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In this property tax case, the Col orado Supreme Court hol ds
that the processing costs incurred on an oil |easehold site are
properly deducted fromthe sales price of the oil in valuing the
unprocessed material at the well head. The constitutional
provi sion applicable to this case is article X, section 3(1)(b)
whi ch provides that the valuation of a producing oil or gas
| easehol d for taxation purposes is “based upon the value of the
unprocessed material.” The Col orado General Assenbly, by
section 39-7-101(1)(d), inplenented this provision by basing tax
assessnent on the taxpayer’s declaration of the “selling price
at the wellhead” in his or her annual taxation statenent.

Washi ngt on County di sall owed Petron Devel opnment
Corporation’s clai med deductions for gathering, processing and
transportation costs Petron incurred on the | easehold site. The

Suprenme Court rules that these costs were necessary to prepare
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t he unprocessed material into marketable oil that could be sold
fromstorage tanks on the | easehold property. The netback

met hod for reporting “selling price at the wellhead,” allow ng
for deduction of these costs to arrive at the value of the
unprocessed material, effectuates the intent of the

constitutional and statutory provisions.
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This property tax case involves the valuation of oi
| easehol ds for real property taxation purposes pursuant to
Colorado law.® W granted certiorari to review the court of

appeal s’ decision in Petron Devel opnent Co. v. Washi ngton County

Board of Equalization, 91 P.3d 408 (Colo. App. 2003), allow ng

t he deduction of certain processing costs on the | easehold site.?
The Col orado Constitution del egates the task of prescribing

procedures for valuing oil to the General Assenbly. Article X

section 3(1)(b) expressly requires that taxation be based on the

val ue of the “unprocessed material.” Colo. Const. art. X

8 3(1)(b)(1982). The General Assenbly has required that

“[e]very operator of, or if there is no operator, every person

! See Colo. Const., art. X, 8§ 3; § 39-7-101(1)(d), C.R S. (2004).
2 W granted certiorari on the follow ng issues:

(1) Whether the further extraction and separating of
crude oil fromenulsion at an oil well |ease converts
t he product from unprocessed to processed for purposes
of valuing oil producing | easehol ds under Col orado
Constitution Article X 83(1)(b).

(2) VWether an oil producer’s price that is received
at a sale at the | easehold be the “selling price at

t he wel | head” for purpose of ad val oremtaxes under
CRS § 39-7-101(1)(d).

(3) Whether the term*“well site” includes the
separation and storage facilities of crude oil |ocated
at or near the well bore for purposes of defining
deductions for manufacturing/processing, gathering and
transportation in the Assessor’s Reference Library
Manual (“ARL")(rev. Jan. 2001).



owni ng any oil or gas |easehold or lands within this state .
[ whi ch] are produci ng or capabl e of producing oil or gas” shal
file with the county assessor a statenment showing “[t]he selling
price at the wellhead.” § 39-7-101(1)(d), C R S. (2004). W
affirmthe court of appeals’ holding that processing costs
occurring on the | easehold site are properly deducted fromthe
sale price of the oil in valuing the unprocessed naterial at the
wel | head, as provided by Col orado Constitution article X
section 3(1)(b) and section 39-7-101(1)(d), C R S. (2004).

l.

Petron operates ten oil wells on six |easeholds |ocated in
Washi ngton County. Each well consists of equipnent that brings
to the earth’s surface unprocessed material consisting of fluids
and gas. This equi pnent includes “downhol e’ equi pnment such as
pi pi ng, casing, rods and underground punps, and may i ncl ude
above- ground punpi ng equi prent.

Once the unprocessed material reaches the surface at the

casinghead,® it is transported to the heater-treater® and

3 “Casinghead” is defined in 8 Howard R Wl liams & Charles J.
Myers, G| and Gas Law. Manual of Ternms 140 (2004) as “the head
or top of the casing set in a well.”

* The term“heater-treater” is described in 8 Wllians & Mers,
Ol and Gas Law 482 n. 3 as:

[a] tall, cylindrically shaped upright unit connected
to a tank battery serving producing wells, comonly
used in oilfield production processes in order to



settling tanks that separate water and gas fromthe oil. Then
the oil is transported to the tank battery for metering and
storage until a hauler picks up the oil and transports it to a

| ocation specified by the purchaser. These activities that
Petron conducts on the | easehold add val ue to the unmarketabl e
product extracted at the well head by rendering it sal eabl e;

ot her operators conduct the same processing activities off their
| easehol d sites and deduct the processing costs to arrive at the
val ue of the unprocessed material at the well head.

