MEMORANDUM OF UNDERSTAMNDING

THIS AGREEMENT i¢ made and entored into this Sth day of September, 2&06 by
and between the BOARD OF COUNTY COMMISSICNERS OF LAPLAT ;
COLORADO, 1060 B. 2™ Avenus, Durange, Cx}icmféo 81301 eng P BiR
CORPORATION, a Colorado corporation, 518 17 Swest, Suite 1455, eaver, co
§0202.

Abandowment or abandoned soeans the permanent abandomment of a well based on the
operator’s filing with the COGCC.

Best Managemen? Practices means schedules of activitles, prohibitions-of practices, -
maintenancs procedures, and other management practicss intended fo prevent of reduce
the pollution of waters of the State of Colorado as deseribed in the segulations of the .
Colorado Department of Pyblic Health and Bavironment, as emended from Hue to time.

BLA means the Bureau of Land Management,
PETROGULF means Petrogulf Corporation.

COGCC means the Colorade Off and Gas Conservation Comumdgsion of the State of
Colorado.

Conventional gas well means a well producing fom a non-coalbed methane formation
found in the San Jean Basin, such as the Mesa Verde or Dakota Sandstonie formations.

Cownty means the Board of County Commissianers of La Plate County.

County approved subdivision reans any subdivision creafed pursuant to state law, which
has veccived subdivision approval by the Board of Cownly Comunissioners since
September 1, 1972,

Hasemens means express or implied authorization by a property owner for the use of 2
destgnated portion of his property by another, fora spamﬁecl pHrpose,

The Environmental Response Fund or BRF is “an emergenty reserve” of unobligated
funds to bo maistained by the COGCC in the amount of §1,000,000 and wsed in
accordance with Colorado’s Ol and Gas Act and Rule 701 of fhe COGCC’s Rules. As
described in Rule 701, the BRF fund is 2 mechanism to plug and abandon orplan wells,
perforin orphaned site reclameation and remediation and to conduct other suthorized
environmental activities.




Pruitiand Coal Well means a gas well dritled for the putpose:of -m&,@ncing gas-frony the
Pruiftand cogl seams underlying the lands described iu the Infill Application.

Gas well means a well having a presswre and volwme of nateel gag; specifically,
produeing methane, often in combination with a variety of other substances such as
butane, propane and carlion diexide.

Green congpletion means o technigue whereby gas is recovered fir sale or use fnstead of
being vented or flared during inifisl completion Bow back operations.

Heavy eguipment rmeays individual trucldtvailer combination velieles with-a gross
vehicle welght exceeding S tons.

Infill Application means the application filed by PEYROGULF with the COGCC m} or
shout July 31%, 2006 requesting an increase of the density fo one well per 80 sores of
Fruithand Coal Wells in portions of La Plata County, Colorado.

Fftll Applicasion Area means the srea within La Plata County described in the Infilf
Application.

Infill County Permit vesns any perndt the county issues purseant to LPLUC for minor oil
and gas facilittes and major ofl and gas facilities related to the Infill Application.

Wfill Wells means those wells conlemplated to be drilled by virtue of the Tnfill
Application.

LPLUC means the La Plata County Land Use Code as of March 21, 2006,

Low Bleed means preurnatie eontroflers instafled on feld equipment {o replace high bleed
devices that vent smait amounts of methane continuously.

Major oif and gas facilities shall have the meaning set forth in Section 90-19 of LFLUC,
Minor oil and gas facilities shall have the meaning set forth in Section 90-19 of LPLUC.

Permanent operafion means operations for sn Infill Well afier initial drilling, completion
and interim reclamation and before abandonment.

Reasonable efforts means diligent and good faith efforts fo accomplish a given objective,
Right-of-way means a tract or strip of Jnd, separate and distinet from the underlying
property, owined, ovcupied or iended fo be occupied by an oil, gas andfor water
pipeline,

Rogd Impact Fees means the County voad impact fees described in Article 3 below.




Water quality testing wells means domestic water wells within the vicinity of gas wells
tested for water quality,

Weli Pad memns the flat graveled portion of the pud area in which perminent gperations
for the gas well take place and shall always, fochede, at 2 mininaw, that postion of the
pad ares occupied witen the drilling vig anchors,

RECITALS

A, La Plata Couniy is & political subdivision of the Siate of Colorado
zuthorized 1o sot theougl its Board of Covnnissioners.

