BEFORE THE OIL AND GAS CONSERVATION COMMISSION
STATE OF COLORADO

IN THE MATTER OF CHANGES TO )
THE RULES AND REGULATIONS OF | ) | CAUSENO. IR
THE OIL AND GAS CONSERVATION |)

COMMISSION OF THE STATE OF )
)

COLORADO

DOCKET NO. 0803-RM-02

ENERGEN RESOURCES CORPORATION’S
REBUTTAL STATEMENT

COMES NOW Energen Resources Corporation (hereinafter “Energen”), by and through
its counsel, Beatty and Wozniak, P.C. and submits this REBUTTAL STATEMENT and as
grounds therefore states as follows:

Introduction

The Commission, in a rule-making proceeding, is constrained by the statutory
requirements when promulgating rules. Among the statutory elements to be considered is the
requirement that the record demonstrate a need for promulgating the rule. Energen submits that
the record before this Commission does not support the statewide application of the Draft Rules.
In fact, other than conclusory allegations that these rules should apply statewide on precautionary
justifications, little specific information is presented in the prehearing statements regarding
statewide problems in Colorado. However, ample evidence is before the Commission that the
application of these rules will harm the economic interests of the oil and gas industry and the
small businesses that rely on this industry. As a result, these rules, if promulgated, should focus
on those areas of Colorado where the record demonstrates a need.

Restatement of Arguments in Prehearing Statement

Energen restates by reference the arguments contained in its Prehearing Statement that
the existing rules adequately protect resources in the San Juan Basin and Archuleta County in
particular. After reviewing all of the prehearing statements filed by the parties to this matter
including the Staff of the Oil and Gas Commission, the Department of Public Health and
Environment and the Division of Wildlife, Energen submits that the record before the
Commission in this proceeding does not demonstrate a need for these rules in the San Juan
Basin, especially within the interior boundaries of the Southern Ute Indian Tribe which is a
sovereign nation. Energen is subject not only to Tribal jurisdiction and its rules and regulations
when operating upon lands within the exterior boundary but also to overarching rules and
regulations of the Bureau of Land Management (“BLM”) and the Bureau of Indian Affairs
(“BIA”). This Commission governs whatever “jurisdiction” it claims only through contractual
agreement with the Tribe, in the 1991 Memorandum of Understanding by and between the
Commission, the Tribe and the BLM on the one had, and between the Tribe, the BLM and BIA
on the other. Notwithstanding these consensual agreements, this Commission attempts to usurp




Tribal authority over its minerals and apply its proposed rules to all operations on the
Reservation except possibly where the Tribe owns the surface. Energen maintains that this
Commission must exclude the Tribe and Tribal lands from the operation of its draft rules and
such exclusion should apply to those situations where Tribal lands are pooled or communitized
with other lands within the exterior boundaries of the Reservation.

The record is devoid of any information that the Tribe has failed to protect public health,
safety and welfare or the environment. In fact, many Tribal programs have additional and more
stringent requirements which conflict and duplicate the Commission’s draft rules. The staff has
failed to demonstrate that the Tribe has failed in its steward capacity or that there is any need to
“protect” the Tribe, its members or its lands.

Commission to Weigh Record Before Promulgating Rules

Pursuant to C.R.S. § 24-4-103 (b) (I)-(V), the Commission must decide whether to
promulgate these rules based upon 5 factors. First, the “record of the rule-making proceeding
[must] demonstrate[] the need for the regulation.” C.R.S. § 24-4-103 (b) (I). Therefore the
Commission is constrained to consider only those matters before you in the written record and
through testimony. The record does not contain any information that the current rules need
changing statewide. In fact, there is a little evidence in the record about problems with oil and
natural gas development in the San Juan Basin. Further, there are special rules put in place by
this Commission that address problems that have arisen in the San Juan Basin. The existing
rules have adequately addressed any problems that have arising in that area. The existence of
special rules for the San Juan Basin outweighs the need to apply the Draft Rules in this part of
the state. By allowing continued operation under these rules, the Commission can focus upon
the areas where the issues have been identified — mainly the Piceance Basin.

Another factor that is important for the Commission to consider is whether “the
regulation is clear and simply stated so that its meaning will be understood by any party required
to comply with the regulation.” C.R.S. § 24-4-103 (b) (III). The record amply demonstrates that
many parties have different interpretations of how these rules will function. See Prehearing
Statements of Club 20; American Royalty Council; National Association of Royalty Owners,
Rocky Mountain Chapter; Wells Ranch LLP; Colorado Cattlemen’s Association, et al.

Additionally, the Commission needs to consider whether the “regulation does not conflict
with other provisions of the law.” C.R.S. § 24-4-103 (b) (IV). Once Again, there is little evidence
that clearly reconciles — let alone recognizes - the conflicts the Draft Rules create with other
provisions of law. However, there is ample evidence before the Commission that these rules
create conflicts with private property rights which are given extensive protections under the
United States and Colorado Constitutions. U.S. Const. Amend. V and XIV; C.R.S.A. Const. Art
2, § 15; See also Prehearing Statements of Club 20; American Royalty Council; National
Association of Royalty Owners, Rocky Mountain Chapter; Wells Ranch LLP; Colorado
Cattlemen’s Association, et al. Indeed, one of the most troubling aspects of the confusion and
conflicts created by these Draft Rules is that it will require a case by case application of these
rules and their interaction with private mineral interests and other landowners. From a policy
standpoint, this confusion and the application of these Rules will likely result in increased



application to the court system by private landowners, mineral interests owners and lessees, to
reconcile what should have been reconciled by the Commission.

