STATE OF NEW MEXICO
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES
OIL CONSERVATION COMMISSION

IN THE MATTER OF THE APPLICATION

OF DUKE ENERGY FIELD SERVICES, LP FOR

APPROVAL OF AN ACID GAS INJECTION WELL

LEA COUNTY, NEW MEXICO CASE NO. 13589

Motion To Dismiss

Randall Smith, Beach Snyder and A. C. Ranches, (“Opponents”), through their
undersigned counsel, move the Commission enter its order dismissing the Application filed on
behalf of Duke Energy Field Services, LP, (“Applicant”, “Duke Energy” or “DEFS”), for two
separate but equally compelling grounds: (1) Applicant has no lease, permit or other authority to
utilize State of New Mexico trust lands for the proposed facility; and (2) Notice of the
Application is inadequate.

DEFS Has No Authority to Utilize the Subject Lands

Duke Energy presently has no right by permit, lease or otherwise to utilize either the
surface or subsurface of the State of New Mexico trust lands upon which it proposes to locate its
pipeline, compression facility and injection well.

Duke Energy, through its agent, Geolex, Inc., acquired a state oil and gas lease covering
the SW/4 of Section 30, T18S, R37E (the “Subject Lands™). However, utilization of the surface
and subsurface of the Subject Lands for the transportation and injection of acid-gas is beyond the
scope of activities authorized by an oil and gas lease. The State Land Office’s statutory form of
oil and gas lease authorizes the use of state lands “... for the sole and only purpose of
exploration, development and production of oil or gas (including carbon dioxide and helium), or
both thereon and therefrom...”. (Exhibit A, attached). The use of state lands for acid gas
injection and disposal is inconsistent with the uses authorized under the oil and gas lease.

It is acknowledged that DEFS has submitted an application for a pipeline right-of-way
permit which is currently under review at the State Land Office.' It is not clear whether the
application pending before the State Land Office also includes the compression facility and
injection well within its scope. The terms and conditions that the State Land Office may place on
any such permit it may issue to Duke Energy are apparently not finalized. As of today, it is not
known when, or if, such permits will be issued to DEFS by the SLO. The design and
configuration of the facility has undergone several iterations and is not yet complete.

As a consequence, the DEFS Application is premature. Until such time as the Applicant
secures the right to utilize lands, state-owned or otherwise, and is able to inform the Division or

' It is our understanding that DEFS must also obtain a right-of-way from the State Highway Department.
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Commission of the location and configuration of its proposed facilities with some finality, the
Application should be dismissed.
Notice

To date, Duke Energy’s application has been processed under the Division’s rules
that are normally applicable to Class II salt water disposal wells. The Division’s C-108 form for
such applications instructs that only minimal notice be provided to lease operators within one-
half mile of the proposed facility.

On September 13, 2005 the Division received Duke Energy Field Services, LP’s
administrative Application for Authorization to Inject for its proposed acid gas injection well on
the Division’s standard form C-108 (DEFS C-108, Exhibit B). Notice appears to have been sent
to all well operators within a one-half mile radius of the proposed injection well in apparent
compliance with Division Rule 701C. (Exhibit C.) A sample copy of the September 12, 2005
notice letter is attached as Exhibit D. Presumably, a copy of the DEFS C-108 form was enclosed
with the application to these off-set operators. In addition, legal notice of the DEFS Application
was published in the Hobbs Sun newspaper on September 13, 2005 (Exhibit E). The legal
advertisement does not reference that any hazardous substances are to be handled by the
proposed facility. Subsequently, on October 18, 2005, “courtesy notices” of the DEFS
application were sent to the Hobbs City Manager and to XCEL Energy (Exhibits F and G).
XCEL Energy is the operator of the Maddox Station Power Plant located approximately one-half
mile to the west of the proposed injection site.

In this case, Division staff exercised a modicum of discretion and prescribed additional
notice to all operators within an additional one-half mile, the surface owner, the surface lessee
and the City of Hobbs. By correspondence dated September 16, 2005, the Division’s UIC
Director (William V. Jones) outlined to Duke Energy’s agent the scope of notice that would be
required in connection with the DEFS application: (September 16, 2005 letter from William V.
Jones, P.E., Exhibit H):

(3) “Division rules allow the examiner or the director to require
additional notice of any application as needed. In this instance, I will recommend
the following notice to be provided to affected parties within a one mile radius of
the well bore. This includes all tracts that are wholly or partially contained
within this one mile radius. For each of these tracts, the Division designated
operator of record for all depths from the intended injection interval to the
surface should be notified. Division records indicate there are only two active
wells within a one mile radius. These are operated respectively by XTO Energy
and by Southwest Royalties. If a tract does not have an operator, then the lessees
must be notified. If no lessees, then the mineral interests owners must be notified.
The surface owner of the well site, the facility site and the flow line to the well
must be notified. The surface owner in our State records data base for this
location is the New Mexico State Land Office. The surface lessee should also be
notified. Proof of notice should also be provided to the City of Hobbs, in addition
to a normal newspaper notice.”




On December 15, 2005, Alberto A. Gutierrez, agent for Duke Energy Field Services, LP
sent notice to Chevron USA, ConocoPhillips Company, Marathon Oil Company, Southwest
Royalties, Inc., and Amerada Hess Corporation. (Exhibit L)

Randall Smith and A. C. Ranch are unquestionably “interested parties” in this
proceeding. Smith whose farm and house is located north of the proposed injection facility was
provided with no notice of the Application. (Affidavit of Randall Smith, Exhibit J, attached.)

Although it was directed to do so in the Division’s September 16, 2005 letter, we have
been unable to confirm that DEFS sent a notice letter to the surface lessee, A. C. Ranch. A form
of notice of Duke Energy’s right-of-way application was issued to A. C. Ranch on October 6,
2005 by the State Land Office. (Exhibit K, attached). However, the SLO’s letter does not
adequately inform the grazing lessee of the specific nature of the facility applied for. Any
mention of the transportation, compression and injection of hydrogen sulfide or carbon dioxide
are absent. It cannot be said, then, that the Applicant’s notice to the surface lessee, through the
State Land Office or otherwise, was sufficient to satisfy the Division’s requirements.

The notice prescribed for this case is inadequate. In the context of a proposed facility that
will receive, transport, compress and inject hazardous substances, prudence and common sense
demands that broader, more comprehensive notice be provided so that the Division may be
satisfied (1) all those “interested parties” potentially affected are notified, and (2) the agency is
fully discharging its statutory and regulatory duties to protect public health and the environment.
(See NMSA 1978 §§70-2-12 B(21) and (22), 19.15.14.1209 C NMAC).

It is not disputed that hydrogen sulfide is a RCRA-exempt waste. Yet, at the same time, it
should also be beyond dispute that regardless of the classification as an exempt waste, hydrogen
sulfide remains a hazardous substance which demands close scrutiny in its handling and
disposition. Broader notice than that usually accorded a SWD well application should be
required. While the Division’s notification rules do not specifically address facilities proposing
to handle acid-gas or hydrogen sulfide, by analogy, the Environment Department’s hazardous
waste rules are instructive.

Under its rules, NMAC §20.4.1.600, pertaining to Hazardous Waste Management,
NMED specifically adopts by incorporation the federal requirements under 40 C.F.R. 265, et
seq.: “Interim Standards for Owners and Operators of Hazardous Waste Treatment, Storage, and
Disposal Facilities”. These incorporated regulations also refer to the more rigorous notice
requirements under, inter alia, 40 C.F.R. 124.32.

40 C.F.R. 124.32 sets out public notice requirements at the application stage for those
applicants seeking permits for hazardous waste management units over which the EPA (or the
State) has permit issuance authority. When an application is submitted, the Director must
provide public notice by mailing a copy of the notice to those persons on a mailing list that was
developed by: '




(A) Including those who request in writing to be on the list;
(B) Soliciting persons for "area lists" from participants in past permit proceedings
in that area; and :
(C) Notifying the public of the opportunity to be put on the mailing list through
periodic publication in the public press and in such publications as Regional and
State funded newsletters, environmental bulletins, or State law journals. (The
Director may update the mailing list from time to time by requesting written
indication of continued interest from those listed. The Director may delete from
the list the name of any person who fails to respond to such a request.)