B, PETROGULF is a gas produocing operator which- has filsd the fafill
Application with the COGCC requesting an. increase in the density of Fruitiand Coal
Welfs in paris of La Plata County, Colorado. The Infill AppHication reguests suthority for
new PETROGULY 80 scre Infill Fruitland Coal Wells within the Infilt Application Aves.

C. The paa:tie& to this Agreement have differing legal positions regarding the
degree and extent of the County’s authority o regulate certain aspects of 0il and.- s
operations. The parties prefer, if possible, to avoid expending their resources in
advancing their legal posmom Nows ithstanding these differences and in their desire to
avoid pm{ranﬁe& fom:m} hearings, the County and PETROGULF are willing 1o agree fo
the terms contained herein,

D. The provisions of Chapter 90 of LPLUC require PETROGULF to obtaina
county permit for the construction, installation and operation of oil and gas facilities
within the umincorporated arcas of the county except with respect fo those lands where
the County’s jurisdiction is preempted by federal or state law, or by Southemn Ute Indian.
Tribyat jurisdiction.

E. The County seeks to facilitate the development of oil and gas resources
within the above-described arcas of the county while mitigeting potential impacts from
such development.

F. The County has determined thet potential impacts attendant fo futire gas
development would be best mitigated for the county as & whele if future Fraittand Cosl
Welle are drifled on existing well pads where practical and as presesfoed in LPLUC
despite the fect thef, in soms instances, the use of existing well pads may farther affect
certain property oxwners and neighboring propertics.

G. CR.E. § 43-2-147 allows the County to, and describes the manner 1o which,
the County shall regulate vehicular scress (o and fom any public highway under its
JerisdicHon and from or to property adjoining a public highway in orderto protect the public
health, safsty and welfiwe, to maintain smooth traffic flow, to maintain highway right«of-
way drainage and to profect the fimetional level of public highways.




H. The County, as & matter of right, may infervens in. the adgudmaiery
proceedings before the. QQ{}(}C related to the Infill Application fo mise environmentsl o
public heslth, safety and welfre copserns. o exchange for the agreements commmd
herein, the County will not protest PETROGULIS Infill Application, nor, if it intervenss
in the adjudicatory pmmdmgs related to the Infill Application. will it advocate any
position irconsistent with any term confained in this Agreement.

L PETROGULF and the County wish to have:certain issues amicably
resolved prior to the COGCC’s adjudicatory: pmcee:dm:,s on the Infill Application and
they agree that certain provisions of this Agreement should be included (subjoectio
COGOC approval) in the roquested Infill ordor.
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AGREEMENT

In consideration of the muival obligations and benefits set forth in this Agreament
and for other good and valuable consideration, the receipt of which is acknowledged,
PRETROGULF and the County agree as follows:

APPLICATION

This Agreement shall apply to lands presently within the unincorporated poitions
of the Infifl Application Area within the County with the exception of thase lands where
the County's jurisdiction is presmpted by federal or state law, or by Southern Uteindian
tribyal jurisdiction.

ARTICLE IF
DENSITY AND USE OF EXISTING WELL PADS AND FACILITIES

21 Density. PETROGULF agrees that, except as provided in Article 2.2
hereins or as may be otherwise permritted in the COGCC ordey approving PETROQGULF'S
Infill Application, the density of Froitfland Coal Well Pads within the Infill Application
Aren shall not exceed four (4) within the existing drilling and spacing units of 320 acres
for the Fruitland Coal Seam formation covering lands in La Plata County, Celorado.
Notwithstanding the foregoing, nothing contsined in this Article 11 shall be construed so
ag to require the closure or sbandonment of any existing gas well.

2.2 Well Location; Excepiions. The County believes that the potential impacts
attendant to future gas development would be best mitigated for the County. gs & whole if
future Fruitland Coal Wells are drilled on existing well pads (“Pad Drilling”). In support
of this policy, in situations where reasonuble efforts fail to produce a Surface Use
Agreement concerning Pad Diifling between PETROGULF and the Surface OQwaes, the
County, in its discretion, may approve the infill County Permit for Pad Drilling, Special
axeeptions o Article 2.1 may be requested by PETROGULF in its applications for Infill
Cousnty Perpits.  The County will grant special exceptions when the County finds that
one gt mors of the following factors apply in 2 manner such that use of an existing Well
Pad is rendered impractical:

i topographic charectetisties of the site;

b natural vesource constraints {e.g., wetlands);

