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. STATISTICS

. Our monthly statistics report is attached. Based on data available to date, 836 Applications for
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Permits-to-Drill (“APDs”) were approved as of March 13, for 2006. At that pace, it is estimated

that approximately 4,238 APDs will be approved in calendar year 2006. This represents
roughly an equivalent to the previous record high of 4,363 APDs approved in 2005, which was
nearly 50% higher than the 2,917 APDs approved in 2004.

The 2006 drilling permit totals for the top six counties as of March 13" are:

County 2006 (% of Total) 2005 2004 2003
Garfield 246 (29%) 1508 796 566
Weld 207 (25%) 901 832 757
Las Animas 71 (8%) 413 332 180
Rio Blanco 63 (8%) 161 154 179
Yuma 59 (7%) 782 237 138
Mesa 48 (6%) 136 54 27




. The following table shows a summary of the oil and gas well permits that require new well
locations that have been approved by the COGCC from 2000 through 2006 year to date. The
summary shows the number of permits that have been granted where the surface owner owns
mineral rights, where the surface ownership has been severed from the mineral ownership,
where surface use agreements have been executed on severed estate lands, and where
surface damage bonds have been posted on severed estate lands. Additionally, the
spreadsheet on page 24 details this information by type of mineral owner.

Calendar | Permits | Surface | Surface | Surface Total $25,000 | $2,000 $5,000

Year for Owner | Owner | Use Permitted | Blanket | Individual | Individual

New Oil | Party Is Agreements | Under Surface | Surface Surface
and Toa Not A Damage | Damage | Damage
Gas Mineral | Party to Surface Bond Bond For | Bond for
Wells Lease |a Use Non- Irrigated
Mineral Bond Irrigated | Land
Lease Land
2003 2,155 1,435 720 298 422 419 3 0
(67%) (33%) (14%) (19%) (19%) (<1%) (0%)
2004 2,802 1,764 1,038 406 632 625 6 1
(63%) (37%) (14%) (23%) (22%) (<1%) (<1%)
2005 4,314 2,923 1,391 745 646 637 7 2
(68%) (32%) (17%) (15%) (15%) (<1%) (<1%)
2006 829 602 227 144 83 83 0 0
As Of (73%) (27%) (17%) (10%) (10%) (0%) (0%)
3/14/06

Il. NORTHWEST COLORADO
Attached are newspaper articles of local interest.

. Northwest Colorado QOil and Gas Forum

The March 9, 2006 meeting of the Northwest Colorado Oil and Gas Forum was held from
10:00 a.m. until 2:00 p.m. at the Garfield County Fairgrounds in Rifle. The Forum, which is co-
chaired by COGCC Director Brian Macke and Garfield County Commissioner Larry McCown,
consists of representatives from federal, state, and local government, the oil and gas industry,
and all interested citizens. The meetings are held four times during the year. Approximately 60
people attended and updates on activity in northwest Colorado were provided by the COGCC,
industry representatives, the BLM and Garfield County.

The next meeting at the Northwest Colorado Oil and Gas Forum has been tentatively
scheduled for Thursday, June 15, 2006 from 10:00 a.m. until 2:00 p.m. at the Garfield County
fairgrounds in Rifle. All parties wishing to be placed on the agenda for presentations need to
contact Jaime Adkins at 970-285-9000 or via email to:_jaime.adkins@state.co.us .




Mamm Creek Gas Field - West Divide Creek Gas Seep Investigation Update

EnCana continues to sample 28 domestic water wells, 2 irrigation wells, 4 ponds, 3 springs, 3
creeks, and 27 ground water monitoring wells (along West Divide Creek) as part of this
investigation. With the exception of the ground water monitoring wells along the creek, none of
the sampled features have had detections of benzene, ethylbenzene, or xylenes (BTEX).
EnCana continues to supply water to area residences. Visual observations collected during
weekly surface water samplings show no significant changes in bubbling at the seep area.
Bubbling is still observed, however, the volume and rate of bubbling remains at approximately
1 to 2 percent of the activity that was originally observed at the time of the initial gas release
from the Schwartz 2-15B Well.

Phase IV Piceance Basin Baseline Water Quality Study

As part of a FY 2006 budgetary request, the COGCC received funding to conduct a water quality
investigation in Garfield County. The Piceance Basin Phase IV Baseline Water Quality Study will
sample water wells in a portion of Garfield County between the towns of New Castle and Rifle
north of the Colorado River that has historically had little previous drilling activity and no
producing oil and gas wells. Future oil and gas activity is anticipated in this portion of Garfield
County.

The project includes the sampling of approximately 70 domestic water wells in portions of
Township 6 South, Ranges 91 through 93 West, and Range 5 South, 91 and 92 West, for
general water quality and the presence gas and benzene, toluene, ethylbenzene, and xylenes
(BTEX) compounds. This is the fourth in a series of baseline water quality sampling projects the
COGCC staff have conducted in the Piceance Basin of Colorado.

The RFP announcement for this project was posted on the Colorado Department of Personnel
and Administration, Division of Finance and Procurement: State Purchasing Office’s web page
on February 7, 2006, and an announcement concerning the project and web page link to the
Purchasing Office web page was placed on the COGCC home page. The requests for bids
period closed on March 9, 2006. The COGCC staff is currently evaluating the proposals and
anticipates awarding the contract to the successful bidder in late March 2006. The project will be
completed in December 2006.

Local Project Status Update

URS Corporation (URS) has finished the Hydrogeological Characterization Project in Garfield
County south of Rifle and Silt. The results of the study will be presented by URS at a public
meeting in Rifle at the Events Center on March 16, 2006 at 6:30 PM. COGCC and Garfield
County will also be present at the meeting. Copies of the report have been provided to the
COGCC Commissioners and it will be made available on the COGCC and Garfield County
websites soon. Garfield County and COGCC staff are in the process of evaluating the
recommendations for Phase |II.



SOUTHWEST COLORADO

Ongoing Investigation, Reclamation, and Mitigation of Explosion in Bondad, Colorado Area

The most recent soil gas survey was conducted on January 30, 2006. The report has been
posted on the website Library, “Studies in the San Juan Basin.”