40 C.F.R. 124.10(c)(1)(ix).

The notice must then be published and must include:

(i) The name and telephone number of the applicant’s contact person;

(i)  The name and telephone number of the permitting agency’s contact office, and a
mailing address to which information, opinions, and inquiries may be directed
throughout the permit review process;

(11i)  An address to which people can write in order to be put on the facility mailing list;

(iv)  The location where copies of the permit application and any supporting documents
can be viewed and copied;

V) A brief description of the facility and proposed operations, including the address or a
map (e.g., a sketched or copied street map) of the facility location on the front page of
the notice; and

(vi)  The date that the application was submitted.

40 C.F.R. 124.32(b)(2).

The New Mexico Supreme Court has instructed that the Commission and the Division
must provide for “reasonable notice” in accordance with NMSA §70-2-23. See, Johnson, et al. v.
New Mexico Qil Conservation Commission, 1999 NMSC-021, 127 N. M. 120, 125 978 P. 2d 327
(1999), (“This “reasonable notice” mandate should circumscribe whatever Division rules are
promulgated for the purpose of notifying interested persons.”) The notice issued here does not
meet the “reasonableness” criterion.

The notice provided of the Application in this case falls far short of what is required by
law and what should be required by common sense. This is particularly true where a matter is set
directly for hearing before the Commission where there will likely be only one opportunity for
agency action and for the creation of a record. It is doubly true where activities such as are
proposed by the Application in this case may be approved administratively.

Conclusion

For the foregoing reasons, Duke Energy’s Application should accordingly be dismissed.




MILLER STRATVERT P.A.

o) cmn REER

J. Scott Hall

Attorneys for Randall Smith, Dean “Beach”
Snyder & A.C. Ranch Partnership

Post Office Box 1986

Santa Fe, New Mexico 87504-1986

(505) 989-9614

Certificate of Service

I hereby certify that a true and correct copy of the foregoing was hand-delivered to

counsel of record on the & day of February 2006, as follows:

William F. Carr, Esq. David Brooks, Esq.

Holland & Hart LLP New Mexico Oil Conservation Commission
110 North Guadalupe St., No. 1 1220 South St. Francis Drive

Santa Fe, New Mexico 87501 Santa Fe, New Mexico 87504

Cheryl O’Connor, Esq.

New Mexico Oil Conservation Division
1220 South St. Francis Drive

Santa Fe, New Mexico 87504

T. Sw—'—j\”’&‘vq-Q,

J. Scott Hall
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L}-:‘.ASF, NO:V07530 0000 Application No:

OIL AND GAS LEASE
(Discovery Form)

THIS AGREEMENT, dated Augnst 01, 2005, between the state of New Mexico, acting by and through its commissioner of public lands, hereinafier called
the “lessor”, and .

GEOLEX, INC.

500 MARQUETTE AVENUE, N.W.
SUITE 1350

ALBUQUERQUE, NM 87102

hereinafter called the “lessee™,

- WITNESSETH:

WHEREAS, the lessee has filed in the office of the commissioner of public lands an application for an oil and gas lease covering the lands hereinafier
described and has tendered therewith the required first payment, and

WHEREAS, all of the requirements of law relative to the application and tender have been duly complied with;

THEREFORE, in consideration of the premises as well as the sum of TWELVE THOUSAND and 00/100 dollars ($12,000.00),
the same being the amount of the tender above mentioned, and the further sum of $30.00 filing fee, and of the covenants and agreements hereinafier contained, the
lessor does hereby grant, demise, lease and let unto the said lessee, exclusively, for the sole and only purpose of exploration, development and production of oil or
gas (including carbon dioxide and helium), or both thereon and therefrom with fhe right to own all o1l and gas so produced and saved therefrom and not reserved
as royalty Dy the lessor under the terms of this lease, fogether with rights-of-way, easements and servifudes for pipelines, telephone lines, tanks, power houses,
stations, gasoline plants and fixmres for producing, treating and caring for such products, and housing and boarding employees, and any and all rights and
privileges necessary, incident to or convenient for the economical operation of said land, for oil and gas, with right for such purposes to-the free use of oil, gas,
casing-head gas or water from said lands, but not from lessor's water wells, and with the rights of removing either during or after the term hereof, all and any
improvements placed or erected on the premises by the lessee, including the right to pull all casing, subject, however, to the covenants and conditions hereinafter

set out, the following described land situated in the count(y)(ies) of 1ea, state of New Mexico, and more particularly described as follows:

Subdivisions Section Twp _Rge Acres _Instituation
LOT(S) 3(39.87), 4(39.85), E2SW4 30 18S 37E 159.72 SDSV

Said lands having been awarded to lessee and designated as Tract NO.VO-O-_OO32 at public sale held by the commissioner of public lands on
July 19,2005, .

To have and to hold said land, and all the rights and privileges granted hc::reunder, 10 and unto the lessee for a primary term of five years from the date
bereof, and as long thereafier as oil and gas, or either of them, is produced in paying quantities from said land by lessee, subject to all of the terms and conditions
23 heretnafter set forth. ' .

In consideration of the premises the iyarties convenant and agree as follows: ) .

1. Subject 1o the free use without royalty, as hercinbefore provided, the lessee shall pay the lessor as royalty one-sixth part of the oil produce(.i and
saved from the leased premises or the cash value thereof, at the option of the lessor, such value 1o be the price prevailing the day oil is run into a pipeline, ifthe oil -
be run into a pipeline ,or into storage tanks, if the oil is stored.

2. Subject to the free use without royalty, as-hereinbefore provided, at the option of the lessor at any time and from time to time, the lessee shall pay
the lessor as royalty one-sixth part of the gas produced and saved from the leased premises, including casing-head gas. Unless said option is exercised by lessor,
the lessee shall pay the lessor as royalty one-sixth of the cash value of the gas, including casing-head gas, produced and saved from the leased premises and
marketed.or utilized, such value to be equal to the net proceeds derived from the sale of such gas in the field; provided, however, the cash value for royalty
purposes of carbon dioxide gas and of hydrocarbon gas delivered to a gasoline plant for extraction of liquid hydrocarbons shall be equal to the net proceeds
derived from the sale of such gas, including any liquid hydrocarbons recovered therefrom.

Notwithstanding the foregoing provisions, the lessor may require the payment of royalty for all or any part of the gas produced and saved under this lease and
marketed or vtilized at a price per m.cf. equal 1o the maximum price being paid for gas of like kind and quality and under like conditions in the same field or area
or muy reduce the royalty value of any such gas (to any amount not less than the net proceeds of sale thereof; in the field) if the commissioner of public lands shall




determine such action to be necessary to the successful operation of the lands for oil or gas purposes or to encouragement of the greatest ultimate recovery of oil or
gas or to the promotion of conservation of oil or gas or in the public interest. .

This lease shall not expire at the end of the primary term hereof if there is a well capable of producing gas in paying quantities located upon some part of the lands
embraced hérein, or upon lands pooled or communitized herewith, where such well is shut-in due to the inability of the lessee to obtain a pipeline connection or to
market the gas therefrom and if the lessee timely pays an annual royalty on or before the annual rental paying date next ensuing after the expiration of ninety days
from the date said well was shut-in and on or before said rental date thereafter. The payment of said annual royalty shall be considered for all purposes the same
as if gas were being produced in paying quantities and upon the commencement of marketing of gas from said well or wells the royalty paid for the lease year in
which the gas is first marketed shall be credited upon the royalty payable hereunder to the lessor for such year. The provisions of this section shall also apply
where gas is being marketed from said leasehold premises and through no fault of the lesses, the pipeline connection or market is lost or ceases, in which case this
lease shall not expire so long as said annual royalty is paid as herein provided. The amount of any anniual royalty payable under this section shall equal twice the
annual rental due be the lessee under the terms of this lease but not less than three hundred twenty dollars ($320) per well per year, provided, however, that any
such annual royalty for any year beginning on or afier ten years from the date hereof shall equal four times the annual rental due by the lessee under the terms of
this lease but not less than two thousand dollars ($2,000) per well per year; provided further that no annual royalty shall be payable under this section if
equivalent amounts are timely paid pursuant to another lease issued by lessor and if such other lease includes lands communitized with lands granted hereunder
for the purpose of prorationally sharing in the shut-in well. Notwithstanding the provisions of this section to the contrary, this lease shall not be continued after
five years from the date hereof for any period of more than ten years by the payment of said annual royalty unless, for good cause shown, the commissioner of

public lands, in his discretion, grants such a continuance. ’

3. Lessee agrees to make full settlement on the twenticth day of each month for all royalties due to the lessor for the preceding month, under this lease,
and to permit the lessor or its agents, at all reasonable hours to examine lessee’s books relating to the production and disposition of oil and gas produced. Lessee
further agrees to submit to lessor annually upon forms firnished by lessor, verified reports showing lessee's operations for Ehe preceding year.