¢ the location of wiilities or shmilar services;

d. geologic factors or where issues concerning distances between
weolls are present;

e, other sife conditions beyond the control of PETROGULF; or

£ safety conieerns,

It rave circumstanees, the County may also, in ifs discretion, grant a special exception to
Article 2.1 at the request of the Surface Qwner and PETROGULF based upon other




impacts that msay anise from Pad Drilling, Nothing herein sheli be construsd orapplied so
as to result in the complete preclusion ai” any Iofifl Well anthorized by the:COG 0. The
Tinnitation contained in Section 2.1 shall not spply in any itstance In which the: County

denies & permit apploation to drifl 2 well from an existing Well Pad or to expand an
existing Well Pad.

2.3 Use of Existing Infrastructure. PEYROGULF agrees, except as provided
in Axticle 2.2, to use existing inBlastruciure, including but not lmited to the uge of
existing roads, pipeline roates and Well Pads within the existiog deilling windows in the
Infili A;zpiﬂ,mmn Area.  Nothing conlained in this Acticle 2.3 shall preclude
PETROGULF from installing addﬂwna! facilities within the existing roads, pipeline
routes and Well Pads if reasonably required o produce and operate the mﬁﬂ Wells., The
County recognizes that some oiney reconfiguration of the mzsﬁa&_mﬁ“&wu@mm or
additional casenents may be necessary due o the placement of nndtiple wells onexisting .
Well Pads. With the exception of such circutastances and other operstional requiresnents
or limitations huposed by existing condractual agresments or government regulations
{e.g., CDOT access permits), with the lustallation of each Infill Well PETROGULF shail
use existing roads, cesements, aud pipeline routes,

24  Legal Non-Conforming Uses and Setbacks. Section 90-122{(b) of LPLUC
esiablishes certain sethack requirernenis. In some instences, existing mimor oif 2nd gas
facilities which inihally mret such requirements would not meest the regquirements if 2
current application were filed due to (i) the encroashment of other development info the
sethack area, (i) because the regulafion was not i effect when the original iostaliation
aocwrred or (i) beoauge a waiver previously was obtained: Becauss the Connty believes
that the poliey of utilizing existing well pads is caitical to the mitigation of the overall
tmpact of the Infill Wells on the county ss a whole, the County aprees that in those
instances where the setback requirements of Sections 90-122 (bX1) and (Z) cannot be mict
currenitly, the County will consider.the use of fhe existing Well Pud site a legal
nonconforming use not subject to the requirements of Seofions 90-122 (BX1) and (3},
provided that the degree of the nonconformity i not in sny way hxveased by the
placement of the Infill Well on the existing Well Pad siie. The degree of cxisting
nonconformity shall be measured fom the edge of the existing Well Pad to fhic nearest
residential structure and/or county approved subdivision as appliceble. The degree of
nonconformity for the new proposed fufill Well shall be measured from the sdge of the
new proposed Well Pad 1o the nesvest resideptial struciure andfor cownty approved
subdivision as applicable, The increase, if any, in degree of nonconformity sheil he the
et difference between the two above measured values.

2.5  Expansion of Existing Well Pads. In those instances where an existing
Well Pad is used for an Infill Well, PETROGULF agrees 1o use reasonable efforts to
mininize the expansion of the arez of the existing Well Pad. The reasonableness of the
expangion under the circumstances shall b demonstrated by PETROGULF fo the Cotunty
with its Infll County Permit spplication, PETROGULF agrees to exercise reasonable
efforts 1o expend existing well pads sway from nearby existing impacted residential
structures.




PRIVATE ROADS AND ROAD IMPACT FEES

3.1 Road Impact Fees. County and FRIROGULPE heve determined that
specific land use activities by PEFTROGULF within the Infill Applostion Area may
ercate mpacts on County roads and, fherefore, mitigation in the form of negotidted road
impuct fess is proper and necessary. The parties recoguize that fmpact fees are-not
always a reliable or sufficient source of funds and that the County’s ability to actually
pcrﬁ:um sach work may be limited or hm&p@mﬁ iy reasons beyond ils control. However,
the County agrees 1o exercise good fuith in its efforts to carry ont the intent of this
Agreensent and to. perfonm such work to the extent that mondes are available and
approprigted. The County shall control the sequencing and timing of such work and
PETROGULF hereby waives its rights, if sny, 1o insist upon completion-of the worlk orte
dictate the manner, sequencing and timing of the same. The County recognizes. and
acknowledges that the monies collected hereunder mist be collested and spent.in a
menter consistent with the accounting practices set forth in CR.S. § 29-1-801 ef.seq. and
that such monies nray only be spent on facilities that are directly and reasonably related
to the mitigation of impacts related to the activities described in the Infill Application.