Aztec Well Servicing Rig No. 124 has been contracted to re-enter the Bryce 1X Well in La
Plata County. The date for beginning operations has been delayed due to safety concerns
expressed by Aztec Well Service. We are continuing discussions with Aztec regarding proper
well control equipment and the risk of shallow natural gas.

Coalbed Methane (“CBM?”) Stream Depletion Assessment Study

The report has been finalized and will be discussed in a meeting on April 3, 2006 of the DNR
agencies that have been involved with the project. Shortly thereafter, the report will be
available for distribution to all interested parties and will be posted on the DWR and COGCC
websites. Estimates of the amount of water discharging from the Fruitland Formation were
similar to those of previous studies, and it appears that the Glover analysis provides a useable
first-order determination of depletion for most of the areas within the San Juan Basin in
Colorado.

Gas and Oil Requlatory Team (GORT) Meeting

The GORT meeting was held in La Plata County on March 9, 2006. Approximately 30 people
attended including representatives of industry, Southern Ute Indian Tribe, USFS, US BLM, La
Plata County, San Juan Citizens Alliance, and other interested members of the public.
Presentations were made by COGCC staff and LTE about ongoing efforts at the Bryce 1-X
Well and the results of the Fruitland Formation Outcrop Monitoring in Archuleta County.
Thanks to COGCC Commissioner Kimberly Gerhardt and La Plata County Commissioner
Wally White for attending the meeting.

The next GORT meeting is scheduled for September 7, 2006 at 8:30 a.m. at the La Plata
County Fairgrounds.

SOUTHEAST COLORADO

Raton Basin Surface Water DischargeSampling

The COGCC has received two complaints in the last month related to surface water discharge
of coal bed methane produced water. Both discharges are covered under a COPHE-WQCD
permit and in both cases the facilities appear to be in compliance with permit requirements.
However, the permit system does not appear to fully address the landowners’ concerns.
COGCC staff will continue discussions with the WQCD staff and operators regarding permitted
discharge of produced water in the Raton Basin and potential environmental consequences.



Kiowa County

As a result of the field inspections conducted in November 2005, a Notice of Alleged Violation
(NOAV) was issued to an operator due to the lack of adequate reclamation of a release of
crude oil and produced water that occurred on January 14, 2003. In response to the NOAV,
the operator has conducted a limited soil investigation and has submitted a site reclamation
plan.

NORTHEAST COLORADO

Greater Wattenberg Area Baseline Study

As part of a FY 2006 budgetary request, the COGCC received funding to conduct gas and
water quality investigation in the Greater Wattenberg Area (GWA) of the D-J Basin. The GWA
Baseline Study will sample gas wells and water wells in selected areas of the GWA primarily in
Weld County. Because of recently amended Rule 318A., increased oil and gas activity is
anticipated in this portion of the D-J Basin.

The project will sample seventy-eight (78) gas wells and eleven (11) Laramie/Fox Hills water
wells in selected townships within the GWA. The contract for this project will be a competitive
bid and open to all interested parties. COGCC staff anticipates publication of the official
request for proposal (RFP) in late March 2006 with an anticipated project completion in
September 2006. The RFP announcement will be posted on the Colorado Department of
Personnel and Administration, Division of Finance and Procurement: State Purchasing Office’s
web page. An announcement concerning the project and web page link to the Purchasing
Office web page will also be placed on the COGCC home page.

Orphaned BLM well plugged using ERF and BLM monies

Kevin Lively, the COGCC NE Area inspector, with the assistance of Dennis Murphy and Lynn
Lewis of the BLM Uncompahgre Field Office, and in cooperation with the Army Corp of
Engineers and the Bureau of Reclamation, plugged the Billstrom Brothers #2, an abandoned
carbon dioxide well on the banks of the Gunnison River in Delta County. The plugging and
reclamation work was performed from February 20 through February 24, 2006.

This well was drilled in the 1930s and has consistently leaked CO, gas and salt water through
seeps surrounding the well and into the Gunnison River for over 70 years. The BLM identified
the plugging of the Billstrom Brothers #2 Well as a priority project since it would improve both
the visual character of the area and mitigate human health and safety issues associated with
the well. It also would serve to help reduce salt loading to the Gunnison/Colorado River
system.

The COGCC and the BLM have previously signed a funding agreement which allows the
COGCC to plug wells and reclaim well sites on federal lands using a matching fund
arrangement. This agreement calls for the COGCC to pay for two thirds of the cost and the
BLM one third of the cost for projects on federal land. The BLM has encumbered
approximately $21,000 for this purpose.



The Billstrom Brothers #2 well site could not be accessed from the side of the river where it
was located due to an adjacent large water ditch which rose 20 feet above the well site. As a
result, it was decided to bring in heavy equipment from across the river. To accommodate
safe access while fording the Gunnison River to the well site, the agencies requested the
Bureau of Reclamation reduce flows in the river to 300 cubic feet per second (cfs). Combined
with the North Fork flow of approximately 400 cfs, flows at the project site were at about 700
cfs. This effectively reduced the flow in the river by approximately one third. No dredging or
filling of the crossing was required. Permission from private surface owners and the Army
Corp of Engineers was obtained for access on both sides of the river.

The well consisted of one string of 8%” casing to a recorded depth of 165 feet and the casing
appeared to be cemented in place. The total depth of the well was 406 ft. The wellbore was
cleaned out with drill pipe to bedrock to a depth of 185 feet (the recorded top of the producing
zone). Four attempts were made over two days to bring cement to surface before obtaining
success. A total of 490 sacks of cement were used to plug the well. Wellbore circulation was
never established. Casing was dug up to a depth of 5 feet and was cut off and capped with a
quarter inch plate of steel with the APl number welded on top. The hole was filled in and the
site and access areas were reclaimed to BLM standards.

Attached on page 26 is a letter of thanks from the Colorado State BLM office to the COGCC
regarding the Billstrom Brothers #2 Well plugging project.

