J34564

I’llIII! 00V L6000 B0LIC I DT U

P773 H ALSDORF

1 of 7 R 36 GB D B BB GF!RFIE_D COUNTY co

P SINET Y S08
PRODUCERS 88-PAID UP s " i %

OIL AND GAS LEASE
Lo

{4
AGR.E.EMEI‘{T, Made snd entered into the

. Gerald P, | d int T
whose: post office dddress is ___7700 Coun%&uad 306, Parachute, CO 81633 hercinafier called Les-
2

sor (whether one of rﬁm) md _A[Q[lg_%ggn‘ LLC whose post offies address
i “S¥1557 0 en Street, Sulte 30, Denver. gQ 80218 hereinafter called LosZe:

WITNESSETH, T'hnl the umr for and in consideration nr_,____'[gn_mm_mmmﬂ.m&l__,___DOLLARS cash in hand
paid, the receipt of which is bereby acknowledged, and the covenants and agreements bereinaier contai

; nd let,
and by these presents does grant, demise, lease, and let exclusively unio the said ussu the land hm nhf jed el hsﬁ’e right
for the purpose of mining, exploring by geephysmal and other methods, end op g for and pr i 45y fibaf whersoever
nanure or Kind, specifically including coalbed methane and any and all substamces produced in as G nal-bearing
formations, with ng,hts of way and easements for Jaying pipe lines, and erection of structures therean ¢ H G\ “‘;, of said

Together with any reversionary rights therein, end topether with all strips or parcels of land, (not, frsun ;5 gimh
comprising o regular 40-acre legal subdivision or lot of approximamrly comesponding size) adjoining or w. A Iand
and owned or claimed by Lessor, and containing 3529 acres, mare ot less, Py L‘ 2

1. It is egreed that this [ease shall remain in force for & 1erm of three (3) years from this date and g_!:_&rﬁ\ﬁn—m ail or gas of
whatsoever nare or kind, specifically mcludmg coalbed methane end any and all substanees produeed in assaciition herewith from cosl-
bearing formations, is pmduccd from said Jeased premises or on ecreage |m1r.d therewith, or drilling operations sre continued as hereinalter
provided, 1f, af the :xpu-anon of the primary term of this lease, oil or gas is not being produced ou the leased premises or on acreage pooled
therewith but Lesses is then engaged in drilling or reworking operations thereof, then this lease shall continut in fGree 50 Tong as operations arc
being continuously prosecuted on the leased premises o on acreage pooled me.mmh wnd operations shall be considered 1o be conhnuuus!y
presecuted if not more than nibecy (50) days shall slapse b the lei d of one well and the beginning of operations for
the drilling of & subsequent well, Ifafter discovery of oil or gas on seid land or on u:rug.e pooled therewith, the produttion thereof should cease
fram any cause afier the primary term, this lease shall not termineie if Lessce commences additional drilling or reworking operations within
ninety (90) days from dute of cessation of production or from date of completion of dry hole. If oil or gas shall be discovered and produced as &
resull of such opesations &t or &fter the expiration of the primary tzgm of Lhis lease, this lease shell continué in force so long as oil or gas is
produced frem the leased premises or on acreage pooled mup:‘mh

2,:This is 8 PAID-UP LEASE. In consideration of the' ‘dovm ca’ﬂﬁ paymens, Lessor agrees that Lessee shall ot be obligated, except as
otherwise provided herein, 1o commence or confinue any gperations during 1.he primary term. Lesses may at any ume or limes during or after the
primary term surrender this lease 8 w all or any portion of said [and and as 1o nry straza or stretum by delivering to Lessoror by filing for record
u pelease or releases, and be relieved of all obligation thereafier accruing g to the acyeage surrendered.