This case arose after Petron filed tax declaration
schedul es with WAshi ngt on County pursuant to section 39-7-101,
C.RS. (2004). Petron used the “netback” nmethod to report the
wel | head selling price of its oil production for the year 2000.
Petron did not seek to deduct the vertical costs associated with
bringing the product to the earth’s surface, but did seek to
deduct horizontal costs associated wth making the product
mar ket able. I n accordance with the “netback” nmethod, Petron

reduced the value of the oil at the downstream point of sale

separate water and other foreign substances from crude
oil. At the bottomof the heater-treater is an
automatic gas burner that heats the oil; as the
tenperature of the oil increases, the water and ot her
contam nants separate fromthe oil and drop to the
bottom of the heater. The contam nants are di scharged
fromthe heater-treater and the crude oil, w thout
contam nants, is put into the production tank. See
Hartford Accident & Indem Co. v. Chanpion Chens.,
Inc., 420 So.2d 1282 (La.Ct.App. 1982).




(the tank battery) by the costs incurred for gathering and
processing activities that took place between the well head and
the tank battery. Pursuant to the Washi ngton County Assessor’s
witten request, Petron provided the assessor with extensive
docunent ati on supporting the deductions cl ai ned.

Thereafter, the assessor denied all Petron’s deductions for
gat hering and processing costs, and issued assessnents based on
the gross | ease revenues that Petron received at the outlet of
the tank batteries |ocated on Petron’s various | eases. Petron
protested the assessor’s valuations in accordance with section
39-5-122(2), CRS. (2004). The assessor denied the protest and
Petron appeal ed to the Washi ngton County Board of Equalization
(“Board”) pursuant to sections 39-5-122(3) and 39-8-106, C.R S.
(2004). After the Board affirnmed the assessor’s val uation,
Petron appeal ed to the Board of Assessnent Appeals (“BAA")
pursuant to section 39-8-108(1), C. R S. (2004). The BAA
affirmed the Board’' s order

I n accordance with sections 24-4-106(11) and 39-8-108(2),
C.R S. (2004), Petron appealed to the Col orado Court of Appeals,
whi ch reversed the BAA decision. The court of appeals ruled
t hat Petron’s deductions should have been allowed. It concluded
that “well head,” as used in section 39-7-101(1)(d), neans “the
poi nt where the mneral product is severed or renoved fromthe

ground;” that the BAA s proposed construction of “well site”



violates the uniformty provision of the Col orado Constitution;
that the enul sion produced at the well head constituted
“unprocessed” material; and that Petron’s costs of breaki ng down
the enul sion, renoving water, and transporting the product to
the tank battery were deductible “gathering” and “processing”’

costs. Petron v. Washi ngton County Bd. of Equalization, 91 P.3d

408 (Col 0. App. 2003).

The Board and the BAA petitioned this Court for certiorar

to review the court of appeals’ decision.
.

We affirmthe court of appeals’ holding that processing
costs occurring on the | easehold site to make the oil marketable
are properly deducted fromthe sale price of the oil in valuing
the unprocessed material at the well head, as provided by
Col orado Constitution article X, section 3(1)(b) and section 39-
7-101(1)(d), C R S. (2004).

A.  Standard of Review

The application of a constitutional standard to a

particular case is a question of [aw that we review de novo.

Greenwood Vill. v. Petitioners for Proposed City of Centennial,

3 P.3d 427, 440 (Colo. 2000). W accord a presunption of
constitutionality to statutes that inplenent provisions of the
Col orado Constitution. 1d. at 440. This presunption reflects

the prem se that |egislative and executive branches of



governnent validly observe and effectuate constitutiona
provisions in exercising their powers. 1d. The party
chal l enging the constitutionality of a statute carries a heavy
burden to denonstrate a statute’s unconstitutionality. |d.
Only the judicial branch holds the ultimate authority to

construe the constitution’s neaning. Bd. of County Commirs v.