4. An annual rental at the rate of $1.00 per acre shall become due and payable to the lessor by the lessee upon each acre of the land above described
and then claimed by such lessee, and the same shall be due and payable in advance to the lessor on successive anniversary dates of this lease, but the annual rental
on any assignment shall in no event be less than forty dollars ($40.00).

In the event the lessee shall elect to surrender any or all of said acreage, he shall deliver to the lessor a duly executed release thereof and in event said lease has
been recorded then he shall upon request furnish and deliver to the lessor a certified copy of a duly recorded release.

5. The lessee may at any time by paying to the lessor all amounts then due as provided herein and the further sum of forty dollars ($40.00), surrender
and cancel this lease insofar as the same covers all or any portion of the lands herein leased and be relieved from further obligations or liability hereunder, in the
manner as hereinbefore provided. Provided, this surrender clause and the option herein reserved to the lessee shall cease and become absolutely inoperative
immediately and concurrently with the institution of any suit in any court of law or equity by the lessee, lessor or any assignee, to enforce this lease, or any of its
terms expressed or implied.

6. All payments due hereunder shall be made on or before the day such payment is due, at the office of the commissioner of public lands in Santa Fe,
New Mexico. -’

7. The lessee with the consent of the lessor shall have the rights to assign this lease in whole or in part. Provided, however, than no assignment of an
undivided interest in the lease or in any part thereof nor any assignment of less than a legal subdivision shall be recognized or approved by the lessor. Upon
approval in writing by the lessor of an assignment, the assignor shall stand relieved from all obligations to the lessor with respect to the lands embraced in the
assignment and the lessor shall likewise be relieved from all obligations to the assignor as to such tracts, and the assignee shall succeed to all of the rights and
privileges of the assignor with respect to such tracts and shall be held to have assumed all of the duties and obligations of the assignor to the lessor as to such
tracts. '

8 In the event a well or wells producing oil or gas in paying quantities should be brought in on adjacent land which is draining the leased premises,
lessee shall erll §uch offset well or wells as a reasonably prudent operator would drill under the same or similar circumstances, provided that no such offset well
shall be required if compensatory royalties are paid pursuant to an agreement between the lessor and the lessee.

] 9. The lesse.e agrees to notify the lessor of the location of each well before commencing drilling thereon, to keep a complete and accurate log of each
well_ drilled and to furnish a copy thereof, verified by some person having actual knowledge of the facts, to the lessor upon the completion of any well, and to
furnish the log of any unfinished well at any time when requested to do so by the lessor. - ’

If any lands embraced in this lease shall be included in any deed or contract of purchase outstanding and subsisting issued pursuant to any
sale made of the surface of such lands prior to the date of this lease, it is agreed and understood that no drilling operation shall be commenced on any such lands so
Sf)ld unless and until the lessee shall have filed a good and sufficient bond with the lessor as required by law, to secure the payment for such damage to the
fivestock, range, water, crops or tangible improvements on such lands as may be suffered by the purchaser holding such deed or contract of purchase, or his
suceessors, by reason of the developments, use and occupation of such lands by such lessee. Provided, however, that no such bond shall be required if such
purchaser shall waive the right to require stich bond to be given in the manner provided by law. - -




. 10. In drilling wells all water-bearing strata shall be noted in the log, and the lessor reserves the right to require that all or any part of the casing shall
be left in any nonproductive well when lessor deems it to the interest of the beneficiaries of the lands granted hereunder to maintain said well or wells for water.
For such casmF so left in wells the lessor shall pay to the lessee the reasonable value thereof.

1 1 Lessee shall be liable and agree to pay of all damages to the range, hvmstock, growing crops or improvements caused by lessee's operations on said
lands. When requested by the lessor the lessee shall bury pipelines below plow depth.

12. The lessee shall not remove any machinery or fixtures placed on said prexms&s, nor draw the casing from any well unless and until all payments
and obhganons due the lessor under the terms of this agreement shall have been paid or satisfied. 'l'he lessee’s right to remove the casing is subject to the

provision of Paragraph 10 above.

13. Upon failure or defauit of the lessee to comply with any of the provisions or covenants hereof; the lessor is hereby authorized to cancel this lease
and such cancellation shall extend to and inchude all rights hereunder as to the whole of the tract so claimed, or possessed by the lessee, but shall not extend 1o, nor
affect the rights of any other lessee or assignee claiming any portion of the Jands upon which no default has been made; provided, however, that befose any such
cancellation shall be made, the lessor shall mail to the lessee so defaulting, by registered or certified mail, addressed to the post-office address of such lessee as
shown by the records of the state land office, a notice of intention of cancellation specifying the defanit for which cancellation is to be made, and if thhmt}m-ty
days from the date of maxhng said notice the said lessee shall remedy the default specified in said notice, cancellation shall not be made.

14. Ifthis lease shall have been maintained in accordance with the provisions hereof and if at the expiration of the primary term provided for herein oil
or gas is not being produced on said land but lessee is then engaged in bona fide drilling or reworking operations thereon, this lease shall remain in full force and
effect so long as such operations are diligently prosecuted and, if they result in the production of oil or gas, so long thereafier as oil and gas in paying quantities, or
either of them, is produced from said land; provided, however, such operations extending beyond the primary term shall be approved by the lessor upon written
application filed with the lessor on or before the expiration of said term, and a report of the status of all such operations shall be made by the lessee to the lessor
every thirty days and a cessation of such operations for more than twenty consecutive days shall be considered as an abandonment of such operations and this lease

shall thereupon terminate.

If during the drilling or reworking of any well under this section, lessee loses or junks the hole or well and after diligent efforts in good faith
is unable to complete said operations, then within twenty days after the abandonment of said operations, lessee may commence another well within three hundred
thirty feet of the lost or junked hole or well and drill the same with due diligence.

Operations commenced and continued as herein provided shall extend this lease as 10 all lands as to which the same is in full force and
effect as of the time said drilling operations are commenced; provided, however, this lease shall be subject to cancellation in accordance with Paragraph 13 hereof
for failure to pay rentals or file reports which may become due while operations are being conducted hereunder.

15. Should production of oil and gas or either of them in paying quantities be obtained while this lease is in force and effect and should thereafter
cease from any cause after the expiration of five years from the date hereof this lease shall not terminate if lessee commences additional drilling or reworking
operations within sixty days afier the cessation of such production and shall remain in full force and effect so long as such operations are prosecuted in good faith
with no cessation of more than twenty consecutive days, and if such operations result in the production of cil or gas in paying quantities, so long thereafter as oil
or gas in paying quantities is produced from said land; provided, however, written notice of intention to commence such operations shall be filed with the lessor
within thirty days after the cessation of such production, and 2 report of the status of such operations shall be made by the lessee to the lessor every thirty days, and
the cessation of such operations for more than twenty consecutive days shall be considered as an abandonment of such operations and this lease shall thereupon

terminate.

16. Lessee, including their heirs, assigns, agents and contractors shall at their own expense fully comply with all laws, regulations, rules, ordinances
and requirements of the city, county, state, federal authorities and agencies, in all matters and things affecting the premises and operations thereon which may be
enacted or promulgated under the governmental police powers pertaining to public health and welfare, including but not limited to conservation, sanitation,
aesthetics, pollution, cultural properties, fire and ecology. Such agencies are not to be deemed. third party beneficiaries hereunder, however, this clause is
enforceable by the lessor in any manner provided in this lease or by law.