3.2.  Road Bmpact Fees Caleulation and Payment. Based upon certaint agreed
upon assumptions, PETROGULE and the County have agreed to estimated Road:- Impact
Fees for minor oi} and gas facilities and major oil and gas facilities with respect to the
Infill Application as follows:

(&)  Tier 1 facilities that are those with respect to which PRTROGULF
will transport produced water by pipe (except during diilling, completion and well
servicing operations except for emergency situations) and the Road Impact Fec for Tier 1
facilities shiall be in the amount of $4,116.00 per facility;

(b}  Tier 2 facilities are those with respect to which PETROGULF will
taul the above described produced water for temporary periods not fo exceed two (2)
years from the date the facility is plased in service, and the Road Impact Fee for Tier 2
facitities shall be $5,261.00 per facility; and

(¢}  Tier 3 facilities are those with respect to which PETROGULYF
likely will haul such produced water for the fong-teny, and the Road Impact Fes for Tier
3 facilities shall be $7,501.00 per facility.

PETROGULEF shall pay the County the Road Impact Fee due and owing for the
prescribed activity prior to the County’s final approval of the Infill Cownty Permit,

33 ddoption of Road lmpact Fee Program. The County is presently
underiaking a feasibility study for the imposition of a county-wide impact fee program.
Ta the extent legally permissible, the Cennty shall use reasonable efforis to adopt a road
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fmpact fee program spplicable o those eligible properties and uses vpon whick the
County can legally impose 4n impact feo pursuant fo constifutions] 20d statufory
parameters. [f such g program s adopted by the County and, #s adopfed applies fo minor
oil and gas facilities and major ofl and gas facilities, PETROGULF'S obligation to pay
the fees descoribed in Article 3.2, other than those sfready peid, shell terroinate.

3.4 Submission of Information. The Counly seeks to efficiently amd
sffectively schedule maintenance and improvenent projects on its county roads, The use
of such roads by heavy equipment related io constraction or production activitics in the
Infilf Application Area could have an effect on. swch profects. The County sesks and
PETROGULF agress (o provide the County, on a qoarferly basis, a forecssted setivity
plan setting forth the expecied location and duration of minor off and gas facilities md
mafor oif and gas facilities operations within the county for the upeoming quarteras well
as the county roads to be accessed and general proposed travel or hant routes. The
disclosure of such plans and voutes i for informational purposes only and shiall nof be
constried as creating any obligation on the part of PRTROGULF, including, without
lindtation, to conduct such operations, & Hmit the location and duration of such
operations or to follow such routes. The Hrst submdeston of such information shall ocenr
within thivty (30} days after the COGCC order spproving the Infitl Application. The
County agrees @ reciprocate and provide notice te PETROGULF of its intended projects
and its expected schedule for same.

35 Use of Subdivision Roads. PETROGULF agrees that in those instances
where it accesses Infill Wells in the Infill Application Area through & road or roads
within 2 county-approved subdivision and a governing entty exists {o.2., homeowners’
associgtion) with legal suthority to bind the entity and s members, and with the
suthority to grant access rights over such roads aud/or negotiate agrecments with respect
to their use, PETROGULF will use reasornable efforis to negotiate a {air sand reasonable
road maintenance or road hwprovement sgreement with such entity for the purpose of
paying or making in-kind confributions for s pro rets share of the sost of matnfaining or
mmproving the affected road(s). Such epreements or a wmemorandon thersof shall be
recorded with the Clerk and Recorder of La Plata County, The existence, or Jack thereof,
of such exgeuted apd recorded agreements shall be noted in the Infill County Permit
application for iformational purposes only.