Vail Assocs., 19 P.3d 1263, 1272 (Colo. 2001). In discharging

our judicial function, we afford the |anguage of constitutions
and statutes their ordinary and common neani ng; we ascertain and
give effect to their intent. 1d. at 1273. W construe their
provi sions as a whole, giving effect to every word and term
contai ned therein, whenever possible. Id.

When construi ng Col orado constitutional and statutory
taxation provisions, we apply fundanental principles contained
in the Colorado Constitution’s revenue provisions, statutes, and
case law (1) all private and real and personal property is
subject to paynent of its fair proportion of taxation necessary
for governnental purposes; (2) the General Assenbly’s plenary
taxation role includes providing definitions of taxable property
and prescribing such regulations as will secure a just and
equal i zed val uation for taxation of all property, real and
personal, that is not exenpt fromtaxation under the Col orado

Constitution; (3) the General Assenbly cannot refuse to exercise

its taxation authority and nust enact tax statutes so that



governnent al operations may be funded; (4) taxation across a
class of property nust be uniform though not necessarily exact
or mathematically precise; (5) classifications of property types
nmust be reasonable; and (6) the CGeneral Assenbly has authority
to address nethods of valuation and differences in uses to be
enpl oyed in assessing value for taxation purposes within a class

of property. Id. at 1273-76, 1279; Dist. 50 Metro. Recreation

Dist. v. Burnside, 448 P.2d 788, 790 (Colo. 1968); see also Dale

A. Qesterle & Richard B. Collins, The Col orado State

Constitution: A Reference Guide 232-35 (2002).

I f the General Assenbly’s taxation inplenenting statute is
cl ear and unanbi guous, exam nation of the statute’s |legislative

history is unnecessary. Vigil v. Franklin, 103 P.3d 322, 327

(Colo. 2004). W give substantial deference to valuation and
assessnment net hods and procedures the General Assenbly

establishes. Bd. of Assessnent Appeals v. Sonnenberg, 797 P.2d

27, 29 (Colo. 1990).
The Col orado Division of Property Taxation and the Property
Tax Adm ni strator have significant roles in defining and

i npl enenting val uati on, assessnent, and |evy procedures. Vai

Assocs., 19 P.3d at 1279 n.22. Wiile they do not bind our
construction of the applicable aw, we consult and ordinarily
defer to the inplenenting agency’ s gui dance, rules, and

determ nations, if they accord wwth the constitutional and



statutory provisions they inplement. Lobato v. Indus. Caim

Appeals Ofice, 105 P.3d 220, 223-24 (Colo. 2005).

In construing tax provisions, we do not extend the
statute’s operation beyond its clear inport, or deprive the
taxpayer of a legitinmate favorable construction of the statutory

or reqgulatory provision at issue. Transponder Corp. of Denver

v. Prop. Tax Admir, 681 P.2d 499, 504 (Colo. 1984).

Neverthel ess, the property is subject to paynent of its fair
proportion of taxation determ ned in accordance with law Gty

& County of Denver v. Bd. of Assessnent Appeals of Colo., 30

P.3d 177, 180 (Col o. 2001).
B. Colorado Constitution Article X, Section 3(1)(b)

The controlling provision of the Col orado Constitution
applicable to this case is article X, section 3(1)(b), which
provi des that the valuation of a producing oil or gas |easehold
for taxation purposes is “based upon the value of the
unprocessed nmaterial.”

[ T] he val uation for assessnent for . . . lands or

| easehol ds producing oil or gas, as defined by |aw,

shall be a portion of the actual annual or actual

average annual production therefrom based upon the

val ue of the unprocessed material, according to

procedures prescribed by law for different types of
m neral s.

Colo. Const. art. X, § 3(1)(b) (enphasis added).?®

® The Col orado Constitution requires that:

10



The Col orado el ectorate adopted this provision in 1982 by
referendum as part of a nore general overhaul of the
constitution’s valuation and assessnent provisions for property
taxation.® The court’s duty in interpreting a constitutional
amendnment is to give effect to the will of people. Inre

Interrogatories Relating to the G eat Qutdoors Col orado Trust

[e]ach property tax | evy shall be uniformupon al

real and personal property not exenpt fromtaxation
under this article located within the territorial
l[imts of the authority levying the tax. The actual
value of all real and personal property not exenpt
fromtaxation under this article shall be determ ned
under general |aws, which shall prescribe such nethods
and regul ations as shall secure just and equalized

val uations for assessnents of all real and personal
property not exenpt fromtaxation under this article.