Greater Wattenberg Area — Bradenhead Retest Program

Between 1995-1997 an extensive bradenhead test program was conducted by COGCC field
staff of randomly selected wells within the Greater Wattenberg Area (GWA). Recently COGCC
staff reviewed over 600 of these tests in a selected area that encompassed Townships 1 to 6
North and Ranges 65 to 68 West. There were a total of 112 wells that either exhibited
bradenhead pressures greater than 100 psi, or the bradenhead was open at the time of the
test, and/or the bradenhead was hooked to the flowline.

A total of 110 wells were re-tested by COGCC staff as part of Phase 1 of the Bradenhead
Retest Program. Final results indicated that 19 wells still measured a bradenhead pressure
greater than 100 psi. This represents approximately 17% of the 110 wells re-tested. Other
wells were also tested for bradenhead pressures as a result of complaint investigations or
random inspections. An additional 7 wells measured bradenhead pressures greater than 100

psi.

On March 18, 1985, the Commission issued Order No. A-1-3 which established requirements
for drilling and completion practices of oil and gas wells for an area in a portion of the Denver
Basin Front Range Corridor in order to protect the environment and prevent pollution.
Bradenhead monitoring was required for those wells located from Townships 4 to 7 North and
Ranges 64 to E'2 68 West. On March 16, 1994, the Commission issued Order No. A-1-3A
which modified those rules.

Subsequently, on May 27, 1996, and June 25, 1996, the Commission held a hearing to
consider the adoption of rules pertaining to safety, blowout prevention, and plugging and
abandonment. These rule changes resulted in Order Nos A-1-3 and A-1-3A, rescinded on
June 25, 1996, and replaced with Order No. A-1-3B.
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As a result of the aforementioned Orders, between 1991 and 1994 operators submitted
bradenhead monitoring reports on approximately 1,380 wells. A review of these reports by
COGCC staff indicated 30 wells with bradenhead pressures greater than 100 psi and 154 wells
with the bradenhead reported as open. Phase 2 of the Bradenhead Retest Program will
require operators to conduct bradenhead tests on these 184 wells and report the results to the
COGCC. Approximately 40 of these tests will be required to be witnessed by COGCC staff.

ORGANIZATION

Staff Organization

Our current organizational chart is attached.

Effective February 23, 2006, the COGCC has reorganized its former Operations Section into
two units, which are now the Engineering Section and the Environmental Section. The former
COGCC Operations Section has been expanding during the last year with the addition of two
new field inspectors and an environmental protection specialist. The FY 06-07 budget request
that is currently being considered by the legislature now includes eleven new FTE and one
new contract position. Eight of these new positions are planned to be in the Operations
Section, with four of the positions being added to the Engineering unit and four of the positions
being added to the Environmental unit. To best meet the opportunities and the challenges of
this expansion of staff in the former Operations Section, an organizational change was
necessary to place a fair workload on the management tier and to be prepared for the
upcoming changes. David Dillon’s working title has become Engineering Manager, and
Debbie Baldwin’s working title has become Environmental Manager, with both managers
directly reporting to the COGCC Director.

PLANNING/ADMINISTRATION/OTHER

Public Outreach Opportunities

Brian Macke provided an update on Colorado oil and gas activity and COGCC regulation
during the luncheon at the Colorado Coalition of Land Trust’s annual meeting titled “Emerging
Issues in Land Conservation — Water Rights and Energy Production” in Glenwood Springs on
February 28, 2006. There were approximately 160 people in attendance, many of whom
expressed a strong interest in oil and gas development in Colorado.

Noise Data Project

All COGCC field inspectors have been directed to measure noise levels at representative well
sites and compressor stations throughout the state. The field inspectors will gather data for
four months and should provide us with approximately 400 data points. The analyzing and
correlating of the noise level data will be performed by Denver office staff.

Fiscal Year 2006-07 Budget Request Approved by the Joint Budget Committee




On February 15, 2006, the Joint Budget Committee (JBC) approved the following additional
resources:

Eleven New Full Time Positions ($946,216):

e Legal Assistant
Engineering/Environmental Technician
Well Permit Technician
NW Area Environmental Protection Specialist
SW Area Environmental Protection Specialist
SE Area Environmental Protection Specialist*
NE Area Environmental Protection Specialist*
NW Area Field Inspector
Central Area Field Inspector
Enforcement Officer
Supervising Engineer

Five New Contract Positions ($331,200):
e Application Programmer
e Well Permit Technician*
e Engineering/Environmental Technician*
e Records Administrators (2)*

New Line ltems:
e Environmental Assistance and Complaint Resolution ($312,033)**
e Emergency Response ($1,500,000)**
e Special Environmental Protection and Mitigation Studies ($500,000)*
e Phase Il Raton Basin Gas Seep Investigation ($188,625)

* These items were not included in our November budget request, but were recommended by
JBC staff and approved by the JBC.

** Additional funding for the Environmental Assistance Projects line was requested, but JBC
staff recommended eliminating that line item and creating these two new line items at
significantly higher levels of funding. The JBC approved the restructuring and funding level
recommendations.

We sincerely appreciate all of the additional resources approved by the JBC and look forward
to the final passage of the Long Bill.



2005 Outstanding Oil and Gas Operations Awards

The deadline for the COGCC 2005 Outstanding Operations Award is June 1, 2006. We would
like to encourage all parties to begin submitting nominations for the ten-year anniversary
COGCC 2005 Outstanding Operations Awards, which will be presented in the summer of
2006. These nominations should be for oil and gas operations that occurred during calendar
year 2005. The nomination form for the awards is available on the COGCC web site http://oil-
gas.state.co.us/Library/OperationsAwardsForm_2005.pdf.

. Environmental Response Fund (ERF) Project Status

Attached on page 28 is an Excel spreadsheet listing ERF projects both completed and
pending for Fiscal Year 2005 — 2006. Pending projects only show funds appropriated or
spent to date.