Draft Rule 317B and 1209.b (16)

In particular, Draft Rules 317B and 1209.b(16) may cause significant economic damage
to Energen’s investment-backed expectation to economically develop its mineral interests in
Colorado. Energen has significant leasehold interests located within the exterior boundaries of
the Southern Ute Indian Reservation. The blanket application of Rule 317B and 1209.b(16)
may significantly impair, if not outright prohibit, Energen’s ability to develop its leases and
correspondingly, minerals owned by the Southern Ute Indian Tribe which are within the same
drilling and spacing units. Rule 317B and 1209.b(16) may eliminate any drilling area from
Energen’s leasehold because the other areas have NSO stipulations leaving the only remaining
drilling areas within 317B and 1209.b(16) coverage. The Tribal lands within Energen’s spacing
units may only be accessed by directional drilling from adjacent fee lands which are leased to
Energen but which could be prevented access due to Rule 317B and Rule 1209b(16). The Tribe
and Energen recently obtained Order No. 112-210 from this Commission on May 8, 2008 which
authorizes access to Tribal minerals from adjacent fee lands, use of common pads and contains
many other environmental stipulations (see copy attached). To overrule Energen’s ability to
exploit the Fruitland reserves violates the “prevention of waste” requirements in the Oil and Gas
Conservation Act and may amount to a “taking” of Energen’s property with no justification.
This may result in a significant reduced in capital investment in the State of Colorado. The net
result will not be limited to the price tag of Energen’s investments because the Tribe, private
mineral interest owners will both lose revenue and taxes and other ancillary benefits of
development will be denied.

In addition, it is difficult to tell how the areas covered by Draft Rule 317B would be
expanded or contracted depending on the circumstances. As it stands today, this Rule could be
changed at the behest of the Department of Public Health and Environment or the Colorado
Division of Wildlife without notice or opportunity to be heard. At a minimum, these rules need
to state that no expansion of these areas shall occur without having a hearing before the
Commission.

Respectfully submitted this 6™ day of June, 2008,

by Mot 9 Mw%

Michael J. Woznfak
Beatty & Wozniak, P.C.
216 16™ Street, Suite 1100
Denver, Colorado 80202
(303) 407-4499

Attorneys for Energen Resources Corporation



CERTIFICATE OF SERVICE

I hereby certify that on this 6™ day of June, 2008, copies of the foregoing document
entitled ENERGEN RESOURCES CORPORATION’S REBUTTAL STATEMENT were

served as follows:

Original and 15 copies delivered to:
Patricia Beaver, Hearing Manager
Docket No. 0803-RM-02

Oil and Gas Conservation Commission
1120 Lincoln Street, Suite 801

Denver, CO 80203

Two copies hand-delivered to:
Kelly Rees

Colorado Department of Law
1525 Sherman Street, 7™ Floor
Denver, CO 80203

Electronic copy to Patricia Beaver
Tricia.Beaver(@state.co.us

Electronic copy to Kelly Rees:
Kelly.Rees(@state.co.us

Electronic copy to Joshua Epel:
jepel@dcpmidstream.com

Electronic copy to Marc Fine:
marc.fine@state.co.us

Electronic copies to the following parties:

Dugan, Thomas P.
Baumgarten, David
Barker, Bruce T.
Kelly, Jonathan M.
Earles, T. Andrew
Collins, Meg
Wonstolen, Ken
Robbins, Jeff

Allott, Gordon L.
Wasylenky, Kelsey H.
Chapman, Richard H.
Abernathy, Robert S.

tpdugan@dugan-law.com
dbaumgarten@gunnisoncounty.org
bbarker@@co.weld.co.us
ikelly@wrightwater.com

aecarles@wrightwater.com
Meg.Collins@coga.org
kwonstolen(@fulbright.com
robbins@grn-law.com

gallott@kpk.com

kwasylenky(@kpk.com
rhchapman(@americanroyaltycouncil.com
rsa@chieftainrovalty.com




Siple, David W.

Aldridge, Susan

Taraba, Gary

Wozniak, Michael
Gustafson, Dennis

Keefe, Bill

Little, David R.

Mathes, Robert C.
jjordan(@garfield-county.com

Jordan, Judith H.
McCown, Larry
Montoya, Jim D.
Zwick, Steven J.
Redora, Mayor Joseph
Graham, Gary
Nickum, David

Saul, Michael

James, Ivan

Schindler, Ronald
Still, Jay

Peterson, David
Robinson, Ingrid
Dechant, Lyle
Madison, Jeff
Parsons, Ken

Shipps, Thomas H.
Jacus, John R.