Colo. Const. art. X, 8 3(1)(a) (enphasis added).

® A Citizens’ Committee assisted the General Assenbly with the
drafting of the constitutional anmendnent. The conmttee

i ncluded the Property Tax Adm nistrator and represented a

di verse constituency, including assessors, commerci al

busi nesses, agricultural |and owners, private industry, and
residential homeowners. Hearings on HCR 1005 Before the Senate
Fi nance Commttee, 53rd Gen. Assenbly, 2nd Sess. (March 23,
1982) (statenent of Representative Kirsch). 1In testinony before
t he Senate Finance Conmittee, one representative fromthe
Ctizens’ Commttee commented that the anendnent was intended to
resolve the inequality that had devel oped between different
property classes such that honeowners were carrying nost of the
tax burden. Hearings on HCR 1005 Before the Senate Finance
Comm ttee, 53rd Gen. Assenbly, 2nd Sess. (March 24, 1982).

The G tizens’ Commttee devised a package to deal with the
val uation problemthat proposed [imts in the constitution;
changed the conposition of the State Board of Equalization;
granted authority to the property tax adm nistrator; and
provi ded an enforcenent nmechani smthat would require assessors
to follow the | aw and provide greater equality and uniformty.
| d.

11



Fund, 913 P.2d 533, 538 (Colo. 1996).

The Legislative Council’s analysis of neasures for the 1982
el ection contains the brief and plain statenent that, if the
voters approved the CGeneral Assenbly’'s referred neasure, the
“val uation for assessnent of producing mnes and of |ands or
| easehol ds producing oil or gas would be a portion of the val ue
of the actual annual or average annual production of the
unprocessed material.” Legislative Council of the Colo. Gen.

Assenbly, An Analysis of 1982 Ball ot Proposals 2 (Research

Publ’ n No. 269, 1982) (“Blue Book”). The argunents |listed by
the Legislative Council for the overall anendnent enphasi ze:
(1) providing stability and uniformty in the level of
val uations across Colorado’s counties; (2) limting the
authority of the General Assenbly to adjust the |evel of
assessnment of various classes of property; (3) protecting the
tax base of |ocal governnents; and (4) assuring residential,
commercial, industrial, public utility, and agricultural
property owners that the basic valuation for assessnent woul d
not change dramatically w thout a change in the state
constitution. Id. at 6-7.

The argunents for the overall anmendnent do not contain a
specific reference to its provision for basing m neral property

taxation on the value of the unprocessed naterial. However, the

12



argunent s agai nst the anendnent criticize it on the basis that
“the unprocessed material has little value.” 1d. at 9.
C. Section 39-7-101(1)(d)

The Col orado General Assenbly inplenented the m neral
“unprocessed material” provision of the Colorado Constitution
when it enacted section 39-7-101(1)(d), CRS. (2004). 1In
arriving at the well head value of the oil and gas unprocessed
material for property taxation purposes, this law (1) allows
deductions fromgross | ease revenues for the gathering,
transportation, manufacturing, and processing costs the taxpayer
bears; and (2) provides for the Property Tax Adm nistrator to
adopt guidelines for valuation and assessnent. The statute
states that the “selling price at the well head” neans

the net taxable revenues realized by the taxpayer for

sale of the oil or gas, whether such sale occurs at

the well head or after gathering, transportation,

manuf act uri ng, and processing of the product. The net

t axabl e revenues shall be equal to the gross | ease

revenues, m nus deductions for gathering,

transportation, manufacturing, and processing costs

borne by the taxpayer pursuant to guidelines
establ i shed by the adm ni strator.

8§ 39-7-101(1)(d), C R S. (2004) (enphasis added).

The Property Tax Adm nistrator has authority to define
al | owabl e and non-al | owabl e deductions to be considered in
arriving at the actual selling price at the well head. The

statute directs the admnistrator to prepare and publish

13



manual s, apprai sal procedures, and instructions concerning

met hods of appraising and valuing land;’ and to prepare and
publ i sh gui delines concerning audit and conpliance review of oi
and gas | easehol d properties.® To this end, the adm nistrator
prepares and publishes a | and val uati on nanual, known as the

Assessor’'s Reference Library Manual (“ARL").

