4674) divided by 6 and added to oil
production (63612), then divided by days produced (4982) results in an adjusted
average oil volume of 12.9 barrels per day. However, volumes were injected into
well completions in this PUN, so the “Estimated Injection Days” of 1620 was added
to the days produced (1620+4982=6602), then the adjusted oil volume (4674/6
+63612=64391) was divided by 6602. This changes the result to an average of 9.75
barrels per day per eligible well.



4. The number of injection days was estimated at 30 days per month injection volumes
were reported because there is no place to report the number of injection days on the
C-115. If the PUN would not have qualified for the incentive without including the
injection days, as in example C above, the report displays * in the column
“Actual Injection Days”. This information must be filled in and returned to OCD for
this PUN to qualify. No action is required if your report does not display the
* in this column.

Note: There are instances where TRD does not have a PUN recorded for valid well
completions. Injection well completions generally have PUNs if they previously
produced, but not if they were drilled as injection wells. Well completions without PUNs
could not be included in this evaluation but may be presented for review under the appeal
process. Please contact Jane Prouty at 505/827-1109 to report any discrepancies.
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