3.6 Use of Equipment. PETROGULF agroes that:

a it will vemove or require the removal of chains from its heavy
equipment before entering a county road;

b. all new roads associated with the Infill Wells within the Infill
ApphHeation Area shall have grave] aceess and Well Pads with 2 minimum of four
inches {47) of Class 6 Aggrogate Base Cowse a5 defined by the Colorade
Department of Transportation Standard Specifications for Road and Bridge
Construction over a stabilized base, both of which shall be maintained froughout
porrnanent operations of the Well Pad; and




c. i mud andfor debris is tracked omto the county road: by
FETROGULF'S equipment, PETROGULY shall remove same and. restore the
condition of the road as promptly as is reasonable under the mmmaﬁm&

3.7 Produced Water Haullng. Except during drilling, completion :md well
servicing aperations, PETROGULF shell use reasonable efforts to fransport by pipe
produced water within the Infill Application Area. PERTROGULF intends to expand ifs
existing water pipeline system for the tiansport of produced waber within the Tofill
Application Ares, where feasible. In those instances where the utilization of 2 water
haulisg truek s rcqmmd PETROCGULF agrecs to strictly comply with the weight.
restrictions get forth in Chapter 42, Article V of the LPLUC.

ARTICLE IV
AIR QUALITY

41 Electrification. PRTROGULF agrees that with respect to. fnfill Wells
within the Infill Application Area requiring long-term artificial iff, it shall nfilize eleciyic
motors for all antificial Gft instellations provided the Well Pad is within 1320 fest of
distribution voltage and the ability to do so is not cost prohibitive due-fo the demands-of
moperty owners from whom esgements are required, topography or other physital
features (e.g., the presence of a river). PETROGULF agrees that if distibution voltage is
ot currently within 1320 feet of the proposed Well Pad, it will contact and provide the
surfacs owaner an opportunity at the surface owner’s cost fo extend distsbution volfage 10
weithin 1320 feet of the proposed Well Pad. It is understood that gas powered adiificial
Hfl equipiment may be used prior fo the time that La Plsta Bleotric Association brings
power to the site. PETROGULF agrees to request that La Plata Blectric Association.
place the power lines unctergreuud except in areas where the topography or subsarface

conditions render ¥ infeasible or in situations in which the landowner requests overhead
lines.

42  Greenhouse Gos Reduction. PETROGULF agrees to wilize reasonsble
efforis to minimize methane emissions by usiag “green completion”™ technigques, and the
instailation of “low bleed” premmatic instrumentation, when feasible.

43  Ewmission Control Equipment. PBTROGULF will comply with existing
BPA ndes and sny future reguiations validly adopted by an authority with sppropriate
jurisdiction, including regulations that may be adopted by the Southemn Ute Indian Tribe.

ARTICLE V
WATER QUALITY

5.1 Storm Water Managemens and Spill Prevention Containment and Control.
Even if not required (o do so by any applicabie regulation or law, PRTROGULF agrees fo
atitize Best Management Practices for afl pad expansions and new pads-and for road and
pipeling development or provements.




5.2  Water Well Monftoring., If & conventional gas well exists within one
quarter (1/4) mile of the boitom hole location of a proposed Infill Well, then the two 2}
closest wajer wells within g one-half (1/2) mile radivs of e conventional pas well ghall
be semrpled by PETROGULF as water quality testing wells. If possible, the water wells
selected shall be on opposite sides of the existing conventional gas well not excesding
orre-half (1/2) mile radius. If water wells on opposite sides of the conventional gas well
cannot be identified, then the two (2) closest wells within one-balf (1/2) mile radivg shall
be sampled. If two (2} or move conventional gax wells are located within one guatter
{1/4) mile of the bottom hole location of the proposed Infill Well, then the conventionat
gas well closest to o proposed Infill Well shall be wsed for selesting wells for sampling.

1f no conventional gas weils are located within one guarter (1/4) mile radius of the
bottom hole location of the proposed Infill Well, then the selested water wells shall be
within one guarter (1/4) mile of the bottom hole location of the proposed Infill Well, In
areas where two (2) or more water wells exist within one quarter (1/4) mile of thie botiom
hole location of the proposed Infill Well, then the two (2) closest water wells shall be
sampled by PETROGULE, ideally, if possible, the water wells selected should be on
opposite sides of the bojtom hole location of the proposed Infill Well, T water wells on
opposite sides of the bottom: hole location of the proposed Infil Well camnat be
identified, then the two {2) closest wells within one guartes (1/4) mile vadius shall be
samplied by PETROGULE. H two (2) water wells do not exist within one guarter (1/4)
mile radius, then the closest two water wells within a one-half (1/2) mile radius shall be
sefected,