D. The Tax Administrator’s Assessor’s Manual

Under the statute, “[e]very operator of, or if there is no
operator, every person owning any oil or gas |easehold or |ands
within this state . . . [which] are producing or capabl e of
producing oil or gas” nust provide an annual tax statenent to
the assessor of the county where the | easehold is |ocated. 8§
39-7-101(1), C R S. (2004). This statenent nust incl ude:
| easehol d | ocation; operator’s fractional interest; barrels of
oil or quantity of gas delivered to the United States
governnent; selling price at the well head; and information
regarding the fractional interest of each interest owner taking
production in kind. 8 39-7-101(1)(a)-(e), C R S. (2004). The
assessor’s duty is to verify that the information provided in
the statenent is valid. § 39-7-105, C R S. (2004).

When this case arose, the Tax Adm ni strator’s Manua

recogni zed that “each oil and gas producer may have different

7§ 39-2-109(1)(e), C.R S. (2004).
8§ 39-2-109(1)(k), C.R'S. (2004).

14



points of sale” and suggested a variety of nethodol ogies for
| easehol d valuation. ARL, § 6.30 (rev. Jan. 2001).° Priority
was to be given to valuation based upon the “actual well head
sales price” when there is “sufficient, reliable information” to
determne that price. ARL, 8 6.30 (rev. Jan. 2001).

But this was not always possible. In these situations, the
ARL provi ded that

[t]o determ ne what the ‘selling price at the

wel | head’” woul d have been, oil and gas producers my

deduct all owed expenses incurred in gathering,

processi ng, manufacturing, and transporting the

product to the point of sale fromthe gross sales

price received at the downstream sal es point.
Id. This is known as the “netback” nmethod of determ ning the
wel | head sal es price.

Prior to 2004, assessors were encouraged to “use the

wel | head pricing procedure that is nost conparable to how and

where the product is sold by the producer.” 1d. (enphasis

added). They were to use the ARL and other adm nistrative
guidelines to nake this determnation. § 39-7-105, C R S

(2004) .

° I'n accordance with the constitution and the inplenenting
statute, the oil and gas taxpayer filing requirenments in the
January 2004 revisions of the manual make clear that the “[t] he
net back wel |l head selling price of all oil and gas sold or
transported fromthe premses” is to be utilized for valuing the
unprocessed material. See ARL, 8§ 6.24 (rev. Jan. 2004).

15



Unfortunately, at the tinme of the Washi ngton County
Assessor’s valuation at issue here, the ARL contained inprecise
and contradictory provisions. In her brief and oral argunent to
us, the Property Tax Adm nistrator clearly states that, in
arriving at the taxable value for valuation, assessnent, |evy,
and assessnent of the property tax, the costs Petron incurred in
separating the oil fromthe unprocessed nmaterial and storing it
at the leasehold site for sale are deductible by law fromthe
gross revenues Petron obtained fromthe sale.® W agree that
t hi s net hodol ogy accords with the Col orado Constitution and the
i npl enenting statute.

E. Application to this Case

Article X, section 3(1)(b) expressly states that m neral
valuation is based on the unprocessed material. To determ ne
t he nmeani ng of “unprocessed material,” which is not defined in
the constitution, we |ook first for a common under st andi ng of
this term Wbster’s dictionary defines “processing” as
“subjecting to a particular nethod, system or treatnent

designed to effect a particular result . . . to prepare for

0 To rectify confusion in the ARL, the adnministrator made
significant changes to it in 2004. These include: a revised
definition of “wellhead;” a definition of “wellsite” which was
absent fromthe previous version; a discussion of the historical
context of wellhead pricing and the statutes; and illustrations
showi ng the typical wellhead and the various netback val uation
met hodol ogi es.

16



mar ket, manufacture, or other commercial use by subjecting to

sone process.” Petron, 91 P.3d at 411 (quoting Wbster’s Third

New I nternational Dictionary 1808 (1976) (internal quotations

omtted); see Bd. of County Commrs v. Gty & County of

Broonfield, 62 P.3d 1086, 1088 (Col o. App. 2002) (applying
dictionary definition to constitutional provision to determ ne

meani ng); see also State v. Four States Drilling Co., 278 Al a.