Bursey, Sherry H.
Hack, Peter J.
Wingfield, Dean
Yuma County

Pearce, W. Perry
Boigon, Howard L.
Biever, Jennifer L.
Schuller, Tisha Conoly
Pastor, Dan

Shaeffer, Harold B.
Blieszner, Diane
SSullivan@wsmtlaw.com
Zogg, Paul

Faber, Steve

Dunn, Jason

O’Neill, Suzanne
Smith, Mike

Schnee, Daniel J.
Whitmore, Martha Phillips

dsiple@mcelvain.com
saldridge@bwenergylaw.com
gary_taraba(@rosewd.com
mwozniak(@bwenergylaw.com
dennis.gustafson@petro-canada.com
wkeefe(@bwenergylaw.com
dlittle@bjorklindley.com
rmathes@bjorklindley.com
jjordan@gartield-county.com

jjordan{@garfield-county.com

jjordan@garfield-county.com

lasanimascounty(@sensonics.org
attorney(@sanmiguelcounty.org
anna(@historictrinidad.com
ggraham(@audubon.org
dnickum(@tu.org

saul@nwf.org
ljamesii@@comcast.net
Ronald.Schindler@pxd.com
Jay.Still@pxd.com
davep@flatironenergy.com
Ingrid.Robinson@halliburton.com
lyle.dechant@mesacounty.us
jmadison(zdco.rio-blanco.co.us

kparsons(@co.rio-blanco.co.us
tshipps@mbssllp.com
john.jacus@dgslaw.com

sherry.bursey@dgslaw.com
peter.hack@dgslaw.com
deanwingfield@hotmail.com
adminlanduse(@co.yuma.co.us
Perry.Pearce@conocophillips.com
HILBoigon@HHILAW.com
jIbiever@hhlaw.com

Tisha.schuller(@tetratech.com
dan.pastor@tetratech.com
hrschaef(@rof.net
diane.blieszner@EnCana.com
ssullivan@wsmtlaw.com
pzoggaceweb.com
sfarber@bhfs.com
jdunn(@bhfs.com

cwled@coloradowildlife.org
mike.smith@questar.com
daniel.schnee(@elpaso.com
mwhitmore@pattonboggs.com




Savit, Mark N.
Turner, Ima D.
Searle, F. David
List, Eileen

Brown, David R.
Monahan, Timothy J.
Freeman, Michael S.
Angell, James S.
Chiropolos, Michael

Jarrett, M. Sue Sheridan

Becker, Jeff R.
Newland, Tasha M.
Basi, Raj

Lane, Ann
O’Connor, Davis O.
Bailey, Rick D.
Anderson, Daniel G.
Nanfelt, Rob
Moody, Robert F.
Feurestein, Randall J.
Koenig, Shanna B.
Karstaedt, Randall
Eckberg, Carleton
Niebrugge, Sam
Gilbert, Alan

Clark, Phillip
Brown, Reeves

Frankhauser, Terry R.

Bredenkamp, Troy
Sponsler, Mark
Hammerich, Bill
Herzbert, Brock
Steinke, Ivan
Swenson, Leland
Kitchen, Biran G.
Sperry , Joe
Flaherty, Stephen A.
Cook, Joe (Rusty) E.
Salapich, Gary
Salapich, Karen
McDonald, Warren
Oatman, Dean
Verquer, Tom
Seman, Jep

Nichols, Jeremy
Case, Randall M.

msavit@pattonboggs.com
idturner@marathonoil.com
fdsearle@marathonoil.com
eileenL(@gjcity.org
browndr] @bp.com
tim.monahan(@state.co.us
mireeman(@earthjustice.org
jangell(@earthjustice.org

mike@westernresources.org
jarretisranch@hughes.net

itbecker@hollandhart.com

tmnewland@hollandhart.com
raj.basi@williams.com
ann.lane@williams.com
doconnor(@hollandhart.com
rbailey@hollandhart.com
dga@bry.com
rob@hbacolorado.com
rmoody@naiop-colorado.org
rfeuerstein@duffordbrown.com
gqwater@colorado.net
rkarstaedt@fs.fed.us
cekberg@bhep.com
sam.niebrugge(ndgslaw.com
alan. gilbert@hro.com
phillip.clark@hro.com
rebrown(@club20.org
terry(@coloradocattle.org
tbredenkamp(@colofb.com
msponsler@coloradocorn.com
bhammerich@coloradolivestock.org
bherzberg@westerndairyassociation.org
isteinke@coloradolivestock.org
leland.swenson@rmfu.org
che@coloradohorsecouncil.com
cwgawool@aol.com
sflaherty@nobleenergyinc.com
rusty.cook(@energen.com
salapich@gmail.com
Salapich(@hotmail.com

Forest Managementyahoo.com
dean.oatman(@colostate.edu
jv2@earthlink.net
jseman(@hke-law.com

rmcleanair@gmail.com
rcase(@popllc.com




Campbell, Scott M.

Swartzendruber, Nick A.

Comstock, Jeff
Walker, Jim

Walker, Ron

Pacheco, Kim
Moltrer, Glenn

Nash, Clyde

Hughes, Kirby

Wells, Steven T.
Bedingfield, Jeffrey T.
Gibbons, Ben

scampbell@popllc.com
nswartzendruber@popllc.com
jcomstock@moffatcounty.net

rock-n-roll@mindspring.com
petron@mindspring.com
kimpacheco@comcast.net
grmolts@yahoo.com
clyde.nash@yahoo.com
kirby.hughes@rmec.sierraclub.org
joshwells99@aol.com

ibedingfield@wobjlaw.com

bengibb@amigo.net




Seafty SO Wozita PG

BEFORE THE OIL AND GAS CONSERVATION COMMISSION
OF THE STATE OF COLORADO

IN THE MATTER OF THE PROMULGATION AND )

ESTABLISHMENT OF FIELD RULES TO GOVERN )

OPERATIONS IN THE IGNACIO-BLANCO FIELD, ) ORDER NO. 112-210
ARCHULETA COUNTY, COLORADO )

CAUSE NO. 112

REPORT OF THE COMMISSION

This cause came on for hearing before the Commission at 9:00 a.m. on May 8, 2008, in Suite
801, The Chancery Building, 1120 Lincoln Street, Denver, Colorado, for an order to vacate 320-acre drilling
and spacing units and establish various drilling and spacing units and to allow a horizontal well and various
optional additional wells, with a bottomhole location no closer than 660 feet to any outer boundary for
certain lands in Township 32 North, Ranges 3 through 5 West, N.M.P.M. (except for those specific units
identified below in which the setback to the outer unit boundary is to remain at 990 feet).