Water Quality Control Division’s Clarification to Oil and Gas Industry Regarding Stormwater
Discharge Permit Requirements

Attached on page 27 is the February 1, 2006 letter from Kathryn Dolan, Stormwater Program
Coordinator for the Permits Section of the WQCD, which explains that the WQCC has decided
to maintain the existing requirements with the WQCD for stormwater discharge permitting of oil
and gas construction sites. It also explains that operators must submit a complete permit
application by March 30, 2006 for all small oil and gas construction sites, defined as those
between one (1) and five (5) acres. The WQCD expects sites that disturb five (5) or more
acres, or that are part of a larger common plan of development, to have already have
stormwater permit coverage.

* COGCC Stormwater and Erosion Control

Stormwater training for COGCC operations staff was conducted on March 2 and 3, 2006. The
training class was conducted in-house by Altitude Training Associates and was also attended
by representatives from several oil and gas and environmental consulting companies.

. Onsite Inspection Policy

Under the Policy For Onsite Inspections On Lands Where The Surface Owner Is Not A Party
To A Surface Use Agreement, which was effective for Applications for Permits-to-Drill (“APD”)
submitted after February 15, 2005, the COGCC has received to date a total of thirty-eight (38)
requests for onsite inspections. Eleven (11) onsite inspections have been conducted and one
(1) is in the process of being scheduled. Of the remaining requests, sixteen (16) requests
were withdrawn and ten (10) onsite inspections are pending and will be scheduled, if
necessary, after the APD is received, or after issues related to local governmental designee
consultation, location change, or surface use agreements are resolved.

Of the thirty-eight requests for Onsite Inspection, twenty-two (22) were for locations in Weld
County, eight (8) for Las Animas County, two (2) for Garfield County, two (2) for Yuma County,
two (2) for La Plata County and one (1) each for Archuleta and Boulder Counties.

* April 2006 Hearing Docket




A preliminary docket for the April 2006 hearing has been provided. Hearing dockets are
available on our website by clicking on “Hearings”. Links to the hearing applications and
notices are available from the Docket by clicking on the Applicant and the Docket Number,
respectively.

To sign up for e-mail notification of hearing notices and applications please see the
announcement and instructions on our main web page.

COGCC Forms Changes

To meet the requirements of the new Survey Rules and other requested changes, the
Application for Permit-to-Drill, Form 2, the Sundry Notice, Form 4, the Drilling Completion
Report, Form 5, the Completed Interval Report, Form 5A, and the Well Abandonment Report,
Form 6, have been or will be modified. The new versions of the forms are available as
Adobe™ PDF files and Excel spreadsheets, and are downloadable from the COGCC website
(http://www.oil-gas.state.co.us) on the forms page. Forms will be mailed upon request by
calling (303) 894-2100 extension 100.

Colorado Oil and Gas Information System (“COGIS”)

The COGCC information system, COGIS, is made up of many different components that are
used by the Commission, staff, industry, government agencies and many others.

° Internet

The COGCC determined it was most cost effective to develop applications and
information in an Internet-available format. This allows for the same tools to be utilized
in different environments, thus eliminating the re-creation of applications. The Internet
connection was moved to a new network structure which provides a much more secure
environment. The following are tabs on the Internet menu bar:

o General
= This page has links to basic information concerning the Commission, its function,
and oil and gas development in Colorado. The annual statistics and the
weekly/monthly statistics are available here.
o Contacts
= This page has links to people and agencies that are involved with oil and gas
regulation and related issues in the state. The page also contains phone lists
and geographic areas of responsibility for COGCC staff.

o Library
= This page contains links to documents resulting from Commission studies,
activity reports, and statistical downloads.
o Hearings

= This page has links to the current and previous hearing schedules, which allow
for review of the dockets, agendas, applications and their outcome. It also has
information that is useful when considering filing an application for hearing or
finding information about Commissioners.
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o

o

Rules
= This page contains links to the Commission statute, Rules and Regulations, and
policies.
Orders
= This application provides searchable capability to the Commission’s orders. The
search by location is still under construction as we create the map layer for all
spacing orders.
Forms
= All are available as Adobe Acrobat documents that can be downloaded,
completed, printed and mailed; some are available as Excel and Word
documents. Some example and instruction documents are viewable. Eventually,
online forms will be available here, but the exact time frame is unknown.
Staff Report
= Current and previous staff reports are viewable here.
Permits
= This application shows the last 12 months of approved permits and current
pending permits; it may be filtered by county.
Database
= This application enables users to query well, production, and operator
information. These queried databases contain the most current set of data and
are updated throughout the day.
Local Gov
= This application provides database searches for local government contact
information and oil and gas activity within a selected area.
Images
= This application is an interface to the COGCC's historical paper files. All well
files, logs, and hearing files have been scanned. This application is not user
friendly and the preferred method is to use the database queries and click on the
“docs” icon for wells and other facilities, or to use the Orders application.
Maps
= This interactive map application allows the user to zoom, pan, and select types of
information to display. This application will also display the database information
for wells by selection tools or double clicking on a single item. There are also
tools to allow annotations and to save reusable map files.
= A statewide water wells map layer was added to the Internet on August 5, 2005.
Many thanks to the Division of Water Resources for allowing us to display its
data.
Reports
= This area is still in development; the application malfunctions. The goal is to
have selectable data sets and statistical queries.
Local Area Network
= The COGCC staff is connected to services by a Local Area Network (“LAN”)
connection which provides e-mail and data sharing capabilities. The LAN is
connected to the Centennial Building at 1313 Sherman Street by a wireless
interface; this connection provides access to the Internet and other state
services. COGCC staff utilizes the same applications in its work as Internet
users, in addition to others outlined below.
Database
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= The COGCC maintains a comprehensive database of regulated facilities (wells,
pits, injection sites), incidents (inspections, complaints, spills), and affiliations
(companies and contacts).
o Imaging
= This application provides the capability to convert the paper documents received
by the Commission to electronically available documents.
o Form Processor
= This set of applications allows users to input, route, edit, and update regulatory
reports submitted by oil and gas operators.
o Geographic Information Systems (“GIS”)
= These applications provide the capability to create custom maps, convert survey
calls to geographic coordinates, and convert and utilize geographic positioning
system (“GPS”) data.
= The GIS Administrator creates daily updates for the Internet map data
downloads.
o COGIS Tools
= This set of applications allows staff to correct data in the database in addition to
performing specialized workflow administration.
o Remote Users
= This is the final component of the COGIS system. The deployment of this
system was delayed due to database synchronization problems; laptops have
been deployed to COGCC field inspectors and environmental staff. While the
application is still buggy, the feedback is that having information available in the
field is a tremendous asset. This laptop system consists of Internet applications,
and other report tools necessary for COGCC field staff to facilitate data collection
and provide information.
o Electronic Business
= There are approximately 200 operators reporting production electronically.