273, 177 So.2d 828 (1965) (for purposes of tax statute,
processi ng began when power oil and denul sifier were added to
make production oil flow nore easily and to start the process of
maki ng production oil into a marketabl e product).

Typically, the unprocessed enulsified material renoved from
the ground is in the formof “wet oil.” This is “[0]il
cont ai ning such quantities of water as to render it unmarketable
until the water is renoved by treatnment.” 8 WIlIlians & Mers,

Ol and Gas Law 1181. Wt oil is subjected to various

treatnents that break it down; renove the water; and separate,
settle or stabilize the product before it is transported to and
stored in the tank battery until sold.

Such treatnent of the raw material renmoved fromthe well is
necessarily a part of processing oil for marketing. When Petron
transported the material renmoved fromthe well to the heater-
treater, it renoved the water and then transferred the separated

unrefined oil to storage tanks for nmetering and shipping. The

17



Col orado Constitution and the inplenmenting statute all ow
deduction of the costs of these processing steps from gross
| ease revenues in arriving at the value of the unprocessed
material extracted fromthe well.

When Petron filed its annual statenent, it used the netback
nmet hod, cl ai m ng deductions for its gathering, processing and
transportation costs pursuant to section 39-7-101(1)(d). It
clainmed direct operating costs of the heater-treater unit that
extracts water and separates the “wet oil” into water and oi
conponents and the costs of operating the storage tanks at the
wel | site.

The Washi ngton County Assessor concluded that the ARL did
not provide for deduction of gathering, processing or

transportation expenses!! that occurred on the | easehold, only

11n 2001, the ARL defined the terns “gathering, transportation,
manuf acturing, and processing” as foll ows:

“Gat hering” neans the novenent, away fromthe well -
site, of oil or gas products by separate and

i ndi vi dual pipelines, of a relatively small size, to a
poi nt of accunul ati on, dehydration, conpression,
separation, heating, treating, storage or processing.
For the purposes of these valuation procedures,
“Gathering” is included wthin the term
“Transportation.”

“Manuf act uri ng/ Processi ng” neans any activity
occurring beyond the well-site which changes the well
stream physi cal or chem cal characteristics, enhances
the marketability of the stream or enhances the val ue
of the separate conponents of the stream Processing
includes, but is not limted to fractionation,

18



those that occurred away fromthe site. |In accordance with this
interpretation, the assessor valued Petron’s six oil |easehol ds
i n Washi ngton County based on the gross anmount of revenue Petron
obtained for the oil at the tank battery.

The Property Tax Admi nistrator, along wth Petron, contends
t hat Washi ngton County’s assessnent of the Petron | easehol ds
contravenes the Col orado constitutional, statutory, and tax
adm ni strator provisions, and results in non-uniformtreatnent
bet ween taxpayers who conduct processing activities on the
| easehol d and those who do these activities away fromthe
| easehol d. We agree.

A wel | -established rule of statutory construction is that
“[w ords and phrases that have acquired a technical or
particul ar meani ng, whether by legislative definition or
ot herw se, shall be construed accordingly.” § 2-4-101, CR S

(2004). In ascertaining the neaning of the section 39-7-

absorption, flashing, refrigeration, cryogenics,
sweet eni ng, dehydration, beneficiation, heating,
treating, separating, stabilizing, or conpressing.

“Transportation” neans the costs incurred for any
novenent of a product beyond the gathering system or
beyond the well-site if no gathering systemexists, by

truck, rail, or pipeline. For the purpose of these
val uation procedures, “Transportation” also includes
“Gat hering.”

ARL 8§ 6.43(rev. Jan. 2001) (enphasis added).
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101(1)(d) statutory phrase “selling price at the well head,” we
must define the word “wel | head. "2
The common dictionary definition of “well head” is “the top

of the well.”?*3

In the oil and gas industry it is the point at
whi ch the product emerges from beneath the earth’s surface.
The court of appeals found this definition “consistent wth the
nature of the tax inposed.” Petron, 91 P.3d at 412.

