BW-5

GENERAL '
CORRESPONDENCE

2009




JWS or NEw MEXxico, INc.
_ oo T =3 WorLD TRADE CENTER
RN Rt 1675 BROADWAY, SUITE 2800
e e VLD DENVER, COLORADO 80202-4628

i = SEAG S0 Ll . —
LT él}‘iﬁ FEB.23 uﬁlﬁ 39 23 TELEPHONE: 303-825-5467
o FACSIVILE: 303-825-4825
www.kpk.com COMPLETE Ol FIELD SERVICES

Mr. Wayne Price February 20, 2009
Environmental Bureau Chief

Oil Conservation Division

1220 South St. Francis Drive

Santa Fe, New Mexico 87505

Mr. Larry Kehoe

Assistant Land Commissioner, Surface Resources
New Mexico State Land Office

310 Old Santa Fe Trail

Santa Fe, NM 87504

RE: Closure and Remediation Proposal for Brine Pit Associated with Brine Well “BW-005”
Sinkhole and Groundwater Investigation Proposal for BW-005

Township 18 South, Range 28 East
Section 24: NW/4SE/4
Eddy County, New Mexico

Dear Mr. Price and Mr. Kehoe:

Jim’s Water Service of New Mexico, Inc. (JWS) is submitting the following proposal to close
the above-described brine pit and to investigate possible groundwater contamination resulting
from the sudden and unexpected development of a sink hole on July 16, 2008, in the location of
the collapsed Brine Well BW-005. Both the brine pit and Brine Well are operated by JWS, a
wholly owned subsidiary of K.P. Kauffman Company, Inc. (KPK). It is JWS’ intent to be
diligent and prudent in the pit remediation and groundwater investigation.

I. Proposed Brine Pit Closure Plan

As stated in our earlier letters to you, JWS remains concerned about the safety implications of
performing work in the vicinity of the sinkhole, particularly work involving heavy equipment.
As always, the safety of workers and the public will be our first priority. However, after further
studying the situation, and hearing from Mr. Price directly about the essential elements of an
acceptable plan, we have designed our proposal both to meet safety standards and to meet the
needs of the Oil Conservation Division (OCD) and State L.and Office (SLO).
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Taking into consideration our concerns, JWS proposes that before closing the brine pit, JWS will
sample the soil under the pit. In order to sample the soil under the pit, the contents of the pit and
the pit liner will be removed. These items will be properly disposed of in the CRI Halfway
Facility, located between Hobbs, NM and Carlsbad, NM.

JWS will take a five point, composite sample under the liner, and collect grab samples from any
area that is wet, discolored or showing signs of a release. Samples will be analyzed for benzene,
BTEX, TPH, the GRO & DRO and chlorides as per recommended EPA methods.

In addition, a plastic tank to the southeast of the pit will be investigated for any leaks of
hydrocarbons to the soils, and this area will be remediated as needed. A modified method (EPA
300) of determining chlorides in the surrounding native soils shall also be undertaken.

The laboratory results of the samples will be studied, with consultation from the OCD. If further
remediation of the pit area is deemed necessary, JWS will consult with the OCD and the
Commissioner of Public Lands to reach an acceptable final condition.

It is JWS’ intention to remediate the site to the point that it “blends in” with the surrounding
area. The remediation plan includes surface contours and vegetation. JWS realizes it may take
several growing seasons to achieve the desired results, as no artificial irrigation shall be used.
Topsoil will be added, as needed, to restore native plants. A 70% cover of native perennial
plants at the pit site will be the goal to achieve final reclamation. Care will be taken to avoid
noxious weeds in the reseeding area. JWS will repeat seeding/planting until the OCD approves
the remediation.

JWS is in the process of completing a Form C-144, “Pit, Closed-Loop System, Below-Grade
Tank, or Proposed Alternative Method Permit or Closure Plan Application”, which JWS will file
with the OCD.