COGIS Projects, Updates and Changes

New Tools on the WEB

During February two new tools were added to the website to assist with the entering of data
relating to locations. The first tool is a Footage calculator. The calculator will take the latitude
and longitude as measured in NAD 1983 and calculate new footages based on the original
permit information. The second tool converts latitude and longitude as measured in degrees,
minutes, and seconds into decimal degrees. The decimal degree format is what COGIS is
expecting on all forms requiring lat/long coordinates. Both of these tools are found in the Help
area of the website.

12



Mapping Directional Wellbores Project

This is an industry-sponsored project to make the directional wellbores visible on the Internet
map. The project is underway with the application development nearing completion for the
COGCC GIS and database applications. COGCC will start working to establish a format for
electronic submission of directional survey data. Included in this process, COGCC will be
surveying the logging companies with proposed formats for their review. Once a format is
established, an application will be created to submit the directional surveys electronically.
Many thanks to Mr. Dewey Gerdom of Petroleum Development Corporation for his insight
regarding the need for such a data set.

Data Management of Bradenhead and Bottom Hole Pressure Systems

Development of the data entry functions for the Bradenhead test reports has been completed
and implemented. The backlogs of test reports are being entered into the COGIS system.
The next phase of the project will be the requirements gathering and design of the Bottom
Hole Pressure data system. This phase will incorporate the current form, Bottom Hole
Pressure, Form 13, for the operators to use when reporting test results to the COGCC. The
test results will then be entered into the new tables within the COGIS system. The existing
data that has already been collected will be converted to the new system as part of the
project.

New Survey Rules Implementation Project

The forms used by operators to submit information on location of wells and completion reports
have been modified to accept latitude and longitude data. The form processor applications
and database tables have been updated to handle these changes to the forms. The online
maps and GIS download files have been updated to switch the datum used to NAD 1983.

Hearing and Environmental File Indexing Project

Indexing of the hearing files has been completed and the files have been archived. The
indexing of the environmental files continues. The reclamation project files have been
scanned and indexed. The spill and complaint reports along with the pit data are 100%
complete.

LAS File Upload

This project provides operators with a technique to submit digital well logs to the COGCC over
the Internet. The application is available from the “Forms” page on the COGCC web site
http://www.oil-gas.state.co.us. To utilize the system, the operator will need to submit a
Designation of Agent Form, Form 1a. COGCC staff is working with operators and logging
companies to gain compliance with the digital log submission requirement. The digital logs are
starting to show up on the web; the type of file precedes the log type in the document name.
In addition to LAS files, there are PDS and PDF files which provide an easy-to-view graphical
representation of the logs; these graphical files do not eliminate the LAS file requirement. .

Delinquent Operations Report

The project created an internal application for the COGCC staff to identify forms/reports that
may be required and are missing from the COGCC database. The Information Technology
staff is working to develop the automated settings in the database to review data on a monthly
basis and revaluate when well data is modified. The data cleanup that is part of this process is
underway and is expected to take several months to complete. Oil and gas operators are
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VIIL.

being asked to review a list of forms/reports that have not been submitted and either provide
the form/report, or provide information substantiating why it is not required.

US Standard XML Reporting Project

COGCC, GWPC, BLM, MMS, API and agencies from several other states have been working
together to establish an XML file format for permitting wells and reporting well completions.
The group has completed a business case for this project and a DOE grant request has been
submitted to fund the development. A similar project is currently being tested in California with
a prototype standard, and is in the review process prior to becoming part of the national
standard.

Reports Online Project

This project has been delayed due to security configuration issues related to server access,
most of which have now been resolved. The remaining issues are with communications
between applications used to deliver the reports.

Database Cleanup Project

The database cleanup project updated almost 35,000 historic well records before funding was
exhausted. There remains fewer than 28,000 well records left to be updated once additional
funding is approved.

Spacing Orders Project

The spacing orders are being evaluated and posted on the maps, with over eighty percent
(80%) of the state having been reviewed. The Wattenberg Field in northeast Colorado is the
only area remaining to be completed.

VARIANCES

A variance was granted to Delta Petroleum to the NOTICE TO ALL OPERATORS DRILLING
MESAVERDE GROUP OR DEEPER WELLS IN THE MAMM CREEK FIELD AREA IN
GARFIELD COUNTY WELL CEMENTING PROCEDURE AND REPORTING REQUIREMENTS
July 23, 2004, which was referred to in Order No. 1V-276. Delta Petroleum requested permission
to run the cement bond log (CBL) on the Vega 34-23 and 34-24 wells after the 12-48 hour
window specified in the notice. This approval is part of a very limited pilot test on the perimeter
of the field intended by COGCC staff to evaluate the merits of delaying the CBL. The wells are
located approximately 18 miles southwest of the Divide Creek Gas Seep and are
approximately 1950 feet inside of the area encompassing the 12 townships described in the
Notice. No problems have been experienced during drilling and completion of wells such as
this on the perimeter of the field. It is COGCC staff’s belief that the Notice can be revised to
allow operators greater flexibility in obtaining the CBL without compromising safety, and that
the resulting data will be of better quality. A variance was granted last month on one other well
on the same well pad. Additional wells may be included in the pilot depending on the outcome
of the wells on the initial well pad in the pilot. COGCC staff intends to revise the Notice if the
results of the pilot demonstrate it is warranted.

Williams plans more drilling in Piceance Basin

By Bob Kretschman
The Daily Sentinel
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Tuesday, February 28, 2006

Williams Cos. plans to drill about 100 more natural gas wells this year in the Piceance Basin than it did
last year, a company spokesman said Tuesday.