FINDINGS
The Commission finds as follows:

1. Red Willow Production Company and Energen Resources Corporation (“Red Willow and
Energen”), as Applicants herein, are interested parties in the subject matter of the above-referenced
hearing.

2. Due notice of the time, place and purpose of the hearing has been given in all respects
as required by law. :

3. The Commission has jurisdiction over the subject matter embraced in said Notice, and of
the parties interested therein, and jurisdiction to promulgate the hereinafter prescribed order pursuant fo the
Oil and Gas Conservation Act and the terms of the Memorandum of Understanding ("MOU") between the
Commission and the Bureau of Land Management ("BLM").

4. OnJune 17, 1988, the Commission issued Order No. 112-60, which among other things,
established 320-acre drilling and spacing units for certain lands including certain lands in Township 32
North, Ranges 3 through 5 West, N.M.P.M., for production of gas from the Fruitland coal seams, with the
permitted well to be located no closer than 990 feet to any outer boundary of the unit, nor closer than 130
feet to any interior quarter section line.

. 5. On December 17, 1990, the Commission issued Order No. 112-85, which among other
things, established 320-acre drilling and spacing units for certain lands in Township 32 North, Ranges 3
through 5 West, N.M.P.M., for production from the Fruitland coal seams.

6. On March 19, 2008, Red Willow and Energen, by their attorneys, filed with the
Commission a verified application to vacate Order No. 112-85, which established 320-acre drilling and
spacing units and established various drilling and spacing units and setbacks from outer unit boundaries as
described below, and to allow a horizontal well and various optional additional wells, for production from the
Fruitland coal seams.

7. On April 23, 2008, Red Willow and Energen, by their attorneys, filed with the
Commission an amendment to their application, which deleted a previously requested optional well in the
irregular sections along the state line:

Optional Setback
Additional from Outer

Number of Number of Unit
Designated Drilling and Spacing Unit Acres in Unit Wells in Unit Boundary

Township 32 North, Range 3 West, N.M.P.M.
Section 17: All 1280.70 3 660’
Section 18: All
Section 19: E¥: 352.62 0 660’
Section 20: W% W%
Section 20: E% and EV2 W% 356.65 0 660’
Township 32 North, Range 3 West, N.M.P.M.
Section 19: W% 352.73 0 660’

Township 32 North, Range 4 West, N.M.P.M.




Section 24: EV2E%.

Township 32 North. Range 4 West, N.M.P.M. -
Section 7: All 641.30 1 660’

Section 8: 8% 960.00 3 660’
Section 17: All :

Sections 10 through 16: All 640.00 1 660’
Section 18: All 641.04 1 660
Section 19: E% 358.78 0 660’
Section 20: W2 W' :

Section 20: E% and EY2 W% 356.58 0 660°
Section 21: WY E¥: and W4 3566.62 0 660
Section 21: EX2E¥: 359.02 0 660’
Section 22: W¥% '

Section 22: E% 360.00 ‘ 0 660’
Section 23: W2 WY

Section 23: EY2and EV: W% 360.00 0 660’
Section 24: W% and W% E%: 360.00 0 660’
Township 32 North, Range 5 West, N.M.P.M.

Section 3: WY 320.00 0 660’
Section 4: All 640.00 1 990"
Section 8: All : 640.00 1 990’
Sections 10 through 15: All 640.00 1 660’
Section 23: E% and E¥%2 WY 371.76 0 660°
Section 24: W% E¥2 and W% 370.02 0 660’

Township 32 North, Range 4 West, N.M.P.M.
Section 19: W% :

Township 32 North, Range 5 West, N.M.P.M.
Section 24: EV2EY:

365.45 0 660'

8.  The surface and mineral interests under a majority of the Subject Lands are owned in trust
by the United States of America for the benefit of the Southern Ute Indian Tribe (“Trust Lands"). The minerals
under those Trust Lands have been leased by the Southemn Ute Indian Tribe to Red Willow Production
Company (a tribally owned enterprise of the Southern Ute Indian Tribe) under a mineral development
agreement approved by the United States Department of the Interior, Bureau of Indian Affairs. The mineral

development agreement held by Red Willow Production Company prohibits the surface location of wells on
such Trust Lands.

9. On April 25, 2008, Red Willow and Energen, by their attorney, filed with the Commission
a written request to approve the application based on the merits of the verified application and the
supporting exhibits. Sworn written testimony and exhibits were submitted in support of the application.

10. Testimony and exhibits submitted in support of the application showed that there are no
producing Fruitiand coal seam wells on the subject lands. Additional testimony indicated that no proceeds of
production have been distributed to any working interest or mineral interest owner in the Fruitland coal seams,
based upon any previously authorized spacing unit which is to be vacated.