17. Should lessor desire to exercise its rights to take in-kind its royalty share of oil, gas or associated substances or purchase all or any part of the oil,
gas or associated substances produced from the lands covered by this lease, the lessee hereby irrevocably consents to the lessor exercising its right. Such consent is
a consent to the termination of any supplier/purchaser relationship between the lessor and the lessee deemed to exist under federal regulations. Lessee ﬁmher
agrees that it will require any purchaser of oil, gas or associated substance to likewise waive any such rights.

18. Lessor reserves a continuing option to purchase at any time and from time o time, at the market price prevailing in the arca on the date of
purchase, all or any part of the minerals (oil and gas) that will be produced from the lands covered by this lease.

19. Lessor reserves the right to execute leases for geothermal resource development and operation thereon; the right to sell or dispose of the
geothennal resources of such lands; and the right to grant rights-of-way and easements for these purposes,

20. Al terms of this agreement shall extend to and bind the hetrs, executors, administrator, successors and assigns of the parties hereto.




In witness whereof, the party of the first part has hereunto signed and caused its name to be signed by its comumissioner of public lands thereunto
duly authorized, with the seal of his office affixed, and the lessee has signed this agreement the day and year first above written.

STATE OF NEW MEXICO

r%/v J//vame

Commissioner of Public Lands, Lessor &/

\m» MB»\ (Seal)

€S ee

(PERSONAL ACKNOWLEDGMENT)

STATE OF S5.
COUNTY OF . §S.
The foregoing instrument was acknowledged before me this day of , 20 oy

My commission expires:

Notary Public
(ACKNOWLEDGMENT BY ATTORNEY-IN-FACT)
STATE OF sS.
COUNTY OF SS.
The foregoing instrument was acknowledged before me this day of ‘ : ,20___ by

as attorney-in-fact in behalf of

My commission expires:

Notary Public

(ACKNOWLEDGMENT BY CORPORATION) . OFFICIALSEAL

Ne . .  Elizabeth A Hill -
STATEOF New M oo ss. g Bl
NE_WMKXICO
COUNTY OF &Qw "\‘b\'\\\b ss. MyCornmlssmnbcpuu 12fjs/e

The foregoing instrument was acknowledged béfore me this ) l day of _TY w\ 2 - ,2005 ,by-
P\\L <<y ‘%\ L, 6 \»)(\\ RS 0= , gvgs'] §3§§ of QQQ\ D Xnc .
(Name) (Title) - (Corporation)

a_ N ey Mexdies corporation, on behalf of said corporation.

My commission expires: ] %'Z 15 // 05 %% \\§\\

Notary Public '
O - 23 06/14/1985




-
R

From Lease Number

v - T

NEW MEXICO STATE LAND OFFICE V0-7530-0

ASSIGNMENT OF OIL AND GAS LEASE: £ CE|VED To Loase Number |
ONLINE Versio '
O e o A V0-7530-1
, WRS Y BT C3
FOR VALUE RECEIVED, ___ GEOLEX, INC. C7 T AN) L. OGRIDNo.235647
A Assignor Name (include name of spouse, if any; or type of business entxty) T __ . s
("Assignor” whether one or more), assigns and conveys to: __ DUKE ENERGY FIELD SERVICES, LP , OGRID No._36785 v

Assignee

("Assignee” whether one or more), whose mailing address is 370 177 STREET, SUITE 2500; DENVER COLORADO zIP 80202

FEFP
i
ERL

_the entire interest and title in and to Oil and Gas Lease No. _V-7530 0000 _("the Lease") initially made by the New Mexico State Land Office to:

GEOLEX, INC, Dated AUGUST 1, 2005, insofar as the Lease covers the following land in LEA County, New Mexico:

ORIGINAL LESSEE

Township Range Section  Description:

18S 37E 30 LOT(S) 3 (39.87). 4 (39.85), E2 SW4 159.72 ACRES

together with the rights incident thereto, and improvements thereon, if any.

Assignee assumes and agrees to perform all duties and obligations to the Commissioner of Public Lands including payment of rentals and royalties, and to do
such other acts as are required by the Lease, to the same extent and in the same manner as if the provisions of the Lease were fully set out herein.

Assignor warrants the leasehold estate herein assigned, except as to any valid overriding royalty, production payment, operating agreement or sub-lease, if any,
now of legal record, and covenants to the Assignee and the Commissioner of Public Lands that the leasehold estate assigned is valid, and that all rentals and royalties due
under the Lease have been paid in full, and that all other Lease obligations presently due have been fully performed.

EXECUTED this_15TH day of AUGUST  ,2005

By: :
Assignor
PRESIDENT, GEOLEX, INC.
Spouse, if any, OR Title, if signing in representative capacity
. ACKNOWLEDGMENT
STATEOF P ewM™Macs )
. }ss
COUNTYOF B aswmANe )
A _
This Assignment was acknowledged before me this ) 5 day of ﬁ B \\hé\ 520 05
~7

by, AAAk-&v‘\s - S *“‘”‘\1 , ‘P(‘U‘w\x;*\ QRQ\Q}\ e,

RS . -

_ Title, if signing in 'réprcsentaﬁve capacit'yj

Notary Bublic
My conmission expires ‘ D/ ) s /

q:omcm.smr,

% Elizabeth A. Hill .

~‘¢

ASSIGNEE'S ACCEPTANCE
The undersigned Assignee named above hereby agrees to be bound by all of the terms, covenants, and conditions of the Lease and this Assignment and shall succeed to the
rights and benefits undcr the Lease.
EXECUTED this 22 day of Coguent 2005, . _ '

! Assignee

Title, if signing in representative capacity

FEED ONLINE VERSION NMSLG 001-D0004
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-}EI}Y MINERALS AND NATURAL 1220 South St. Franeis Dr. Revised June 10, 2003
URCES DEPARTMENT ' Santa Fe, New Mexico 87505 :

APPLICATION FOR A_UTHORIZATION TO INJECT

Addltlonal sheets may be attached if necessary.

this an expansmn of an existing project? No
S, glve the D1v151on order number authorizing the project: NA

2 map that identifies all wells and leases within two miles of any proposed mJecuon well with a one-half mile radius cxrcle
rawn around éach proposed injection well. This circle identifies the well's area of review.

ations of all wells within the 2-mile and %-mile radii of the proposed infection well are provided in the attached Supplement Map
'n V. Locauons of adjacent leases are provided in the attached supplement Map 2 for C-108 Section V.

a tabulauon of data on all wells of public record within the area of review which penetrate the proposed injection Zone.
hall include a description of each well's type, construction, date drilled, location, depth, record of completion, and a
tic of any plugged well illustrating all plugging detail.

-tabula f the available public data on wells within the 2-mile and % mile radii are presented in the attached Supplemental Tabular
Informa " n for Section VI. This tabulation includes the description of all wells withiu the 2-mile radius and the requested data on the
i e radms (hlghhghtcd in yellow). The requested pluggmg records for the- wells in the Y;-mile radius are included as

s for disposal purposes into a zone not productive of oil or gas at or within one mile of the proposed well, attach a.
nalysis of the disposal zone formatlon water (may be measured or inferred ﬁ'om existing literature, studies, nearby

\ Ata depth of 9000 feet, this will reduce the hydraulic head by 1000 p51 relative to the 1.04 specxﬁc gravity of water.
s “the differential fractnre gradlent of 0.2 psi will result in a maximum injection pressure of 2700 p51 at 8700 feet, and 2800

ﬂqld (acid gases) differ slightly in the dry, wet, and discharge sireams. These design compositions ra.nge from
i0x1de levels of 65.5% (wet) to 74.6% (dry), and Hydrogen Sulfide levels of 21.9.0% (wet) to 25.0% (dry). Water
2% (wet) to 0% (dry), and there are traces of hydrocarbons with an average of less than 1%. Detailed analyses
ded as Supplemental Information Jor Section VII Injection Fluid Analyses.

s;countles of Gaines and Yoakum. These analyses show that the formation waters have Total Dissolved Solids
69,000 t0200,000 parts per million (ppm), and Chloride levels from 40,000 to 114,000 ppm. The data are included
al Information Jor Section VII - Formation Fluid Analyses

GF NEW MEXICO 0il Coniservation Division FORM C-108 -



*VTII. Attach appropriate geologic data on the injection zone including appropriate lithologic detail, geologic name, thickness, and
depth. Give the geologic name, and depth to bottom of all underground sources of drinking water (aquifers containing waters with
total dissolved solids concentrations of 10,000 mg/] or less) overlying the proposed injection zone as well as any such sources
known to be immediately underlying the injection interval.