3, In consideration of the preinises the said Lesses covenants and agrees:

1°. To deliver to the credit of Lessar, free of cost, in the pipeline to which Lessee may connect wells on said land, the equal one-
' eighth (1/8) part of ail oil produced and saved from the leased premiscs
2%, To pay Lessar for gas of whatsoever nature or kind {with sl of jts constituents) produced and soid or uted off the lensed
premises, or used in the manufacrure of products therefrom one-eighth (1/8) of the scual amount received by the Lessee, said payments (o be
made monthly,

4. Duﬁng any period (whether befors or afier expination of the primary term hereof) when gas is not being so sold or used and the well or
wells are shut in 2nd there is no current praduction of oil or operations on said leased premises sufficient 10 kecep this lease in force, Lessee shall
puyoru.nda'amyalry of One Doller (31.00} per year per net royalty acre reta d h des, such p t or tender to be made an ar before the
mwmuy date of this lease next ensuing afier the expm!lmn of nincty (90) days from lhe date such well {s Shut in and thereafier on the
anniversary date of this lease during the period such wel) is shut in, 10 the royalty owners. When such payment or tender is made, it will be
considered that gas is being produced within the metning of the eatire lease,

5. 1f said Lessor owns & less interest in the sbove described land than the entire end undivided fee simple estare therein, then the royalties
(ingluding any shut-in gas royalty) herein provided for shall be paid the to the Leasor only in the propartion which Leasor's intcrest beers Lo the

¢ and undivided fee.

6. Lessee shall have Lhe right to use, free of cost, gas, oil, and water producsd on said land for Lessee’s operation Lhereon, except water
from the wells of Lessor.

7. When requested by Lessor, Lessee shall bury Lesses's pipeline below plow depth.

B. Nao well shail be drilled nearer than 200 feet 1o the house or bara now on sald premises without written consent of Lessor,

9. Lessee shall pay for damages caused by Lessee’s opemations to growing trops on said land.

10. Lessec shall have the right at eny time to reroove all machinery and fixures placed on said premises, including the right o draw and
remave casing.

11. The rights of Lessor and Lessee hersunder rmay be assigned in whole or par. No change in ownership of Lessor's interest (by
sssignment or otherwise) shall be binding on Lessee until Lesses has betn famished with notice, consisting of ceaified copies of wll recorded
instruments or docurnents and other infe ion ¥ {0 establish lete chain of recard title fram Lessor, and then only with respect to
payments thereafter made, Na other kind of notice, wheth::r achia) or mnsuucu\ra, shall be binding on Lessee. No present or furure division of
Lessor's ownership es to different ponlmu of parcels of said land shall Pperats to enlarge the obligations or diminish the rights of Lessee, and all
Lessee’s operations may be condugted withowt regard to any such division. If all or eny part of this lease is assigned, no leasehold owner shall be
lisble for any eet or omission of any other leasehold gwner.

12, Lessce, at its option, is hereby given the right end power at any time and from Bme 1o time as a recurring right, either befoce or aftec
production, as to =l or any, part of the land described herein and as 1o any one or more of the formations hereunder, tw pool or unitize the
leasehold esmiz and the mineral estars covered by this lease with other land, lease, or leases in the immediate vicinity for the production of oil
and gas, or separately for.the production of either, when in Lesset’s judgment it is necessary or advisable to 6o 50, and imespective of whether
autharity similar to this exists with respect to such other lmd lease, or leases. Likewise, units previously formed to include formations not
producing oil or gas may be refi d 10 excludz such non-p The forming or reforming of any unit shell be accomplished by
Lessee axecuring and filing of record & declamution of scch *_'.1|llz.'n1nh or refarmation, which declaration shall describe the unit. Any wnit may
include lend upon which a, well has thereiofore besn completed or upon which operations for drilling ‘have theretafore been commenced.
Production, drilling, or rewerking operations or 2 well shut in for want of & market mywhere on a unit which includes all or & part of this lease
shall be treated 25 if it were production, drilling, or reworking operations or a “well shut in for want of 8 marke undex this lease, In lieu of the
royalties tlsewhere herein specified, including shut-in gus royalties, Lessor shall receive on praduclmn from the unit so pooled royalties only on
the partion of such production allocated to this lease; such allocation shall be that proportion of the unit production that the 1otal number of
surface acres covered by this lease end included in the unit bears to the wotal number of surface seres in such unit, Tn addition to the forogoing,
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EXHIBIT “A”