11. Testimony and exhibits submitted in support of the application showed that the
applicants are the majority leasehold owner in the application lands.

12. Testimony and exhibits submitted in support of the application showed that vertical wells
as proposed tp be located in previously authorized units will not efficiently and economically drain each of the
320-acre drilling and spacing units. Additional testimony indicated that the proposed horizontal wells are
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necessary to reduce surface impacts, to prevent waste, protect correlative rights and to efficiently recover gas
and associated hydrocarbons from the Fruitland coal seams all in accordance with the Colorado statutes, the
rules and regulations of this Commission and, with respect to Tribal lands, applicable rules and regulations of
the BLM. Further testimony indicated that substituting a limited number of horizontal wells on centralized well
pads for one or two vertical wells in each 320-acre unit will significantly reduce surface impacts.

13. Testimony and exhibits submitted in support of the application showed that one (1)
herizontal well should be authorized in each proposed drilling and spacing unit as specifically delineated and
identified in Finding No. 7 above. In addition, for 640-acre drilling and spacing units, Applicants are requesting
that they be authorized to drill one optional additional infill well at the operator's discretion in such drilling and
spacing unit. With respect to the 960 acre and 1,280 acre proposed drilling and spacing units described in
Finding No. 7 above, Applicants request the right to drill up three (3) additional optional wells, all of which are
likely to be horizontal wells. The number of optional infill wells (in addition to one parent well for each drilling
and spacing unit) is listed in Finding No. 7 above for each proposed drilling and spacing unit.

14. Testimony and exhibits submitted in support of the application showed that all producing
legs of any horizontal wells proposed hereunder shall be no closer than 680 feet to any outer boundary of the
drilling and spacing unit (except for those specific units identified above in which the setback to the outer unit
boundary is to remain at 990 feet) with no setback to any interior quarter section lines.

15. Testimony and exhibits submitted in support of the application showed that the surface
location of any optional infill well shall be located on a common or expanded well pad with the first well for such
drilling and spacing unit such that only one (1) surface pad shall exist for each driling and spacing unit.
Applicants also request the right in some cases, to locate the surface pads and wellhead facilities outside of the
boundaries of the producing drilling and spacing unit so that no surface well pad will be located on the surface
of Trust Lands.

16. Testimony and exhibits submitted in support of the application showed that the
requested horizontal wells from centralized well pads can be developed in a manner consistent with protection
of public health, safety and welfare and in a manner consistent with protection of the environment. Additional
testimony indicated that absent creation of the proposed units and the authorization of horizontal drilling as set
forth herein, due to curent lease terms, it is likely that previously authorized vertical wells will not be drilled and
waste will ocour.

17. Testimony and exhibits submitted in support of the application showed that the Fruitland
coal seams underlie the entire application lands and is a common source of supply.

18. Testimony and exhibits submitted in support of the application showed that Original Gas
in Place ("OGIP") estimates vary throughout the application lands depending upon coal thickness, moisture,
ash content and area included in each drilling and spacing unit. Additional testimony indicated that OGIP is
reflected on average between 5.9 to 11.1 BCFG in some of the smaller 360-acre proposed drilling and spacing
units to averaging between 16.2 to 21.6 BCFG for the proposed 640-acre drilling and spacing units, and greater
for the larger drilling and spacing units, Further testimony indicated that the range of expected recoveries,
assuming the optional wells are drilled, is between 40% and 60% of OGIP.

19. Testimony and exhibits submitted in support of the application showed that the
establishment of the proposed drilting and spacing units promote an efficient drainage of the reserves and is an
economic venture with payout, based upon reasonable cost and recovery factor assumptions, achieved in
approximately 3.5 years.

20. The above-referenced testimony and exhibits show that the proposed spacing and
density will allow more efficient reservoir drainage, will prevent waste, will assure a greater ultimate
recovery of gas, and will not violate correlative rights.

21. Red Willow Production Company and Energen Resources Corporation agreed to be
bound by oral order of the Commission. :

22. Based on the facts stated in the verified application, having received no protests, and
based on the Hearings Officer review of the application under Rule 511.b., the Commission should enter an
order to vacate 320-acre drilling and spacing units and establish various drilling and spacing units as
described in Finding No. 7 above, and to allow a horizontal well and various optional additional wells, with a
bottomhole location no closer than 860 feet to any outer boundary for certain lands in Township 32 North,

Ranges 3 through 5 West, N.M.P.M. (except for those specific units identified above in which the setback to
the outer unit boundary is to remain at 990 feet).

ORDER

i NOW, THEREFORE IT IS ORDERED, that the 320-acre drilling and spacing units previously
established are h_ereby vacated, and the following drilling and spacing units, number of wells and setbacks
are hereby established for production from the Fruitland coal seams from horizontal wells:

3 (0805-8P-11/112- 210)



Optional Setback
Additional from Outer
Number of Number of Unit
Designated Drilling and Spacing Unit Acres inUnit Wells in Unit Boundary

Township 32 North, Range 3 West, N.M.P.M.

Section 17: All 1280.70 3 660"
Section 18; All -
Section 19: E% 352.62 1 860’

Section 20: W% WY,
Section 20: E¥% and EY2W%2 356.65 . 1 660’

Township 32 North, Range 3 West, N.M.P.M.