The company released its 2005 financial results Tuesday, along with an outlook for this year that
described western Colorado’s Piceance Basin as “the company’s cornerstone for production and reserves
growth.”

Williams spokesman Kelly Swan said the company plans to drill about 450 wells in the Piceance Basin
this year, compared with 350 wells in 2005.

“The Piceance Basin is very important to Williams, as well as overall the nation’s energy supply,” he said.

Williams currently has 19 drill rigs operating in the Piceance Basin, and the company plans to add 10 new
rigs this year, Swan said.

The new rigs, designed by drilling company Helmerich & Payne, are suited especially for the Piceance, he
said.

They require less pad space and drill more efficiently than conventional rigs, he said.
Two of the rigs have been delivered since the beginning of 2006, and the rest are due by year’s end.

When they are operational, Williams will have as many as 26 drill rigs operating in the Piceance Basin,
Swan said.

Williams’ plans in the Piceance this year are more bullish than those of EnCana, which said in mid-
February it will scale back its previously announced drilling plans because of higher costs and moderating
natural gas prices.

Instead of drilling 350 new wells in the Piceance this year, EnCana said it will drill about 250, the same
number of wells it drilled in 2005.

Swan said Williams is pushing ahead with increased drilling plans this year. The company faces higher
costs to drill, “but we’'ve been able to manage it effectively.”

He said higher natural gas prices in recent years have also helped make increased drilling more cost-
effective.

Williams reported Tuesday its net income in 2005 totaled $313.6 million, up from $163.7 million in 2004.

The company said a portion of the increase can be attributed to increased natural gas production and
higher realized average prices for production sold.

COGA drops suit on storm-water regulations

By Donna Gray
Glenwood Springs Post Independent
February 7, 2006
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An oil and gas industry trade association has dropped a lawsuit against the state Water Quality Control
Commission. The Colorado Oil and Gas Association sought to block storm-water regulations adopted by
the WQCC.

COGA filed the suit in March 2005. It maintained that because of federal law, states are prohibited from
mandating that it obtain storm-water permits.

The new regulations took effect on June 30, and cover gas well sites of one to five acres that are under
construction. Natural-gas operators disturbing more than one acre of ground are now required to file a
storm-water management plan with the Water Quality Control Division and obtain a discharge permit.

Those regulations do not apply once well pads, roads and pipelines are built, because they're covered by
the Colorado Oil and Gas Conservation Commission.

Storm-water permits are used to help limit runoff of sediment when earth is disturbed by construction-
related activities.

"We thought the Water Quality Control division ... indicated a willingness to examine the details of the
(permitting) program, and that means (we have) an opportunity to work with them," said Ken Wonstolen,
COGA senior vice president and general counsel. "We think we ought to explore those (details) before
going to court."

Wonstolen would not "go public" with those details, he said, before discussing them with the WQCC.

Local governments - including the Garfield County Commissioners - environmental groups and the
Colorado River Water Conservation District, supported keeping the rules in place.

"We are pleased the lawsuit has ended," said Jim Pokrandt, spokesman for the Colorado River Water
Conservation District. "We interpret it as acknowledgment by the oil and gas industry that regulation of
storm-water discharge associated with oil and gas construction is necessary to protect water quality, and
that the Water Quality and Control Commission is the appropriate entity to do it."
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Five-decibel noise-reduction rule for oil and gas activity to be
reconsidered

By Sally Spaulding
The Daily Sentinel — Grand Junction
Tuesday, February 14, 2006

A\ state commission will reconsider a rule it made in December that requires a five-decibel reduction in
noise standards for oil and gas activity in residential, agricultural and rural zones.

The Colorado Oil and Gas Conservation Commission decided Monday it will revisit the issue in
September, gathering more information on the impacts the rule could have on industry.

Officials with the Colorado Oil and Gas Association, a trade group, argued earlier the noise reduction rule
didn’t adequately consider the cost to companies.

“There wasn’'t any cost-benefit analysis done (by the commission) on the rule-making,” said Ken
Wonstolen, senior vice president and general counsel for COGA.

“Some of those noise reduction measures tend to increase costs exponentially.”

A COGA witness to the December COGCC hearing claimed that a compressor building designed to
achieve a 45-decibel noise level would cost approximately $500,000, as opposed to $200,000 for a
similar building designed to achieve a 50-decibel noise level.

Officials from Garfield County, as well as other counties with similar impacts from widespread oil and gas
activity, pressed for the noise reduction at the December hearing.

The December noise standard ordered oil and gas operations, such as compressor stations, to produce
only 50 decibels during the day and 45 decibels at night.

The previous rule required 55- and 50-decibel standards.

The five-decibel drop applied only to new construction after Jan. 1, 2007, said Brian Macke, COGCC
director.

“A five-decibel difference is actually 56 percent quieter in terms of noise pressure,” he said.
Ten decibels is roughly a doubling of sound, meaning 50 decibels would be twice as loud as 40 decibels.
A normal conversation is said to be about 50 decibels, with a whisper at 30, Macke said.

Officials with COGA claimed they were deprived of due process and that the commission’s decision in
December “was not based on sound scientific and technical evidence.”

“The whole thing needs more careful consideration, and over the next six months, we’'ll all get a good
database on the situation for a more informed decision,” Wonstolen said.
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Hands off the energy money, Club 20 committee warns

Thursday, March 02, 2006
By Gary Harmon
The Daily Sentinel

Tax money from energy development should remain in the areas in which it was drilled or mined, said a
committee of Western Slope activists hoping to stave off raids by the more populous areas of the state.

The energy committee of Western Slope lobbying and promotional organization Club 20 vowed to oppose
taxes that would “fall primarily on western Colorado industries when the revenue is earmarked primarily
for the benefit of Front Range urban areas and programs.”

More energy-development money should be provided to local governments in energy-rich regions of the
state, said the committee.

“The gist of it is: ‘Don’t come after energy-impact dollars, period,” ” Mesa County Commissioner Craig
Meis said.