We conclude that the | egislature, consistent with the
constitution, intended “well head” to nean the physical |ocation
where the extracted material emerges fromthe ground.® The
statute defines “selling price at the well head” as the “net

t axabl e revenues realized by the taxpayer for sale of the oil or

gas, whether such sale occurs at the well head or after

12 The 2001 version of the ARL defined wel |l head as “the point
beyond t he actual casi nghead/tubi nghead where the product is
either processed at the well-site or the unprocessed product is
nmetered for transportation beyond the well-site.” See “General
Definitions,” ARL 8 6.43 (rev. Jan. 2001). The 2004 version has
been nodified to clarify that the wellhead is “the point at the
surface of the wellbore where there are connections to the

casi nghead/ t ubi nghead.” ARL 8§ 6.28 (rev. Jan. 2004).

13 Wwebster’s New Wrld Coll ege Dictionary 1624 (4th ed. 1999).

% The industry al so defines wellhead “as being at the Christmas
Tree” which is the “assenbly of valves, pipes and fittings used
to control the flow of oil and gas fromthe casinghead.” 8
Wllianms & Meyers, Ol and Gas Law 157.

15 W& have applied the technical meaning of “well head”
previously, in the context of royalty interests, and find it
applicable here. See, e.g., Garman v. Conoco, Inc., 886 P.2d
652, 657 (Col o. 1994)(severance occurs at the well head).
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gat hering, transportation, manufacturing, and processing of the

product.” 8§ 39-7-101(1)(d), C R S. (2004) (enphasis added). In
determ ni ng whet her on-site processing costs are properly
deductible in arriving at the well head val ue of the unprocessed
material, the essential |esson and practice of the industry is
that there is no narket for the material until the initial steps
of processing the unprocessed material have occurred.

In the case before us, the selling price of the separated
oil was established at the storage tanks. Because gathering,
processing, and transportation occurred before the product was
valued at the tank battery, those costs are properly deductible
in arriving at the value of the “unprocessed material” at the
wel | head.

I n argui ng agai nst the deductibility of these costs,
Washi ngt on County suggests an anal ogy between this case and

Rogers v. Westerman Farm Conpany, 29 P.3d 887 (Colo. 2001). 1In

Rogers, we declined to follow the rule that gas is “produced”
once physically severed and declined to adopt the reasoning
adopted by other jurisdictions regarding deductibility of costs
fromroyalty payments. 1d. at 901.

The anal ogy between Rogers and this case is msplaced. Cur
decision in Rogers addresses royalty obligations under private
gas |l eases. W applied common | aw principles of interpretation

to contracts that were silent as to how the natural gas was to
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be val ued for purposes of calculating royalties. The foundation
of our analysis was the inplied covenant to market, which rests
on the perceived inbal ance of bargai ni ng power between working
interest owners (lessees) and royalty interest owners (lessors)
in the royalty context.

Qur analysis of the contract relating to the allocation of
costs incurred downstream of the physical wellhead between
wor king and royalty interest owners under the gas |leases in
Rogers is not relevant in the context of the constitutional and
statutory interpretation applicable here. The constitution does
not call for assessnment of the value of the “marketable
product.” Instead, it requires assessnment of the “unprocessed
material” produced froma parcel of land or a | easehold. 1In the
royalty context, “oil and gas |eases are strictly construed
agai nst the |lessee in favor of the lessor.” Rogers, 29 P.3d at
901. 1In the taxation context, the benefit of the doubt goes to
t he taxpayer.

I n disallowng Petron’s deductions, the Washi ngton County
Assessor determ ned that “gathering, processing, and
transportati on” expenses could not be deducted unless they
occurred “away fronf or “beyond” the |easehold property
surrounding the well. Such a construction of the applicable | aw
woul d result in non-uniformtreatnent of simlarly-situated

taxpayers within the sane class and is contrary to both article
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X, section 3(1)(b) of the constitution and the legislature’s

i npl enenting statute, which clearly states that the “selling
price at the wellhead” is the “net taxable revenues realized by
the taxpayer . . . equal to the gross | ease revenues, m nus
deductions for gathering, transportation, manufacturing and
processi ng costs borne by the taxpayer.” § 39-7-101(1)(d).

Al t hough we recogni ze that Washi ngton County nmay have based
its assessnent on confusing portions of an earlier ARL, we hold
t hat Washi ngton County nust allow for deduction of processing
costs on the |l easehold site to conply with the constitutional
and statutory provisions.

[T,
Accordi ngly, we uphold the judgnment of the court of

appeal s.
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