Section 19: W% 352.73 1 660’
Township 32 North, Range 4 West, N.M.P.M.

Section 24: E2 EY:

Township 32 North, Range 4 West, N.M.P.M.

~Section 7: All 641.30 1 660
Section 8: S 960.00 3 660’
Section 17: All
Sections 10 through 16: All 640.00 1 660’

. Section 18: All 641.04 1 660"
Section 19: E¥4 358.78 1 660"
Section 20: W2 W2 N
Section 20: E% and EV2 W2 356.58 1 660’
Section 21: W% EY% and WY 356.62 1 660’
Section 21: EY2 E% 359.02 1 660’

Section 22: W%

Section 22: E¥% 360.00 1 660’
Section 23: W% W%

Section 23: E¥2 and E%2 W2 360.00 1 660'
Section 24: W2 and WY EV; 360.00 1 660’
Township 32 North, Range 5 West, N.M.P.M.

Section 3: W% 320.00 1 660’
Section 4: All 640.00 1 990’
Section 9: All 640.00 1 990’
Sections 10 through 15: All ' 640.00 1 660
Section 23: E¥2 and EY2 W2 371.76 1 660’
Section 24: WYz E¥2 and W% 370.02 1 660’

Township 32 North, Range 4 West, N.M.P.M.
Section 19: W% 365.45 1 660

Township 32 North, Range 5 West, N.M.P.M.
Section 24: E2EY

IT IS FURTHER ORDERED, that wells drilled in the above-described lands shall comply with
certain provisions of the MOU between Red Willow and Energen and La Plata County, and shali comply
with all terms, conditions and provisions of prior Commission Orders in Cause No. 112, including without
limitation, the specific provisions of Order No. 112-157 including the Rule 508.j.(3)B. conditions attached
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thereto, to the extent they do not duplicate the provisions of the MOU. For convenience and ease of
reference, the relevant conditions of the MOU and Order No. 112-157, including Rule 508.j.(3)B. conditions,
are set forth below. Conflicts between the conditions of the MOU set forth herein and the terms, conditions
and provisions of Order No. 112-157 shall be resolved in favor of the MOU.

IT IS FURTHER ORDERED, that the following provisions of the proposed MOU between
Red Willow and Energen and La Plata County shall be applied to additional wells where the surface location
is proposed to be sited on lands subject to Commission jurisdiction, in addition to any requirements of
applicable existing Commission Rules and Regulations or orders:

Surface Density The density of Fruitiand Coal Well Pads within the infill Application Area

-~ shall not exceed four (4) within any single 320-acres for the Fruitland Coal Seam Formation.
Notwithstanding the foregoing, nothing contained in this provision shall be construed so as to
require the closure or abandonment of any existing gas well.

Storm Water Management and Spill Prevention Containment and Control Even if not
required fo do so by any applicable regulation or law, Red Willow and Energen agree to
utilize best management practices for all pad expansions and new pads and for road and
pipeline development or improvements.

Water Well Monitoring If a conventional gas well exists within one quarter (%) mile of the
bottom hole location of a proposed Infill Well, then the two (2) closest water wells within a
one-half (¥2) mile radius of a conventional gas well shall be sampled by Red Willow and
Energen as water quality testing wells. If possible, the water wells selected shall be on
opposite sides of the existing conventional gas well not exceeding one-half (12) mile radius.
"Infill Well* means wells drilled pursuant to this Order No. 112-210. "Conventional gas well"
means a well producing from a non-coalbed methane formation found in the San Juan Basin,
such as the Mesaverde or Dakota Sandstone Formation.

If water wells on opposite sides of the conventional gas well cannot be identified, then the
two (2) closest wells within one-half (%) mile radius shall be sampled. If two (2) or more
conventional gas wells are located within one quarter (¥4) mile of the bottom hole location of
the proposed Infill Well, then the conventional gas well closest to a proposed Infill Well shall
be used for selecting water wells for sampling.

If no conventional gas wells are located within one quarter (%) mile radius of the bottom hole
location of the proposed Infill Well, then the selected water wells shall be within one quarter
(%) mile of the bottom hole location of the proposed Infill Well. In areas where two (2) or
more water wells exist within one quarter () mile of the bottom hole location of the proposed
Infill Well, then the two (2) closest water wells shall be sampled by Red Willow and Energen.
Ideally, if possible, the water wells selected shall be on opposite sides of the bottom hole
location of the proposed Infill Well. If water wells on opposite sides of the bottom hole
location of the proposed Infill Well cannot be identified, then Red Willow and Energen shall
sample the two (2) closest wells within one-quarter (¥4) mile radius. If two (2) water wells do
not exist within one-quarter (%) mile radius, then the two closest water wells within a one-half
(%2) mile radius shall be selected.

If no water well is located within a one-quarter (¥4) mile radius area or if access is denied, two
water wells within one-half (%) mile of the bottom hole location of the Infill Well shall be
selected. If there are no water quality testing wells meeting the foregoing criteria, then
sampling shall not be required. If the BLM or the Commission have already acquired data on
a water well within one quarter (%) mile of the conventional gas well, but it is not the closest
water well, it shall be given preference in selecting a water quality testing well. The "initial
baseline testing” described in this paragraph shall include all major cations and anions, total
dissolved solids ("TDS"), iron and manganese, nutrients (nitrates and nitrites), selenium,

dissolved methane, pH, presence of bacteria and specific conductance and field hydrogen
sulifide.