IF no vwater well is located within a one quarter (1/4) mile radiug aves or if aseess is
denied, a water well within one-half (142) mile of the bottom hole focation of the Infill Well
shall be gelected. If there are no water quality testing wells meeting the foregoing crifetia,
then sagpling shall not be requited. If the BLM of the COGCC have already acquired data
on a water well within one quarter (1/4) mile of the conventional gas well, but i is not the
chosest water well, it shall be given preference in selecting & water quality testing wetl. The
“Inttial baselive testing” described in this paragraph shail include all mejor cations and
aions, TDS, iron and manganese, nuirients (nitrates, nitites, selemiom), dissolved
methane, pH, presence of bacteria and specific conductance and field hydragen sulfide,

If free gas or & methane concentration fevel greater than 2 mgfl. is defooted in ¢
water quality testing well, composi§ional analysis and carbon isotopic analyses of methme
carbon shall be perfmraed fo determine gas type (thermogesiic, bfogenic or an intermediate
mix of both), If the testing resulls reveal biogenic gas, no futher isotopic testing shall be
done. 1f the carbon isotope test resulls in a thermogenic or htermediate mix siguature,
amal testing shall Ye performed thereafler and an action plan shall be draffed by
PETROGULF to determing the sowce of the gas. Jf the methane conceniration level
increases by more than 5 mefl, between sampling pedods, or incresse fo more than 10
mgfL, an action plan shall be drafted to determine the sowrce of the gas.

The initial baseline testing shall ocour prior o the drilling of the proposed Infill
Well,  Within one (1} year after completion of the proposed Infill Weil, & “post
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completion™ fest shall be performed for the same paramsters sbove and repeated thres (3)

and six {6) years thereafter. If no significent changes from the baseline have been

identified after tho third test {the six year test), no further teating shatl be required. The

testing schedule will restart after the deifling of 2 cew Infill Well-on anexisting Well Pad if
the wells fo bo tested include those fested for the 160 scre infill program. Additional “post
completion’ test{(s) may be required if changes in water guality are identified during

follow-up testing. The Director of the COGCC may require further water well sampling af

any time in response to complaints from water well ownors,

Within thres (3} months of collecting the samples used for the test, sopies of all test
sesulte described above shall be provided to the COGCT and the County and the fandowner
where the water guality testing weil i locased.

ARTICLE VI
PLUGGED AND ABANDONED WELLS/SOIL GAS VAPOR SURVEY

A goil gas vapor-moritoring program is designed to deferniine 2 posgible lack of
zomal esu?&tmn along welitbores of plugged and sbundoned wells. PETROGULF will
atterapt to identify any plugeed and abandoned wells located within 0:25 miles of the
bottom hole losation of any Infill Well. Any plugged and abandoned well within 0.25
miles of the bottom hole of an Infll Well will be assessed for risk, faking into scoount
cemerding practices reporied in the plugged and sbandoned reports. PETROGULE shall
notify the COGCC of sl resulls of &l risk assessments of plugging procedures. The
COGCC muwy appropriate funds wnder Rule 701 (fhe Bnviroomental Response Foud) to
conduct soit gas monitoring fests to further define the risks. I the monitoring reveals a
possible lack of zonal isolation, the COGCC may then conduct or order any necessary
remediation or other authorized activifies.

ARTICLE VH
INCLUSION INTO €COGCC ORDER.

PETROGULF and the County agree to jointly request that certain conditons, as
set forth in attached Exhibit A, be incorporaied into the COGCC order approving the
Infill Application.

ARTICLE VIII
SITE SPECIFIC DEVELOPMENT PLAN AND FUTURE REGUEATIONS

This Agreement shall not grant or create any commen law or statutery vested
development rights or exempi PETROCGULE fom any applicable County developmient
review regulations or processes. The County reserves the right in the future to enact and
apply prospectively oil and gas regulations that are general in nature and-are dpplicable to
all similarly situated oil and gas activitics subject to tand use regulation by the County,
even though sach reguiations may be more or less stringent than the standards applicable
to the fnfitl Wells by vivtue of this Agrecment.
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ARTICLE EX
PRESERVATION OF RIGHTS

The perties acknowledge, understand .and agree that this Agreement shall not:
operate as a bay, constitute a waiver of any rights of the parties, or in any respect affect
e ability of any party fo this Agreement to assert its claims concuning the validity of
the Couniy’s fand use jurisdiction. Nothing inthiz Agreement shell be constroed: 28 20
admission regarding the existence of proper jurisdictional authority or weiver by either
party of any legal right or obligation, nor shall anything be construed 85 3 bar to cither
party to seek any legal remedy available to it

GENERAL PROVISIONS

The following general provisions shall govern the relationship betweenthe parties
with respect to Infill Fruitland Coal Wells within the Infill Application Area.

t0.1  Effective Date and Term. This Agrevment shall be effective upon entry of
the COGUC*s order approving the Infill Application.