The beginning of the energy boom in western Colorado sparked a series of proposals for money from
energy development, from bills in the Legislature to proposed initiatives that would go to voters in
November.

Among the ideas that remain alive are a proposed initiative that would use the severance tax to raise
money for deferred maintenance of schools and a bill before the Legislature to net any severance-tax
money above $110 million and funnel it into capital construction and property-tax relief.

Today, a measure by Rep. Alice Madden, D-Boulder, to pump $450,000 a year in energy-development
tax revenues to the University of Colorado School of Law for energy planning is scheduled for a floor vote
in the House.

Colorado collected $33 million in severance taxes in fiscal year 2002-03 and $152 million in 2004-05,
according to state figures.

The Club 20 energy committee’s unanimous recommendation sends the resolution to the full
organization, which meets next month in Grand Junction.

The recommended resolution urges that any proposals involving energy-impact money “should be
developed in full consultation with Western Slope legislators, community leaders and mineral-industry
leaders who stand to be adversely affected.”

18



Fight brews over money from oil, gas
Western Slope lawmakers say severance-tax windfall 'is ours’

By Joe Hanel
Herald Denver Bureau
February 19, 2006

DENVER - One of life's little joys is to put on an old coat and find $10 in the pocket. It's almost like free
money.

Colorado lawmakers know the feeling, but for them, it's more than a single $10 bill. It's millions.

The money comes from the booming oil and gas business, and the industry's "severance taxes" are
rolling in - a projected $242 million this year, which is four times as much as it was five years ago.

Gas-producing counties like La Plata and Montezuma already have dibs on a chunk of it, but the bounty is
attracting attention throughout Colorado's cash-starved government. After years of budget slashing,
lawmakers want the money to restore cuts, but Western Slope legislators say the money was never
intended to shore up the state's financial picture.

"l have concerns that this is just going to be a slush fund to fund this program or that," said Rep. Josh
Penry, R-Grand Junction.

Already, a fight is brewing over the money.

It's ours, say Western Slope lawmakers, including Sen. Jim Isgar, D-Hesperus, and Rep. Mark Larson, R-
Cortez.

It belongs to everyone, say others, including Sen. Dave Owen, a Republican whose Weld County district
has more wells than any other county.

Owen has powerful allies.

Senate President Joan Fitz-Gerald, D-Golden, gave Owen permission to introduce a bill after the deadline
as long as he funneled two-thirds of the extra money into building maintenance for the next two years,
when severance tax receipts are expected to be the highest.

La Plata County has received $23 million in grants from the severance-tax account since 2004, tops in the
state. It uses more than half of its grants to keep up roads that suffer under heavy industry traffic, said
Wayne Bedor, the county's finance director. The county is asking for $300,000 to help pay for $1.5 million
in road equipment.

"We really beat the heck out of our heavy equipment, like graders," Bedor said.

Gas companies pay severance taxes as well as county property taxes, which are levied according to the
value of the gas extracted and the value of the gas equipment. La Plata County has the state's fifth-lowest
property-tax rate, in part because of oil and gas taxes. Severance taxes also are based on the value of
gas extracted, but companies can deduct their county property taxes from the severance taxes they pay
to the state.
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State law restricts how the severance-tax money can be spent - half is set aside for gas-producing
counties, and the rest is split between water projects and the Department of Natural Resources, which
includes state oil and gas regulators.

But legislators have a way around the law. After all, they wrote it.
And they have plenty of ideas.

Different bills would spend severance tax money on building maintenance, a proposed high-tech coal
power plant at an undetermined location, a budget stabilization fund or roads. Larson, the Cortez
Republican, wants to fund roads, but not through the severance tax.

"l will resist that," Larson said. "As much as | want transportation, that's the proverbial slippery slope.”

Larson said the "so-called windfall" from oil and gas is fleeting, and should be used for its original purpose
- to help communities pay for the impacts of drilling.

"We've been fighting these same issues - urban-rural - since I've been in the Legislature," Larson said.

While legislators are debating how to spend the money, one political activist wants voters to make this
decision directly, by refunding it in a way similar to the Taxpayer's Bill of Rights. Jon Caldara, an
opponent of Referendum C last year, is working on a ballot initiative that would cap the amount of
severance tax money the state can collect and cut a check to utility customers with the rest. Referendum
C, passed by voters Nov. 1, allows the Legislature to retain money that otherwise would have been
refunded under the Taxpayer's Bill of Rights.

Penry called Caldara a "big-city Robin Hood," taking money that counties need to deal with the impacts of
drilling and sending it across the state, mostly to people in the Front Range cities.

"This initiative pits urban against rural interests, big cities versus small towns," Penry said.

On Friday, however, Caldara said he would pursue a compromise ballot measure that instead would
refund extra Referendum C money, instead of severance tax money.

Gov. Bill Owens has already signed into law a $24 million addition to heating help for the poor. The
money comes from the severance tax.

About a dozen more bills aim to grab another $43 million in severance-tax money, according to an
analysis by the Joint Budget Committee's nonpartisan staff. There won't be enough money to pay for all
the bills under the current law, according to the JBC report.

On Thursday, Isgar won approval from the Senate Agriculture Committee to take all the leftover
severance-tax money in the Department of Natural Resources budget and spend it on water projects.
Isgar said his bill fits under the current severance-tax law. Last year, the department spent only about
one-third of the $27 million it got from the severance tax.

Fitz-Gerald knows about the Western Slope's fears for the money.

"l understand," Fitz-Gerald said. "But we have an opportunity here to take care of some things that have
gone wanting for a long time."

Everything that gets severance-tax money now still would get it under Sen. Owen's plan, Fitz-Gerald said.

She said House and Senate leaders and the Joint Budget Committee need to sit down for a strategy
session on all of the severance-tax ideas, but she didn't know when that meeting will happen.
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Isgar echoed the idea.
"Everybody's looking at it, and we ought to sit down and talk about this," he said.

Gov. Owens has discussed the issue with House and Senate leaders, but not for the past two weeks, and
he didn't have a position on any of the bills. He knows Western Slope residents worry about it, though. He
also has made road funding a priority.