Geological Names: Lower Bone Springs Brushy Canyon
Lithologies: ~ Limestone Sandstone
Thicknesses: 100° 10 150° 100’ to 120°
Depths: 3700’ to 5000 5000’ to 5300°

The only significant drinking water aquifer is in the surficial, alluvial deposits of the Ogallala Formation. This unit is locally 100 to 200
feet thick, and the unconfined aquifer in this formation is encountered at 40 to 60 feet below the surface. The groundwater has an average
Total Dissolved Solids of 250 to 500 ppm.

{ i 1l 3
g .

IX.  Describe the proposed stimulation program, if any.

Stimulation programs, if necessary, will be evaluated following drilling, logging and testing.

[

g

*X.  Attach appropriate logging and test data on the well. (If well logs have been filed with the Division, they need not be resubmitted).

The well has not been drilled at this time.

*X1. Attach a chemical analysis of fresh water from two or more fresh water wells (if available and producing) within one rile of any
injection or disposal well showing location of wells and dates samples were taken.

According to the data received from the State Engineer, there are 4 active water wells in Section 30, 188, 37E. Three wells are permitted
under L 06854 (Section30, Quarter 1,1,1) L 068548 (Section 30, Quarter 1,3,3), and L 0685482 (,Section 30, Quarter 2), and are listed as
irigation wells; depths are not included but depth to water is 42 feet. The other well is listed under permit L 09046 (Section 30, Quarter
4). This well is identified as a stock well, and has a reported depth of 122 feet and a depth to water of 42 feet. The location information is
not adequate to accurately show the wells on a topographic map.

We have not been able to obtain analyses from any drinking water wells within 2 miles of the proposed injection well. However, we have
obtained analyses for 4 wells located in Section 21, 198, 37E, approximately 5 miles south-southeast from the proposed injection well.
-The data is provided in the attached Supplemental Data for Section XI, and locations are to be founded in the Supplemental Map for
Section XI.

XU.  Applicants for disposal wells must make an affirmative statement that they have examined available geologic and engineering
data and find no evidence of open faults or any other hydrologic connection between the disposal zone and any underground
sources of drinking water.

We have analyzed the available geological and engineering data and affirm that there are no open faults or other hydrogeological
connections between the proposed injection zone(s) and the known sources of drinking water.

XMI. Applicants must complete the "Proof of Notice" section on the reverse side of this form.

Notices are being prepared for adjacent operators, and a public notice for interested parties will be published in Lea County, New Mex1co
Copies of all certified notices and affidavits of publication will be provided.

XIV. Certification: Ihereby certify that the information submitted with this application is true and correct to the best of my knowledge
and belief.

NAME: Alberto A. Gutierrez, CPG : TITLE: President,Geolex,Inc.

SIGNATURE: DATE: __September 12,2005

E-MAIL ADDRESS

If the information required under Sections VI, VIII, X and XI above has been previously subrmtted, it need not be resubrmtted
Please show the date and circumstances of the earlier submittal:

DISTRIBUTION: Original and one copy to Santa Fe with one copy 1 the appropriate Dismict Office




Side 2

III. ' WELL DATA -

A.  The following well data must be submitted for each injection well covered by this application. The data must be both in tabular -
and schematic form and shall include:’

(1) Lease name; Well No.; Location by Section, Township and Range; and footage location within the section.

(2) Each casing string used W1th its 51ze, setting depth, sacks of cement used, hole size, top of cement, and how such top was
determined.

(3) A description of the tubing to be used including its size, lining material, and setting depth.
(4) The name, model, and setting depth of the packer used or a description of any other seal system or assembly used.

Division District Offices have supplies of Well Data Sheets which may be used or which may be used as models for this purpose.
Applicants for several identical wells may submit a "typical data sheet” rather than submitting the data for each well.

B. The following must be submitted for each injection well covered by this application. All items must be addressed for the initial

well. Responses for additional wells need be shown only when' different. Information shown on schematics need not be repeated.

(1) The name of the injection formation and, if applicable, the field or pool name.
(2) The injection interval and whether it is perforated or open-hole.
(3) State if the well was drilled for injection or, if not, the original purpose of the well.

(4) Give the depths of any other perforated intervals and detail on the sacks of cement or bridge plugs used to seal off such
perforations.

(5) Give the depth to and the name of the next higher and next lower oil or gas zone in the area of the well, if any.
XIV. PROOF OF NOTICE

All applicants must furnish proof that a copy of the application has been fumished, by certified or registered mail, to the owner of
the surface of the land on which the well is to be located and to each leasehold operator within one-half mile of the well location.

- Where an application is subject to administrative approval, a proof of publication must be submitted. Such proof shall consist of a
copy of the legal advertisement which was published in the county in which the well is located. The contents of such
advertisement must include:

(1) The name, address, phone number, and contact party for the applicant;

(2) The intended purpose of the injection well; with the exact location of single wells or the Section,
Township, and Range location of multiple wells;

(3) The formation name and depth with expected maximum injection rates and pressures; and,

(4) A notation that interested parties must file objections or requests for hearing with the Oil Conservation Division, 1220 South
St Fra.ncxs Dr., Santa Fe, New Mexico 87505, within 15 days.

NO ACTION WILL BE TAKEN ON THE APPLICATION UNTIL PROPER PROOF OF NOTICE HAS BEEN.
SUBMITTED.

>

NOTICE: Surface owners or offset operators must file any objections or requests for hearing of administrative applications within 15 days

from the date this application was mailed to them.




STATE OF NEW MEXICO
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES
- OIL CONSERVATION DIVISION

IN THE MATTER OF THE APPLICATION OF DUKE
ENERGY FIELD SERVICES, LP, FOR AUTHORIZATION
TO INJECT, LEA COUNTY, NEW MEXIDO '

AFFIDAVIT
STATE OF NEW MEXICO )
) ss.
COUNTY OF BERNALILLO )

Alberto A. Gutiérrez, C.P.G., attorney in fact and authorized representative of Duke
Energy Field Services, L.P., the applicant herein, being first duly sworn, upon oath, states that
notice has been given to all interested parties entitled to receive notice of this application under
0il Conservation Division rules, and that notice has been given at the addresses shown on the

letters attached hereto.

/ 3 . R

\

SUBSCRIBED AND SWORN to before this 12" day of September, 2005, by
Alberto A. Gutiérrez, C.P.G. '

Notary Public™>

My Commission Expires: |2 l 15/ / o5
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GEOLEX

INCORPORATED

Alberto A. Gutiérrez, C.RG.

phone: 505-842-8000
 fax: 505-842-7380 Albuquerque, New Mexico 87102 . web: www.geolex.com

September 10, 2005

Southwest Royalties, Inc.
6 Desta Drive #2100 VIA CERTIFIED MAIL
Midland TX 79705 RETURN RECEIPT REQUESTED

RE:  ADMINISTRATIVE APPLICATION OF DUKE ENERGY FIELD
SERVICES, LP FOR AUTHORIZATION TO INJECT,
LEA COUNTY, NEW MEXICO

To Whom It May Concern:

This letter is to advise you that Duke Energy Field Services, LP, (Duke) has filed the enclosed
application with the New Mexico Oil Conservation Division (NMOCD) secking administrative
authorization to inject up to 2300 barrels per day of acid gas at a maximum pressure of 2800 psi
into the Lower Bone Spring Formation between approximately 8700 and 9100 feet through
Duke’s proposed Linam AGI Well #1, to be drilled approximately 1980 feet from the south line
and 1980 feet from the west line of Section 30 Township 18S Range 37E, NMPM, Lea County,
New Mexico. In addition, Duke will test the Brushy Canyon Member of the Delaware Group at
approximately 5000’ for consideration as a potential secondary injection target. The proposed -
well will be located approximately 4% miles west of Hobbs, New Mexico. '

Pursuant to NMOCD requirements, any objections or réquest for hearing must be filed with
NMOCD, 1220 South St. Francis Drive; Santa Fe, New Mexico 87505 within fifteen (15) days of
the date of this letter. ‘ '

Sincerely,
Geolex, Inc.