10,2 Entire Agreement, BExcept as otherwise expressly set forth herein, this
Agresment embodics the camplets agreement and understanding between the parties
hereto with respect to the subject matter hereof and suapersedes and preenipts any prior
understandings, agreements or representations by or between the parties, written or oral,
which may have related to the subject matter hereof in any way.

103 Successors and Assigns.  Bxeept as otherwise provided herein,
FETROGULYF shali bave the absolute right to transfer or sell any or part of its interest in
the Infill Wells; provided, however, that in the event of transfer, PETROGULE’S
transferees, sublessess, successors and assigns shall be bound to comply with all terms
hereol

10.4  Counterparts. This Agreement may be exetuted inm one or more
counterparts, each of which shall be deemed an original but all of which when taken
together shall constitute a single agreement.

LS Amendment. All covenants, representations and warranties herein and ail
ofher oblipations, responsibilities and terms hereof shall continue to be fully hinding and.
enforceable on the parties until expressly superseded by written agroctnent of the periies,
No amendment to this Agreement shall be effective unless in writing, signed by all
parties who are thern subjest to this Agresment.

10.6  Waiver, No failure on the part of any party hereto to exercise sad ne delay
in exercising any right hereunder shall operate a8 a waiver of such right, The remedies
provided herein are cunmlative and not exclusive of any remedies provided by law, Do




watver of, or failure fo exercise any right hereunder shall operste to provent future
entforcement of such right.

10.7.  Notices, Notices Bereunder may be given by cegtified mail, vetum receipt
manested, or by facsimile or electronic mail trapmmission. Notices shall be effective on
receipt, provided, howsver, that confirmation of receipt shall be reguired in alf fnstances,
Notiee to the respective partios shall begiven to

To the County at: Wil coples o

Naney Lavro, Divestor Jeffery P. Robbing, Bsq.
Comraunity Developmens Services Goldman, Robbing & Rogers, P.C.
La Plata County P.O. Box 2270

§060 B. 2™ Avenue Duraigo, Colorado 81301
Durango, Colorado 81301

To PETROQGULF at: With copies tor

Charles W. Goodin Michael J. Wozmiak
Petroguli Corporation Beatty & Wozniak, P.C.
518 17™ Street, Suite 1455 216 16% Street, Suite 1100
Denver, CO 80202 Denver, Colurado 80202

or to any other addresses ag either party hereto may, from thme to time, desipnate in
writing and deliver in a like menner,

1.8 Headings. The descriptive headings of the sections of this Agreement are
inserted for convenience only and shall not control or affect the meaning or construction
of any of the provisions hereof,

10.9  Further Acts. Each of the partics shall promptly and expeditionsly exesute
and detiver any and alt documents and perform any and all acts as reasonably recessary,
from time to thme, to carry out the maftiers contemplated by this Agreement.

1010 No Partnership; Third Party Bengficiaries. 1t is not intended by this
Agreement 1o, and nothing contained in this agreerent shall, create avy parinership, joint
venture or ather amangement between PETROGULF and the Coumty. No temn or
provision of this Agreement is intended to or shall be for the bepefit of any person, finm,
organization or corporation not a party hereto aud vo other person, firm, orgauization or
corporation shall have any right or cause of astion hersunder.

1011 Severabilite. The provisions of this Agreement are deamed materdal and
nonseverable. 1f an sction is bronght thet results in any provision of this Agreement
being determined or declared by & Court to be illegal, invelid or unenforceable under
present or fuiure laws effective during the fermx of this Agrecment, the parties shall
negotiste o good faith for an equivalent or substitute provision or other appropriste
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adfostment to this Agreement, If the parlies cannof reach agreement, or'if so desired by
the parties, then the lssues in dispute shall be submitted to 2 medistor acceptable to both
parties for nonbinding mediation. Undess otherwise agreed 1o by the parfes, such
mediation shall coour within sixty (60) deys of a party’s receipt of & nofice fo-mediate
from the other party.