If free gas or a methane concentration level greater than 2 milligrams/liter ("mg/L") is
detected in a water quality testing well, compositional analysis and isotopic analyses of the
carbon and hydrogen of the methane shall be performed to determine gas type
(thermogenic, biogenic or an intermediate mix of both). If the testing results reveal biogenic
gas, no further isotopic testing shall be done. If the carbon isotope test results in a
thermogenic or intermediate mix signature, annual testing shall be performed thereafter and
an action plan shall be drafted by Red Willow and Energen to determine the source of the
gas. If the methane concentration level increases by more than 5 mg/L between sampling

periods, or increases to more than 10 mg/L, an action plan shall be drafted to determine the
source of the gas.
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The initial baseline testing shall occur prior to the drilling of the proposed Infill Well. Within
one (1) year after completion of the proposed Infill Well, a "post completion” test shall be
performed for the same parameters above and repeated three (3) and six (6) years
thereatfter. If no significant changes from the baseline have been identified after the third test
(the six year test), no further testing shall be required. The testing schedule shall restart after
the drilling of a new Infill Well on an existing Well Pad if the wells to be tested include those
tested for the 160-acre infill program. Additional "post completion” test(s) may be required if
changes in water quality are identified during follow-up testing. The Director of the
Commission may require further water well sampling, which may include water quantity
monitoring, at any time in response to complaints from water well owners.

Within three (3) months of collecting the samples used for the test, copies of all test results
described above shall be provided to the Commission and the County and the landowner
where the water quality testing well is located.

Plugged and Abandoned Wells/Soil Gas Vapor Survey A soil gas vapor-monitoring
program shall be designed to determine a possible lack of zonal isolation along wellbores of
plugged and abandoned wells. Red Willow and Energen shall attempt to identify any
plugged and abandoned wells located within one-quarter (%) mile of the bottom hole location
of any Infill Well. Any plugged and abandoned well within one-quarter {V4) mile of the bottom
hole of an Infill Well shall be assessed for risk, taking into account cementing practices
reported in the plugged and abandoned reports. Red Willow and Energen shall notify the
Commission of all results of all risk assessments of plugging procedures. The Commission
may appropriate funds under Rule 701 {the Environmental Response Fund) to conduct soil
gas monitoring tests to further define the risks. If the monitoring reveals a possible lack of
zonal isolation, the Commission may then conduct or order any necessary remediation or
other authorized activities.

IT IS FURTHER ORDERED, that the following terms, conditions and provisions of Order No.
112-210 shall be applied to additional wells where the surface location is proposed to be sited on lands

subject to Commission jurisdiction, in addition to any requirements of applicable existing Commission Rules
and Regulations:

Well Permit Limitations A Commission hearing shall be required before a drilling permit
may be issued for a well site located within one and one-half (172) miles of the outcrop
contact between the Fruitland and Pictured Cliffs Formations. The purpose of the hearing
shall be to address potential adverse impacts to the Fruitland outcrop.

Annual Drilling Plan The Director shall survey the operator as to its drilling plans for 2008,
and annually thereafter. The survey results shall be reported to the Commission for its
consideration with respect to the conditions attached to this order.

Wildlife The operator shall notify the Colorado Division of Wildlife ("CDOW") of the location
of any proposed additional well site and advise the Director of the date such notice was
provided. If the Director receives comments from the CDOW within ten (10) days of the date
notice was provided, such comments may be considered in applying Rule 508.j.(3)B.
conditions. )

Emergency Preparedness Plan The operator submitting an Application for Permit-to-Drill
for a proposed additional well under this order shall file and maintain a digital Emergency
Preparedness Plan ("EPP") with La Plata County. The EPP shall include as-built facilities
maps showing the location of wells, pipelines and other facilities, except control valve
locations that which may be held confidential. The EPP shall include an emergency
personnel contact list.

Gas and Oil Regulatory Team The Director shall ensure that the La Plata County Gas and
Oil Regulatory Team ("GORT") continues to meet as appropriate, but no less than
semiannually. GORT meetings may be scheduled more frequently if the members believe a
meeting is appropriate. (GORT includes invited member representatives from La Plata
County, BLM, SUIT, industry operators and Commission. Its meetings are open and typically
attended by interested area residents.)

3M Mapping, Modeling and Monitoring Project The Director shall ensure that the 3M
Technical Peer Review Team is invited to meet as appropriate, but no less than
semiannually to review proposals and results related to the 3M Mapping, Modeling and
Monitoring Project. 3M Technical Peer Review Team meetings may be scheduled more
frequently if the members believe a meeting is appropriate.
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Post Completion Pressure Build-Up Tests In addition to obtaining a bottom hole pressure
on all wells drilled under this order, the operator shall conduct pressure build-up tests two (2)
to three (3) months after initial production begins and once every three (3) years thereafter.
The operator shall provide the data acquired, an evaluation of the data and the procedures
utilized to conduct the pressure build-up tests to the Director within thirty (30) days of the
conclusion of each test. After reviewing the quality of the pressure buildup data and the
adequacy of the geographic distribution of the data, the Director may reduce the number of
wells for which pressure build-up testing is required.