AAG/h
Enclosures

cc (w/o enclosures):  Joshua B. Epel, Assistant General Counsel - DEFS

D:\Projects\05-005\C108 Application\SW Royalties permit letter.doc

. 500 Marquette Avenue NW, Suite 1350 . email; aag@geolex.com




 AFFIDAVIT OF PUBLICATION

State of New Mexico,
County of Lea.

I. KATHI BEARDEN

Publisher

of the Hobbs News-Sun, a
newspaper published at

Hobbs, New Mexico, do solemnly
swear that the clipping attached
hereto was published once a
week in the regular and entire
issue of said paper, and not a
supplement thereof for a period.

1

of

weeks.
Beginning with the issue dated

September 13 2005
and ending with the issue dated

September 13 2005

At Patne

Publisher
Sworn and subscribed to before

13th

me this day of

September /ﬂ)oﬂs/

Notary Public.

My Commission expires
February 07, 2009

(Seal) OFFICIAL SEAL
DORA MONTZ

3B 5\ NOTARY PUBLIC
k, B/ STATE OF NEWMEXICO

My Coemmission Expires:

LEGAL NOTICE-
September 13, 2005

Application of Duke Energy Field Services, LP for Authori-
zation 1o Inject, Lea County, New Mexico. Duke Energy
Field Services, LP has filed an Administrative Application
for Authorization to up to 2300 barrels per day of acid gas
at a maximum pressure of 2800 psi into the Lower Bone
Spring Formaﬂon between approximately 8700 and 9100
feet through Duke's proposed Linam AG! Well #1, to be dril-
led approximately 1980 feet from the south line and 1980
feet from the west line of Section 30, Township 18S, Range
3I7E, NMPM, Lea County, New Mexico. In addition, Duke
Energy Field Service, LP will test the Brushy Canyon Mem-

_ber of the Delaware Group at approximately 5000' for con-

scdefaﬁonasapotmﬁalsecmdarylniecnon target. The pro-
posed well will be located approxnmately 4 mileés west of
Hobbs, in Lea County, New Mexico. Duke Energy Fieid
Servicas, LP may be contacted through its reprasentative,
Mr. Aiberto Gutierrez, 500 Marquette Avenue NW, Suite
1350, Albuquerque, New Mexico 87102 (505) 842-8000. In-

' terested parties must file objections or requests for hearing

with the New Mexico Oil Conssrvation Division, 1220 Souih
St. Francis Drive; Santa Fe, New Mexico 87505 within fif-
teen (15) days.

#21799

This newspaper is duly qualified 67101169000 67533247
to publish legal notices or adver- GEOLEX, INC.

ti ts within th ]
1sements within the meaning of 500 MARQUETTE AVE. NW SUJ

Section 3, Chapter 167, Laws of
1937, and payment of fees for ALBUQUERQUE, NM 87102

said publication has been made.




GBOLEX

INCORPORATED

Alberto A. Gutiérrez, C.PC.

October 18, 2005

Dan Dible, : VIA CERTIFIED MAIL
City Manager RETURN RECEIPT UESTED
City Hall

300 N. Turner

Hobbs, NM 88240

RE: COURTESY NOTICE OF HEARING ON C-108 APPLICATION (INJECTION
AUTHORIZATION) ~ LINAM RANCH PLANT LEA COUNTY, NEW MEXICO

Dear Mr. Dible:

Duke Energy Field Services, LP, (DEFS) is providing the City of Hobbs with the enclosed

courtesy copy of our C-108 application. The application was filed in September, 2005 with the )
New Mexico Qil Conservation Division (NMOCD). At the suggestion of the NMOCD, DEFS is
providing the City of Hobbs and certain landowners a copy of the application. This matter is set

for a hearing before the Oil Conservation Coramission (OCC) on November 10, 2005 in Santa Fe.
However, based on the OCC docket, 1t is most likely that the hearing wﬂl be postponed.

The enclosed application seeks administrative authorization to inject up to 2300 barrels per day of
acid gas at a maximum pressure of 2800 psi into the Lower Bone Spring Formation between
approximately 8700 and 9100 feet through DEFS'’s proposed Linam AGI Well #1, to be drilled
approximately 1980 feet from the south line and 1980 feet from the west line of Section 30
Township 18S Range 37E, NMPM, Lea County, New Mexico. In addition, DEFS will test the
Brushy Canyon Member of the Delaware Group at approximately S000” for consideration a3 a
potential secondary injection target. The prOposcd wel) will be located approximately 4% miles
west of Hobbs, New Mexico.

Smcetely,

Alberto A. Gutiérrez, CP.G.
President
Consultant to Duke Energy Field Service, LP

AAGMh

Enclosures

sc (w/o énclosures): Joshua B. Epel, Assistant General Counsel — DEFS
William Carr, Esq., Holland and Hart

Di\Projects\05-0051C108 Applicaton\Hobbs notice Jotter.do

[ BEFORE THE OIL CONSERVATION COMMISSION

pl;one: 505-842-3000 . . 500 Marquette Avenue N
ax: 505-843-7380 ' S e oo
) . Albuquerque, New Maxi Case No. 13589 Exhibit No. 7

Submitted by:
DUKE ENERGY FIELD SERVICES, LP

Hearing Date: Februar 2006
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phone: 505-842-8000. . 500 Marquerte Avf
fax: 505-842-/380 Albuquerque, N\§

Alberto A. Gutiérrez, C.PG.

Qctober 19, 2005

Mr. Ron Dutton

Xcel Energy VIA_CERTIFIED
- Suite 2510 RE CEIPT REQUESTED
PO Box 1261

‘Amarillo TX 79105

RE: COURTESY NOTICE OF HEARING ON C-108 APPLICATION (INJECTION
AUTHORIZATION) — LINAM RANCH PLANT LEA COUNTY, NEW MEXICO

Dear Mr. Dutton:

Duke Energy Field Services, LP, (DEFS) is providing the Excel Eaergy with the enclosed
courtesy copy of our C-108 application. The application was filed in September, 2005 with the
New Mexico Oil Conservation Division (NMOCD). At the suggestion of the NMOCD, DEFS is
providing you with 2 copy of the application. This matter is set for a hearing before the Oil
Conservation Commission (OCC) on November 10, 2005 in Santa Fe. However, based on the
OCC docket, it is most likely that the hearing will be postponed.

The enclosed application seeks administrative authorization to inject up to 2300 barrels per day of
acid gas at a maximum pressure of 2800 psi into the Lower Bone Spring Formation between
approximately 8700 and 9100 feet through DEFS's proposed Linam AGI Well #1, to be drilled
approximately 1980 feet from the south line and 1980 feet from the west line of Section 30

. Township 183 Range 37E, NMPM, Lea County, New Mexico. In addition, DEFS will test the

Brushy Canyon Member of the Delaware Group at approximately 5000’ for consideration as a
potential secondary injection target. The proposed well will be located approximately 4/ miles
west of Hobbs, New Mexico.

Sincerely,
Geolex,,b:c.