"The Western Slope has needs for capital construction and roads, just like the rest of the state," Owens
said.

Gas well to be plugged in April

By Herald Staff Report
Durango Herald
March 3, 2006

In April, the Colorado Oil and Gas Commission will plug the abandoned well blamed for a trailer explosion
in the Bondad area last year.

The commission will need to loan a rig from Williams Exploration Co. to seal the Bryce 1-X, a buried
1930s era well that funneled leaking methane into the home of Charles Yoakum. An explosion in the
home seriously burned Yoakum.

The rig will not be available until April, said commission spokeswoman Tricia Beaver. The commission is
also looking to contract an independent firm to conduct the excavation of the troublesome well.

In December, the state Legislature approved more than $900,000 for the Bondad cleanup.

More than half the price tag is to rent a drilling rig for 20 days of 24-hour operations to plug the 4,800-foot-
deep Bryce 1-X.
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Colorado Oil & Gas Conservation Commission

Monthly Breakout of Drilling and Recompletion Permits

Backlog Received Processed Withdrawn Rejected Incomplete In-Process Remaining

Drilling
Feb-05 279 343 249 8 0 23 342 365
Mar-05 365 413 336 21 0 33 388 421
Apr-05 21 413 418 19 0 24 373 307

Recompletion
Feb-05 29 14 29 0 0 0 14 14
Mar-05 14 27 33 2 0 0 6 6
0

Apr-05
M

23 356 379
394 427

308 357 278 8
379 440 369 23

[wNeNe)
(45
(3

581

0
Sep-05 548 475 415 27 0 8 573
0

: 68 g
Feb-06 579 521 293 14 0 12 781 793
Incomplete are permits that have missing or inaccurate data and cannot be approved.
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5. DEPARTMENT OF THE INTERIOR
'BUREALI OF LAND MANAGEMENT

BUREAU OF LAND MANAGEMENT
Colorado State Office
2850 Youngfield Street

[N REPLY REFER TO: Lakewood, Colorado 80215-7093 www.co.blm.gov
3160 MaD 1 0 2006
CO0-922

Mr. Brian Macke, Director

Colorado Oil and Gas Conservation Commission
1120 Lincoln Street, Suite 801

Denver, Colorado 80203

Dear Mr. Macke:

During the week of February 20, 2006, the Colorado Oil and Gas Conservation Commission
(COGCC) and the Bureau of Land Management (BLM) successfully plugged and abandoned a well
that has been leaking into the Gunnison River for many decades. The well, Billstrom Brothers No. 2
(API #05-029-05014), was drilled in 1936 as a source of CO,. Subsequent to that time the well
began leaking and has been flowing salt water into the Gunnison River. During the last six years the
correction of this problem has become a priority for the BLM because of the salt loading into the
Gunnison River.

We would like to express our sincere appreciation for the participation of Kevin Lively in the
plugging of the well. Without Kevin’s dedication and perseverance, the plugging of the well would
not have occurred. Kevin’s adroit skills in securing the many contractors and resources needed and
securing the coordination necessary to adequately plug the well were indispensable.

Many thanks to Kevin and the COGCC for working with the BLM to accomplish this important
project. We appreciate your willingness to resolve issues and implement solutions of concern to us
both.

Sincerely,

Pg'-./ y~  Lynn Rust

Deputy State Director
Energy, Lands and Minerals
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STATE OF COLORADO

Dedicated to protecting and improving the health and environment of the people of Colorado

Bill Owens, Governor
Dennis E. Ellis, Executive Director

4300 Cherry Creek Dr. S. Laboratory Services Division

Denver, Colorado 80246-1530 8100 Lowry Blvd.

Phone (303) 632-2000 Denver, Colorado 80230-6928

TDD Line (303) 691-7700 (303) 692-3090 Colorado Department
Located in Glendale, Colorado . P

of Public Health

http://www.cdphe.state.co.us and Environment
Dear Sir or Madam: February 1, 2006

This notice is in regard to stormwater permit coverage for oil and gas construction sites within
Colorado. As you may be aware, at its January 9-10, 2006 hearing the Water Quality Control
Commission decided to maintain the existing requirements within the Water Quality Control
Division for stormwater permitting for oil and gas construction sites. (Background information on
the hearing is available at http://www.cdphe.state.co.us/op/wqce/OtherRegs/61-2006/Regb1-
2006.html.)

For small oil and gas construction sites (i.e., between one and five acres of disturbed area, including
construction of well pads, roads, pipelines, pumping stations, etc.), the stormwater discharge permit
requirement went into effect June 30, 2005. The Division recognizes that passage of the federal
Energy Bill last summer may have created some uncertainty regarding the status of this stormwater
permitting requirement prior to the completion of the Commission’s January rulemaking hearing.
Therefore, the Division does not generally plan to actively seek enforcement for small oil and gas
construction sites that are currently operating without permit coverage, as long as a complete permit
application is submitted by no later than March 30, 2006, which is the effective date of minor
revisions to the regulation, as a result of the January rulemaking hearing. Also, as per existing
practice, the Division will not use submittal of an application for an existing site to instigate
enforcement action. However, all sites must currently have BMPs in place to protect water quality.
For any sites that may be having a direct negative impact on water quality, best management
practices to abate the impact should be put into place and application for a permit should be made
immediately. Where a direct negative water quality impact is occurring, enforcement may be
pursued.

The Division expects sites that disturb five acres or more, or that are part of a larger common plan
of development disturbing five acres or more, to already have stormwater permit coverage. Any
such site without permit coverage must submit an application immediately.

The March 30, 2006 deadline only applies to small sites that have begun to or will break ground
before that date. All other projects are subject to the existing requirement of applying at least 10
days before breaking ground.

If you have questions on stormwater permitting for oil and gas construction sites, please visit our
website at http://www.cdphe state.co.us/wq/PermitsUnit/OGfactsheet. PDF. For other questions,
please contact our office at 303-692-3517, or at CDPHE.wgstorm@state.co.us.

Sincerely,

Kathryn Dolan
Stormwater Program Coordinator
Permits Section, Water Quality Control Division
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