PETROGULF CORPORATION

PO LS KNS
W Yoy,
h-% p

BOARD OF COUNTY COMMISSIGNERS
LA PLATA COUNTY, COLORADO

Walla te,
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EXHIBIT A

PROPOSED CONDITIONS OF APPROVAL

Applicant Petrogulf Corpovation. (PETROGULF™) and Intesvenor La Plata
Connty, Colorado {“La Plate County™) respectfully reguest that an Order issued by the
Comnmission in Cauge No. 112, Docket No. 0609-AW-16 be made subjest to and
conditional upon the following:

1. Comypliznee with all terms, conditions and provisions of prior Cotmmission
Orders in Cause No. 112, including without limitation, the spevific provisions of Qrder
No. 112-136 and Order No. 112-157 including the Rule 508{.(3)B conditions aftacked
thereto. _

2. Compliance with the terms and provistons of alf of the Comunission's
health, safety, welfare and environmental rulas and regulations now or heveafter in offest.

3 Those cerfain provisions as sst forth in Bxhibit A of the Memorandum of
Understanding between PETROGULF and La Plata County as follows:

v Syprfuce Densiy

The density of Fruitland Coal Well Pads within the Infill Application Acen
shall not exceed four (4) within the existing drilting and spacing units of 320
sores for the Pruitland Coal Seam formation covering lands in La Plata
County, Colorado. Notwithstanding the foregoing, nothing contained in this:
provision shall be constraed so as to require the closure or abandonment of
awy existing gas well,

s Well Location; Exceptions

The Comnission may grant a special exceplion allowing for a greater
density ef Fruitland Coal Well Pads (i.e., more than 4 per 640-acre seotiony), at
the request of PETROGULF and after consultation with the Logal
Govenmmental Designee, based upon a finding by the Commission that one or
more of the following fagtors apply tn 2 manner such that use of an existing
Well Pad is rendered impractionl:

topographic charscteristios of the site;
natural resource constraints (e.g, wetlands);
the location of utifities or similar services;
geologie factors or where issues concerning distanoes between
wiekls are present;

. other site conditions beyond the control of PETROGULF; or
safety coneerns,

S S o
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testing shall be performed thereafter and an action plan shall be drafted by
PETROGULF to determine the sowrce of the gas. If the muethane
concentration level increases by more than 5 mg/L. betwesn sampling periods,
o increase o more than 10 mg/l., an action plan shali be drafted to determine
the seurce of the gas. _

The initial baseline testing shall oceur prior 1o the drilling of the proposed-
Tnfill Well, Withit one (1) year after corapletion of the proposed Infill Well, &
“podt cotupletion” test chail be perfosmed for the same parameters ghove and
repeated three (3) and six (6) years thereafter. H 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 will restart after the
drilling of a pew Infilf Well on an existing Well Ped if the wells 10 by fesied
include those tested for the 160 acre mfill program. Additional “post
completion™ test(s) may be tequired if chianges in water quality ave identified
during follow-up testing. The Director of the COGOC may reguine further
water well sampling (which may include water qualify 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 resulis described ebove shall be provided to the COGCC and the
County and the landowner where e water quality testing well is located

s Plugped and Abandoned Wells/Soil Gus Vapor Survey

A soil gas vapor-monitoring program Is designed to defermine a possibie
lack of zomal isolution afong wellbores of plugged and sbandoned wells.
PETROGULF will attemnpt to identify sny plugged and sbandoned wells
located within 0,25 miles of the bottom hole location of any Iafill Well. Any
plugged and sbandoned well within 0.25 miles of the bottom hole of an Infill
Well will be assessed for risk, taking into account cemienting practices
reported in the plugged and abandoned reports, PETROGULF shall notify the
CQGCC of all results of all risk assessments of plugging procedures. The
COGCC may appropriate fmds under Rule 701 (the Bnvironmental Response
Fund} to conduct soil gas monitoring tests to Ruther define the rsks. 1f the
monitoring revesals a possible lack of zonal isolation, the COGCC may then
comdnct or order any necessary remediation of other authorized activities.

4. Compliance with all applicable regulations of the BLM, BIA and the
Southern Ute Indian Tribe when conducting operations on lands subject such agency’s
jurisdiction.
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