4 :
oA
el A6
Alberto A. Gutiérrez, C.P.G.
President
Consultant to Duke Energy Field Servxce, 1P

AAG/h

Enclosures

ce (w/o enclosures):  Joshua B. Epel, Assistant General Counsel — DEFS
William Carr, Esq., Holland and Hart

D:\Projects\D5-005\C108 Application\Excel nortice lewar.doc

email: aag@geolex.com
weh: www.genlex.com

14:43 [TX/RX NO 9133] B oo4



NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

CONSERVATION COM MISSION

BEFORE THE OIL , ! -
santa Fe, New Mexico : . E
BILL RICHARDSON Case o, 13589 Exhibit No. 2 » Mark E. Fesmire, P.E.
Governor , . submitted by: ‘ Dxrcct?r ;
Joanna Prukop ’ KE ENERGY FIELD SERVI P Oil Conservation Division
Mearing Date: [Februar 200

Cabinst Secretary

~ September 16, 2005
Alberto Gutierrez, C.P.G. 505-842-8000 Fax 505-842-7380
Agent on behalf of DEFS
500 Marquette Ave NW
Suite 1350
Albuguergque, NM 87102

RE: Acid Gas injection Well Application for the:
Proposed Linam AGI Well No. 1 APl No. 30-025-NA .
Unit K, Section 30, Township 18 South, Range 37 East, NMPM, Lea County, NM
Injection into the Lower Bone Springs from 8,700 to 8,900

Dear Mr. Gutierrez:
The Division received this application on September 13, 2005.

The Division Director has decided this must be épproved in an Oil Conservation Commission (not
Division) hearing. Please plan on contacting your attorney and have the case presented before the

Commission,

| have looked over your application and reviewed the other three New Mexico Acid Gas injection wells'
permitting process and recommend you consider the following:

1) We use a gradient above the top Injection perforation of 0.2 psift. Therefore, the maximum
allowed surface injection pressure will ba 1740 pai at this depth. Please let the DEFS reservoir enginears
know this — so they can predict if this resefvoir will have adequate permeability to accept enough fiuid
with this pressure restriction. The operator can apply for an increased pressure limit after dernonstrating
that injected fluid will not fracture the formation and will remain in the intended injection interval. This is
nermally done with a Step Rate Tast, but can include other methods.

2) Only this Lower Bone Springs (8,700 — 8,900) will likely be considered in this permit application.
If other intervals are needed, an amendment can be requested — afthough this consists essentially of a
new application with & new Area of Review evaluation and notice. The Brushy Canyon could be
evaluated for injection while driling or after driling by varlous means, prior to the Divislon granting a
permit. Division records indicate that the Lower San Andres and deeper intervals have been used for
injection In this area in the past (see SWD-68 and SWD-182).

3) Division rules allow the examiner or the Director to require additional notice of any application as ‘
needed. In this instance, 1 will recommend the following nofice be provided to affected parties within @ 1 .%\6
mile radius of this wellbore. This includes all tracts that are wholly or partially contained within this 1 mile
radius. For each of these tracts, the Division designated operator of record for all dapths from the
intended injection intetval to the surface should be notified. Division records indicate there are only two.
aclive wells within a 1 mile radius. These are operated respectively by XTO Energy and by Southwest.
Royaities. If a tract does not have an operator, then the lessees must be notified. If no lessees, then the
mineral interest owners must be notified. 1he suface owner of the well site, the facilty site, and the

" oil Conservation Division * 1220 South St, francis Drive * Santa Fe, Ne@ Mexico 8750
Phone: (505) 476-3440 * Fax (505) 4 S22 i - at N $ g

E 15:00 [TX/RX NO 8887] 4002



Application for Acid Gas Injection Well
Duke Energy Ficld Services

September 16, 2005

Page 2 0f2 '

flowline o the well must be notified. The surface owner in our State records database for this_.‘licaﬁon Is
Jhe New Mexico State Land Office. The surface lessee shouid also be notified. Proof of notice should
_also be provided to the City of Hobbs in addition to a normal Newspaper notice.

4) Please advise the Division in your application of the presence of an H2S contingancy plan tor .
accidental releases of H2S from your tlowline or wellhead.

5) Please send an expected fluid composition of the fluid 1o be injected. Are all wastes 10 be
disposed of exempt from regulation as hazardous wastes by Subtitle C of RCRA?

6) Is water o be injected along with H2S and CO2 and other gases? If 8o, what is the composition
and source of the water {0 be injected? s this the reason, you are proposing plastic coated tubing?

N i thig is 1o be dry gas, please stats the pressure and temperature that this will remain dry and .
possibly in a non-corrosive state. What is the quality control and where is the dehydrators?

8) Assuming this is 1o be dry gas: Please let the Division know why DEFS has decided against
using non-plastic coated L-80 tubing and with Diese! loaded In the annulus - as requested by DEFS in the
previous Acid QGas injection well (SWD-838-B) located in Section 7, Township 18 South, Range 28 East,
NMPM, Eddy County, New Mexico. For that injection well, Mr. Russell Bentley with Duke Energy-in
Houston was the project engineer. Duke maintained that plastic coated tubing will be permeated and
destroyed by acid gas. Duke also believed that a diesel filled annulus - in lieu of water filled - would
prevent any tubing leaks from contacting water and creating carbonic acid and causing casing corrosion.

9) Be advised that continuous or at least daily recordings of tubing pressure, annulus pressure, and
injection rate will probably be required. The operator will be required to provide a plot of these recordings
on a regular basis to the Division. It this data is available, frequent MIT tests will probably not be
required, especially since MIT tests on Acid Gas wells are potentially dangerous,

10) There appears to be a shallow plugged wellbore 30-025-05619 at the exact location you dre
proposing to drill 2 new well. Your application does not say this is a re-entry of an old wsllbore.

11) Your application does not have a wellbore diagram of the proposed injection well ~ please
provide one with the formation depths marked on it. Please plan on circulating cement on all casing
strings within this proposed well and covering the Ogallala with surface casing and cement,

12) Your application does not have wellbore diagrams. of the Plugged and Abandoned wells in the
Area of Review that penetrated, or almost penetrated, the depth of proposed injection. We believe there
are only three wells close to the depth you are proposing for injection within 1 mile of your proposed wel,
Please provide wellbore diagrams for wells with the following APl numbers: 30-025-05512, 30-025-
03976, and 30-025-21832. '

Sincerely,
20 S
L.~ ’
William V*“Jones PE
Engineer for the Division

cc: Hobbs District office of the Division
Joshua Epel DEFS 370 17" St. #2500, Denvar, CO 80202

09/20/2005 TUE 15:00 [TX/RX NO 8837] @oos



A. Signature

& Complete items 1, 2, and 3. Also compiete ! .
item 4 if Restricted Delivery is desired. i X 0 Agent
B Print your name and address on the reverse 0 Addressee
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STATE OF NEW MEXICO )
- )ss.
COUNTY OF LEA )

AFFIDAVIT OF RANDY SMITH
RANDY SMITH, beihg duly swom, states:

I am the age of majority and am otherwise competent to testify to the matters set
forth herein.

T'own a farm consisting of 2000 acres, =+ located approximately 1/8 mile[s] to the
north of Duke Energy Field Services, LP's proposed acid gas injection well in Section 30
T188 R37E, west of the City of Hobbs,

I am employed in the o0il and gas industry and am aware of the hazards involved
in handling hydrogen sulfide and carbon dioxide. I am concemed about the safety of the
proposed injection well.

I am also concerned that neither I nor-other landowners in the area received any
notification of Duke Energy’s application to the Oil Conservation Division.

FURTHER AFFIANT SAYETH NOT.

Randy Smith

L
SUBSCRIBED, SWORN T0, AND ACKNOWLEDGED befor me this 4
day of Frelo 2008, by Randy Smith,

Lsree ol Y

Notary Public //

B ‘
o l.‘l‘uu

_ ’M Comm;ssmn Bxpires: _{ — o




02/06/2006 11:21 FAX 5053972335 RMS FOODS, INC

— T
L 4 v

PATRICK H. LYONS State OJ[ New Mexico

COMMISSIONER " Commissioner of Public Lands

310 OLD SANTA FE TRAIL
P.0.BOX 1148
SANTA EE, NEW MEXICO 87504-1148

October 6, 2005

AC Ranch
817 N. Grims
Hobbs, NM 88240

“Re: Agricilinral Eeasc No. GS-1547
(Right of Way Application No. RW-29657)

To Whom It May Concern:

ihoo2

COMMISSIONER'S OFFICE
Phone (505) 827-5760
Fax (505) 827-5766
www.nmstatelands.org

ThJS letter is to inform you of Duke Energy Field Services, LP of 370 17 Street, Suite 2500,
Denver, Colorado 80202 have subimitted in an application to construct/use of a3 X:42 steel buried
line, one 4 acld g_g llquld line, one 10” and one 4” fuel gas line on or across State’ Land in the

following area

Please see attached

If you have any concerns regarding the issnance of this right-of-way, please respond within twenty

(20) days from the daté of this letter to (505) 827-5729.

