STATE OF
COLORADO

N JeASs

CONSERVATION COMMISSION

DEPARTMENT OF NATURAL RESOURCES
John W. Hickenlooper, Governor

1120 Lincoln St. Suite 801

Denver, CO 80203

Phone: (303) 894-2100

FAX: (303) 894-2109

www.colorado.gov/cogec

May 16, 2011

Ms. Megan Tallent

Merchant Energy Partners, LLC.
10901 W, Toller Dr., Suite 200
Littleton, CO 80127

Re: Rule 502 Variance Request
Kenneth Gillham 4 (API 075-07166)
COGCC Remediation #5164
SWNW Sec 6, T-11-N, R-52-W
Logan County, Colorado

Dear Ms. Tallent,

The Colorado Qil & Gas Conservation Commission (COGCC) received the referenced variance
request on April 7, 2011. The proposed variance to COGCC Rule 907.e. requested removal of
oily waste from the Gillham 4 produced water pit complex and transportation to the existing land
farm facility at the nearby Schwake A-2 lease (reference Remediation Project #4886). Oily
waste is regulated by COGCC as an exploration and production (E&P) waste. COGCC Rule
907.e. outlines appropriate treatment and disposal alternatives for oily waste as follows:

s Disposal at a commercial solid waste disposal facility;
Land treatment onsite;

¢ Land treatment at a centralized E&P waste management facility permitted in accordance
with Rule 908.

COGCC understands the basis of the variance due to the proximity of the Schwake land farm and
the logistics of transporting and treating the waste. However, removal of oily waste from the
Gillham for treatment at the Schwake would only be allowed if the land farm was properly
permitted as a centralized E&P waste management facility with appropriate financial assurance
and an approved Form 28. As a result, the variance request is denied.

The Gillham Pit Closure remediation plan was approved by COGCC in August 2010 (reference
Remediation Project #5164). During an inspection performed by COGCC in March 2011
(reference document #200300610 attached), it was discovered that work to close the Gillham Pit
complex had not commenced. The field inspection report was forwarded to Merchant Energy
Partners, LLC (Merchant) at that time requiring that the approved work plan for pit closure be
implemented immediately with a corrective action due date of September 3, 2011, to meet the
closure requirements.
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If Merchant would like to permit the Schwake land farm as a centralized E&P waste
management facility, COGCC will try to expedite review of the Form 28; however, preparation
and submittal of the Form 28 will not justify delay in performing and documenting the Gillham
pit closure by September 3, 2011.

If the Schwake land farm is not permitted as a centralized E&P waste management facility, the
options for the Gillham oily waste are disposal at a commercial solid waste disposal facility or
land treatment on site in accordance with COGCC Rule 907.e.(2).

If you have any questions or require additional information, please contact me by email at
John.Axelson(a/state.co.us or by phone at 303-637-7178.

Sincerely,

Environmental Protection Specialist
Attachment — Field Inspection Report #200300610
Ce. David Neslin — COGCC Director

Debbie Baldwin — COGCC Environmental Manager
Steve Lindblom — COGCC Environmental Supervisor
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Related @ GIS &, Doc
API! Number: 05-075-07166 Mame:Kenneth Gillham #4
Location: SWNW 6 11N 52W Lat 40.95925 Long: -103.22556
) Operator Name: EAST CHEYENNE GAS
Dpeamtor & STORAGE LLC
Inspection Date: 3/3/2011 Inspector: JOHN AXELSON

Inspection was: Unsatisfactory

Insp. Type: ES Insp. Stat: PR Reclamation (Pass, Interim or Fail): P&A (Pass/Fail):

Brhd. Pressure: Inj. Pressure: T-C Ann. Pressure: UIC Violation Type:
Vinlation- ¥ NOAY Sent Y Date Corrective Action Due: 9312011 NDate Remedied:
Pit Inspection

Pit Type: PW Qil on Pit: N Freeboard:

Number of Pits: 4 Number covered or lined: 0 Number uncovered or unlined: 0

Comments: PITS ARE DRY AND REMAIN LINUSED. DISTURBANCE FROM RECENT SITE
ASSESSMENT.

Pit Type: S8 Qil on Pit: Freeboard:
Mumber nf Pits- 1 Mumber coverad or lined: Number nneoverad or unlined: 4

Comments: DRY REMAINS UNUSED. PIT COVER HAS BEEN REMOVED. DISTURBANCE FROM
RECENT SITE ASSESSMENT.

Field Inspection Comments and Observations

Insp. Comment Inspection/Violation Comments

IMMEDIATELY IMPLEMENT WORKPLAN FOR PIT CLOSURE AND
REMEDIATION OF SITE WIDE OILY SOIL INCLUDING MATERIAL AT
ACTION TANK BATTERY AND WATER PITS. SITE WORK TO BE COMPLETED
NO LATER THAN 9/3/11. ALSO, SUBMIT REPORT DOCUMENTING
REMEDIATION AND PIT CLOSURE NO LATER THAN 8/3/11.

FIREWALL FAIR

GENHOUSE OK
REMEDIATION PLAN FOR PIT CLOSURE APFROVED ON 8/9/10
MISC REFERENCE PROJECT #5164. ANTICIPATED REMEDIATION START

DATE WAS LISTED AS AUGUST 2010. NO WORK HAS BEEN DOME AT
LOCATION TO REMEDIATE OILY SOILS OR CLOSE PITS.

SPILCOM STILL OILY SOIL IN PLACE AT BATTERY AND WATER PIT COMPLEX.

TANKBAT 2: 300 BEL STEEL PRODUCTION TANKS, 1: VERTICAL TREATER,
IMETER, PROPANE TANK.

http://sterling/cogis/FieldInspectionDetail.asp?doc num=200300610

5/16/2011
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