IT IS FURTHER ORDERED, that the following Rule 508.j.(3)B. conditions from Order No.
112-157 shall be applied to additional wells where the surface location is proposed to be sited on lands
subject to Commission jurisdiction, in addition to any requirements of applicable Commission Rules and
Regulations:

Prior to approving any Application for Permit-to-Drill, the Director shall conduct an onsite
inspection if the surface well location is proposed to be sited within any subdivision that has
been approved by La Plata County. The Director shall conduct an onsite inspection if the
surface well location is within two (2) miles of the outcrop contact between the Fruitland and
Pictured Cliffs Formations and the surface owner, LGD, operator, or Director requests an
onsite inspection.

Prior to approving any Application for Permit-to-Drill, the Director shall conduct an onsite
inspection if the operator and the surface owner have not entered into a surface use
agreement. [f the reason the surface use agreement has not been executed is related to
surface owner compensation, property value diminution, or any private property contractual
issues between the operator and the surface owner, then no onsite inspection shall be
required.

The purpose of the onsite inspection shall be to identify any potential public health, safety
and welfare or significant adverse environmental impacts within Commission jurisdiction
regarding the proposed surface location that may not be adequately addressed by
Commission rules or orders. The onsite inspection shall not address matters of surface
owner compensation, property value diminution, or any private party contractual issues
between the operator and the surface owner. .

When the Director conducts onsite inspections under the conditions in described in the
paragraphs_above, the Director shall invite the representatives of the surface owner, the
operator and LGD to attend. The Director shali attempt to select a mutually acceptable time
for the representatives to attend. The inspection shall be conducted within ten (10) days, or
as soon as practicable thereafter, of either the date the LGD advises the Director in writing
that the proposed surface well site location falls within an approved subdivision or the date
the operator advises the Director in writing that a surface use agreement has not been
reached with the surface owner. If requested by the operator, the Director may delay the
onsite inspection to allow for negotiation between the operator and surface owner or other
parties.

Following the onsite inspection, the Director shall apply appropriate site specific drilling
permit conditions if necessary to prevent or mitigate public health, safety and welfare or
significant adverse environmental impacts taking into consideration cost-effectiveness and
technical feasibility and relevant geologic and petroleum engineering conditions as well as
prevention of waste, protection of correlative rights, and promotion of development.

Examples of the types of impacts and conditions that might be applied if determined
necessary by the Director include (this fist is not prescriptive or all inclusive):

Visual or aesthetic impacts - moving the proposed surface well site location or access road to
take advantage of natural features for screening; installing low profile artificial lift methods;
constructing artificial features for screening '

Surface impacts — moving or reducing the size, shape, or orientation of the surface well site
location or access road to avoid disturbance of natural features or to enhance the success of
future reclamation activities; utilizing an existing surface well site location or access road to
avoid the impacts of new construction; utilizing a closed drilling fluid system instead of
reserve pits to avoid impacts to sensitive areas.

Noise impacts — installing electric motors where practicable; locating or orienting motors or
compressors to reduce noise; installing sound barriers to achieve compliance with
Commission rules; confining cavitation completion operations (excluding flaring) to the hours
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of 7 a.m. to 7 p.m. and notifying all area residents within one-half (%4) mile at least seven (7)
days before cavitation is commenced

Dust impacts — watering roads as necessary to control dust during drilling and completion
operations

Ground water impacts - collecting and analyzing water and gas samples from existing water

wells or springs; installing monitoring wells, collecting samples, and reporting water, gas and
pressure data

. Bafety impacts — soil gas sampling and analysis; residential crawl spade gas sampling and

analysis; installing security fencing around weltheads and production equipment

Outcrop impacts — performing outcrop gas seep surveys; performing produced water quality
analysis; periodic pressure fransient testing of high water/gas ratio wells; limiting water
production in wells with anomalously high water rates and water/gas ratios; funding
investigative reservoir modeling under the Director’s supervision

Wildlife impacts — limiting drilling and completion operations during certain seasonal time
periods when specific site conditions warrant

If the operator objects to any of the conditions of approval applied above, the Director shall
stay the issuance of the drilling permit and properly notice and set the matter for the next
regularly scheduled Commission hearing at which time the Commission may determine
conditions of drilling permit approval.

If the Director has reasonable cause to believe that any existing or proposed oil and gas
operations are causing, or are likely to cause, public heaith, safety and welfare or significant
adverse environmental impacts within Commission jurisdiction that may not be adequately
addressed by Commission rules or orders, the Director may properly notice and set the
matter for the next regularly scheduled Commission hearing to order appropriate
investigative or remedial action. Reasonable cause may include, but is not limited to,
information from the 3M Mapping, Modeling and Monitoring Project.

IT IS FURTHER ORDERED, that the provisions contained in the above order shall become

effective forthwith.

IT IS FURTHER ORDERED, that the Commission expressly reserves its right, after notice

and hearing, to alter, amend or repeal any and/or all of the above orders.

IT IS FURTHER ORDERED, that under the State Administrative Procedure Act the

Commission considers this order to be final agency action for purposes of judicial review within thirty (30)
days after the date this order is mailed by the Commission.

IT IS FURTHER ORDERED, that an application for reconsideration by the Commission of

this order is not required prior to the filing for judicial review.

Dated at Suite 801

ENTERED this_~ 28‘-"? day of May, 2008, as of May 8, 2008.

OIL AND GAS COMSERVATION COMMISSION

1420 Lincoln Street
Denver, Colorado 80203

May 28, 2008
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