-State Lan
Carrie T)ng)cy Hospital Chmmblc Penal & Reform » Common Schools e
School ® NM Highlands University '« NM Institute of Mining & Technology
Handicapped » NM State Hospital ® New Mexico State Umversrty » Northe,
State Park Commission # University of New Mexico « UNM Saline Lands o

provement ¢ Miners' Hospital of NM ~ eNM Boys
chool for the Deaf o NM School for the Visually
ly of New Mexico e Public Buildings at Capnal .
University



02/06/2006 11:22 FAX 5053972335 RMS FOODS, INC _ ' i@oo3

: P SHEET No. 1 OF 3

NATURE OF WORK ' . ‘DATE: __08/30/05
SURVEY A 4" FBE STEEL PIPELINE TO THE ‘ =

DUKE LINAM PLANT | ' LINE No.
| DISTRICT. WEST PERMIAN _PLANT OR STATION LINAM JOB DR AFE No. __
SECTION 30 TOWNSHIP  18—S RANGE J37-F SURVEY _N.M.P.M. COUNTY LEA STATE  N.M.
STUDY No. _ : - : .
24 | 19 . 19 20
Lorizs -
25 | 30 ‘ 30 | 29

OWNER: STATE OF NEW MEXICO
LESSEE: A. C. RANCH

Lor 2z

0+00 BEGIN SURVEY AT 150"
SOUTH OF PROPOSED WELL
N32'¢258.2" WIDI1733.8"

20+62 DOUBLE POLE ELEC. LN.

22+05 B-W FENCE 29 .
224052 E-W 550770/\/ e -k FND.
) ; S 895620" € 8.c
3 ) oo | 31 | 32 :
SCALE-‘ 1" = 1000 -LEGAL DESCR/PI?ON & STAKING [] RESURVEY'

SIRIP GF LANG 30.0 FEET H4DE, LOCATED IV SECTION JO "OIWSH/P 18 SOUTH, RANGE 37 "457' MNMPM, LEA C‘OUNTY
'NE W MEXICO AND BEING 15.0 FEET LEFT AND R/G'HT OF THE FOLLOWING -DESCRIBED CENTERLINE SURVEY,

| BEGINNING AT A POINT WHICH LIES N,19°2727" W., 71941.5 FEET FROM THE SOUTH QUARTER CORNER OF SAID SECTION 30;°
THENCE 8.3351°27°E, 2205.2 FEET TO A POINT ON THE SOUTH SECTION LINE WHICH LIES 5.89756°20"., 581.9 FEET FROM.
THE SOUTH QUARTER CORNER OF SAID SECTION 30. SAID STRIP OF LAND BEING 2205.2 FEET OR 133.65 RODS IN
LENGTH AND CONTAINING 1.52 ACRES, MORE OR LESS, AND BEING ALLOCATED BY FORTIES AS FOLLOW.S’

NE/4 SW/4  37.80 RODS OR 0.43 ACRES SE/4 SW/4 31.93 RODS OR 0.36 ACRES SW/¢ SE/4 63.92 RODS OR 0.73 ACRES
TOTAL 2205.25 FEET = 1J3.66 RODS = 1.52 ACRES

SIGNED

PTRE&C No.: LEA

GARY L. J NE¥ N.M. P. \@r;
}) TEXAS PLSW W

" P.D. BOX 1786 — HOBBS, NEW MEXICO
W.0. Number: 5783 JLP #1— DUK5793




02/06/2006 11:22 FAX 5053872335 ~ RMS FOODS, INC ighooa

® ' : SHEET No. 2 OF 3

NATURE OF WORK ) DATE: _ 08/30/05
SURVEY A 4" FBE STEEL PiPELlNE TO THE '

- DUKE LINAM PLANT ' LINE No. —
DISTRICT __ WEST PERMIAN PLANT OR STATION__LINAM JOB OR AFE No,
SECTION _ 31 TOWNSHIP __ 18-S RANGE _ 37—E  SURVEY M.M.P.M. CQUNTY LEA STATE _N.M.
STUDY No. ' : .
FND.
R5 | 30 ‘ gc 4 5 89567207 £ 30 [29 FND.

Lor 1 224052 E-W SECTION LINE 581.9°
J6 | 31 23+35 ZIA B.PL

- —

1 torz

OWNER: STATE OF NEW MEXICO

LESSEE: BRUCE ALENE CARLIN ESTATE
'

' |

44339 Pl 349616" RE
- 60405 O-H ELEC, LINE
LOT' G 57480 LEASE ROAD
66+36 LINK BPL
53 68492 6" ST B.FP.L
I 69+92 ENRON B.F.L.
I~ F0+12 PHILLIPS G.E.L
™ 72400 BA.L
)
fa <

2698.1"

73400 CHEVRON B.PL.
74+24 . DUKE B.P.L.
74462 (PG B.P.L
75413 BUR. TEL, CABLE
1 75+78 B.FP.L
i~ woT 4 77430 DUKE EPL. — 2 _——
79+44.4 BSW ROW FENCE
79466 DITCH
79+86.6 EDGE W, BOUND LANE
80+12.6 C.L. WEST BOUND LANE
.80.31.8 EDGE W BOUND LANE
80+43.4- CL. MEOIUM
80+53.2 EDGE £ BOUND LANE
| 80+72.9 CL. EAST HOUND LANE
80+87.3 EDGE E BOUND LANE
N 81+30 DITCH , .
36 .31 E1+37,0 E—W SECTION LINE T“l"lB S l 32
-— o L J

- e

1 .6 Lor ¢ T—19~ S N 890235 W . P
SCALE; 1" = 1ooo' : LEGAL DESCRIPTION : IZ]@TAK NG ﬁ RESURVEY

S 0024’51" w]

A STRIP OF LAND 30.0 FEET WIDE, LOCATED IN 5‘56‘770/\/ 31, TOMVSHIP 18 SOUTH, RANG‘E 37 EAST, NMP.M, LEA counrr.
NEW MEXICO AND BEING 750 FEET LEFT AND RIGHT OF THE FOLLOWING DESCRIBED CENTERLINE SURVEY.

856‘//‘VN/NG’ AT A POINT ON THE NORTH SECTION LINE WHICH LIES S.895620°F., 581.9 FEET FROM THE NORTH QUARTER
CORNER OF SAID SECTION 3i; THENCE 5.33%51'27% E, J233.7 FEET; THENCE S.0024°51 W, 2698.1'FEET TO A PONT ON

“ THE SOUTH SECTION LINE WHICH LIES N.8902'35 W, 267.1 FEET FROM THE: SOUTHEAST CORNER OF SAID SECTION J1.
SAID STRIP OF LAND BEING 5931.8 FEET OR J59.50 RODS IN LENG‘77-/ AND- C‘ONTA/N/NG‘ 4.09 ACRES, MORE 0/? LESS, AND

BEING ALLOCATED BY FORTIES AS FOLLOWS.

NW/4 NE/4 8015 RODS OR 0.91 ACRES SE/4 NE/4  98.31 RODS OR 1.12 ACRES  SE/4 SE/4 57 53 RODS OR 0.93 ACRES
NE/4 NE/4 17.98 RODS OR 0.20 ACRES NE/4 SE/4 81.53 RODS OR 0.93 ACRES -

TQTAL 5931.8 FEET = 359.50 RODS = 409 ACRES

SIGNED  CORBosSTAFFBQMMERCIAL

PTRE&C No.: LEA

" | HEREBY CERTIFY THAT THIS P
FROM_ FIELD NOTES OF AN ACTY

MEETS .OR EXCEEDS
SURVEYS AS SPECIH BY T

BASIN SURVEYS

P.0. BOX 1786 — HOBBS, NEW MEXICO
W.0. Number: 5793 JLP #1— DUK5793

GARY L. J}‘JEé\ NM. PS.

TEXAS P.L.S,