I1. Proposed Groundwater Investigation Plan

In a letter dated October 28, 2008, JWS expressed to the OCD its conclusion and supporting
basis that the sinkhole feature will not have any detrimental effect on any potable water sources
in the area. However, after several conversations with the OCD, it has become apparent that the
drilling of one or more monitoring wells will be required by OCD. JWS therefore proposes
moving forward with a groundwater investigation plan in a prudent phased manner.

JWS proposes that it install an initial groundwater monitoring well upgradient of the sinkhole,
subject to the issuance of a water easement by the SLO. Utilizing field testing of groundwater
for TDS concentration, JWS will determine if two additional wells are needed down-gradient of
the sinkhole following the criteria set forth below. Prior to drilling the initial well, JWS will
notify the OCD.

The 8-inch diameter borehole will be advanced using air rotary drilling to an approximate
maximum depth of 245 feet bgs, which is the assumed depth of the primary freshwater aquifer
(the Rustler Formation). Cuttings will be recovered and inspected from the ground surface to the
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terminus of the boring. Cuttings will be used to provide a description of the subsurface
lithology. Liquids, soil and cuttings will be spread adjacent to the borehole.

Upon completion of above-described drilling, a groundwater monitoring well will be installed to
a depth of approximately 245 feet bgs. The well will be constructed with four-inch diameter
Schedule 80 polyvinyl chloride (PVC) blank and 0.010-inch factory slotted casing. The screened
interval is anticipated to span the water-bearing zone of the Rustler Formation from 225 to 245
feet bgs. The well casing will extend approximately two feet above the ground surface. The
well annulus will be filled with a filter pack of 10/20 silica sand from the total depth to two feet
above the screened interval. A five-foot seal consisting of bentonite (hydrated) will be placed by
tremie pipe above the silica sand. The remaining annular space will be backfilled with neat
cement grout to prevent surface water infiltration. A locking well cover will be installed around
the aboveground surface casing.

Well development will follow well installation in order to remove any stagnant water and
residual solids material resulting from drilling activities. Well development will ensure that
water samples are representative of groundwater quality. A minimum of 10 casing volumes will
be removed from each groundwater monitoring well prior to groundwater sampling using a
disposable bailer. Groundwater level and total well depth will be measured using a water level
meter. The surface water level in the sinkhole will also be measured. The water level meter will
be decontaminated prior to each use. Purge water generated from well development and
sampling will be spread on site.

The groundwater will be field-filtered to 0.45-micron size to derive samples for analysis. An
aliquot will be field tested for specific conductance and evaluated according to the following
relationship:

Specific Conductance (umhos/cm) x 4 = Dissolved Solids (mg/L)

The conversion factor 4 is known to vary from 0.54 to 0.96 in natural waters, with higher values
associated with water high in sulfate concentration. High sulfate may be present in site
groundwater based on review of the brine well boring log. Therefore, JWS will assume a one-to-
one relationship between specific conductance and dissolved solids measured in the field sample.

JWS will conduct field testing of groundwater for TDS concentration (using Hydropunch®
discrete depth sampling equipment through a temporary wellbore), lab analysis, and use
attainability analysis as cited in Title 20, Chapter 6, Part 4, Paragraph 15.D of the New Mexico
Administrative Code. Then, depending upon the results of this analysis, JWS will consult with
OCD regarding what, if any, further testing of the groundwater is needed, whether through
additional sampling of the existing well or one or two downgradient wells. The presumption will
be that no further sampling or monitor wells will be required if the initial well indicates that the
groundwater is not usable or viable. JWS plans to use a calibrated field meter that utilizes this
relationship to measure TDS in the water.

Field-filtered samples will also be placed into laboratory-supplied sample bottles, properly
labeled, placed on ice in a cooler and transported to the laboratory under chain-of-custody
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control for quantitative analysis. The samples will be analyzed for the following general water
chemistry parameters: ionic concentrations (cations and anions), hardness, TDS, pH, and
electrical conductivity.

III. Additional Information

JWS has been conducting ongoing subsidence monitoring at the sinkhole site using Pyeatt’s
Surveying Service located in Carlsbad, NM. An updated report with the latest regression
analysis results is enclosed herein.

JWS will be filing a Form C-141, “Release Notification and Corrective Action”, with the OCD
shortly.

Finally, JWS would like to make the OCD aware that it has a financial assurance bond in place
for $50,000.00. A copy of the bond is attached hereto.

IV. Approval of Plan

JWS would like to move forward with its pit closure plan and groundwater monitoring plan as
quickly and reasonably as possible, with continued communication and cooperation with the
OCD and SLO. JWS therefore requests written confirmation and approval of the two proposals
outlined herein by the OCD and the SLO in a timely matter. If you have any questions or
concerns with the proposals outlined herein, please contact me either by email at
rgorka@kpk.com or phone at 303-825-4822.

Sincerely,

Raymond M. Gorka
EHS Coordinator

Enclosures

Cc: Jim Carr, District Resources Manager 1, SLO (without enclosures)
Carl Chavez, Environmental Bureau, OCD (without enclosures)
Brian Henington, Public LLand Resources Assistant Director, Field Operations, SLO
(without enclosures)
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SINKHOLE DEVELOPMENT 7,/16/2008
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NEW MEXICO ENERGY, MINERALS and

NATURAL RESOURCES DEPARTMENT

BILL RICHARDSON
Govemor

Joanna Prukop
Cabinet Secretary

Mark E. Fesmire, P.E.
Director
Oil Conservation Division

October 11, 2007

Mrs. Rhonda Gallup

K.P. Kauffman Company, Inc.
1675 Broadway 28" Floor
Denver, CO 80202

Re: $50,000 One-Well Plugging Bond
Jim’s Water Service of Colorado, Inc.
dba Jim’s Water Service of New Mexico, Principal - OGRID 255448
U. S. Specialty Insurance Company, Surety
API 30-015-02036
State 24 Well No. 1
1987.9° FSL and 1930.4° FEL
Section 24, Township 18 South, Range 28 East,
Eddy County, NM
Bond No. B001493

Dear Mrs. Gallup:

The New Mexico Oil Conservation Division hereby acknowledges receipt of and
approves Rider No. 1 dated September 17, 2007, to the above-captioned one-well
plugging bond amending the penal sum to $50,000. :

Sincerely,

Ulgnd IC

7

7 4
/f/’ 1Y
/ ,: :/-- ’y l.{‘,.—.

DAVID K. BROOKS
Assistant General Counsel

DKB/cc

cc: 01l Conservation Division — Artesia, NM

U.S. Specialty Insurance Company
13403 Northwest Freeway
Houston, TX 77040

Oil Conservation Division * 1220 South St. Francis Drive * Santa Fe, New Mexico §7505

Phone: (505) 476-3440 * Fax (505) 476-3462 * http://www.emnrd.state.nm.us




Bond No. B001493
BW-5
30-015-02036
State 24 Well #1

SureTYy Riper No. 1

To be attached to and form a part of Bond No. BO01493 on behalf of

Jim’s Water Service of Colorado, Inc. dba Jim’s Water Service of New
Mexico, as Principal, executed by U.S: Specialty Insurance Company, as
Surety, and in favor the State of New Mexico Oil Conservation Division of
the Energy, Minerals and Natural Resources Department, as Obligee.

Executed date of bond:  January §, 2005
Effective date of change: September 17, 2007

[n consideration of the mutual agreement contained herein, the Prmc1pa1 and
the Surety hereby consent to the following changes:

The penalty amount Las been increased from:

Five Thousand and No/100 Dollars ($5,000.00)

fo:
Fifty Thousand and No/100 Dollars ($50,000.00)

Nothing contained herein shall vary, alter or extend any prov151on term or
condition of this bond except as expressly stated herein.

SiGNED, SEALED AND DATED THIS: 17" day of September, 2007,
Y p )

Jim’s Water Sgrvig€ of Cglorado, Inc.
dba Jim’s W{/er/geéf %Q(New Mexico U.S. Specialty Insurance Company

7?&11 )

Slonature
Chairman & CEO SR W. Russell Brown. fr o
(Name and title)  ° =~ " - ,: Attorney-in-Fact "

IndemCo



PA001493

POWER OF ATTORNEY
(To be used with bonds issued on behalf of U. S. SPECIALTY INSURANCE COMPANY)

Know All Men by These Presents That, U. S. SPECIALTY INSURANCE COMPANY (the “Company”), a corporation duly
organized and existing under the laws of the State of Texas, and having its principal office in Houston, Hairis County, Texas, does by

these presents make, constitute and appoint
Edwin H. Frank III, W. Russell Brown, Jr.

its true and lawful Attorney-in-fact, with full power and authority hereby conferred in its name, place and stead, to execute,
acknowledge and deliver any and all bonds, recognizances, undertakings or other instruments or contracts of suretyship to
inciude riders, amendments, and consents of surety, providing the bond penalty does not exceed Three Million ($3,000,000)
and to bind the Company thereby as fully and to the same extent as if such bonds were signed by the President, sealed with the
corporate seal of the Company and duly attested by its Secretary, hereby ratifying and confirming that the said Attorney-in-Fact may

do in the premises. Said appointment is made under and by authority of the following resolutions of the Board of Directors of the

U. S. Specialty Insurance Company:

Be it Resolved, that the President, any Vice-President, any Assistant Vice-President, any Secretary or any Assistant Secretary shall be and is hereby vested with full
power and authority to appoint aity one or more suitable persons as Attorney(s)-in-Fact to represent and act for and on behalf of the Company subject to the foliowing
provisions:

Attorney-in-Fact may be given tull power and authoriy for and in the namc of and of nehaif of the Company, W eacuuic, aCknowicdge and duiiver, ady and ail bonds,
recognizances, conlracts, agreements or indemnity and other conditional or obligatory undertakings and any and all notices and documents canceling or terminating the
Company's liability thereunder, and any such instruments so executed by any such Attorney-in-Fact shall be binding upon the Company as it signed by the President
and scaled and effected by the Corporate Secretary.

Be it Resolved, that the signaturc of any authorized officer and seal of the Company heretofore or hereafter affixed to any power of attorney or any certificate relating
thereto by facsimile, and any power of attorney or certificate bearing facsimilc signature or facsimile seal shall be valid and binding upon the Company with respect to
any bond or undertaking to which it is attached. (Adopted by unanimous written consent in licu of meeting on July 7, 2003.)

In Witness Whereof, U. S. SPECIALTY INSURANCE COMPANY has caused these presents to be signed by its President, and its
Acoxpordm scal to te hereto affixed this 28" day of June, 2007.

U.S. SPECTALTY INSURANCE COMPANY

mm Ay

Michael J. Schell Pr esndent

C'omorate Seal

State of Texas

County of Harris. ~ ss:

On this 28" day of June, 2007 before mc personally came Michael J. Schell, to me known, who, being by me duly sworn, did depose
and say, that he resides in Houston, Texas, that he is President of U. S. SPECIALTY INSURANCE COMPANY, the company

described in and which executed the above instrument; that he knows the seal of said Company; that the seal affixed to said instrument
1s such corporate seal; that it was so affixed by order of the Board of Directors of said Company; and that he signed his name thereto

by Lilee grder.
N @AJ\) , Notary Public

My comumission expires Cf 20/10

SR, HUGO ARIAS

%% Notary Public, State of Texas
i.E My Commission Expires
¥ September 20, 2010

Notary Seal

e g eh s orn . Be v g W

[, James L. Simmons, Secretary of U. S. SPECIALTY INSURANCE COMPANY, do hereby certify that the above and foregoing is a
true and correct copy of a Power of Attorney, executed by said Company, which is still in full force and effect; furthermore, the

resolutions of the Board of Directors, set out in the Power of Attorney are in full force and effect.

In Witness Whereof, 1 have hereunto set my hand and affixed the sea) of said Company at Houston, Texas this _17th day of

f?mber ,20 07,

-Co’fporats Seal e v
. : %mes L. Simmons, Secretary ‘x