Attachment to that certain Oil and Gas Lease dated November 2, 2005, by and between
Gerald P. Grunska, Carol D. Grunska, and Gerald R. Grunska as Joint Tenants, as Lessor,
and Apollo Energy, LLC, as Lessee.

A parcel of land situated in the SW¥% and the SEYANWY of Section 35, Township 7
South, Range 96. West of the Sixth Principle Meridian, County of Garfield, State of
Colorado;-said Parcel being'more particularly described as follows:

Commencing st the Southwest corner of Section 35, said Comner being Lava Stone found
in place;

thence N. 00°29°48” W, along the Westerly line of said Section 35 a distance of 1384.51
feet 10 the South Sixteenth Comer of Section 34 and 35, & %" x 30” bar and 3 4" Cap
L.S. #19598 set in place;

thence leaving said Westerly line S. 81°18'14” E. a distance of 1203. OB feetto a Rebar &
Cap L.S. #19598 set in place, the True Point of Beginning;

thence N. 12°15'42” W, a distance of 1600.57 feet to & point on the North line of the
SWY of said Section 35, a Rebar & Cap L.S. #19598 set in place; :

thence S. 89°50°50™ E. along the Northerly line of the SW' of said‘Section 35 a distance
of 448.97 feet to the West-Center Sixteenth Comer of said Section 35, a %™ x 30” bar
and 3 ¥4 Cap L.S. #19598 set in place;

thence N. 00°58°18” W. along the Westerly line of the SEVUNWY; of said Section 35 a
distance of 505.93 feet to a point in the Centerline of an existing draw, said point being a
Rebar & Cap L.S. #19598 set in place;

thence the following six courses along the Centerline of said draw;

S.61°33°2]17 E. 21.04 feet

S.43°21'09" E. 218.50 feet

S.50°12°39” E. 316.84 feet

S.47°27°34" E. 283.63 feet

§.43°52°19" E. 334.29 feet '
5.55°59°14” E. 368.11 feet to a Rebar & Cap L.S. #19598 set in place;

N Sk i) e

Thence leaving said Centerline S. 49°55°47" W, a distance of 1644.16 feer to the True
Point of Beginning.

AMK/A

Lot4
FYRWALD EXEMPTION PLAT

COUNTY OF GARFIELD
STATE OF COLORADO

GNED FOR ID FICATION

uedd K b Corat O Lievnok

Gerald P. Grunska’ Carol D. Grunska

Gerald R, Grunska 2

APOLLO ENERGY, LLC

G

By: Louis A. Oswald, IIT '
Its; Operations Manager
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Attachment to that Certain Oil and Gas Lease Dated November 2, 2005 by and between Gerald P.
Gruncka, Carol D. Grunska, and Gerald R. Grunsks, as Joint Tenants, as Lessor AND Apollo
Energy, LLC, as Lessee

1.

As to royalty, the term “one-eighth (1/8)” in the printed form Lease shall be amended to read
eighteen and three/fourths percent (18.75%). [Lessee shall pay royalties on all gas of
whatsoever natwre and kind, produced from the Leased Premises, of eighteen and
three/fourths percent (18.75%) of their value. Value is: (a) Their gross selling price, if sold
under a contract of sale, or (b) If they are not so sold, the fair and reasonable value thereof at
the place where sold or used, however, that the fair and reasonable value of gas used or sold
off the Leased Premises shall be the value at the place sold or nsed (but not less than the
highest price obtainable for an annual contract which is freely and currently offered for
products of like kind, quality, and characteristics in similar quantities produced and sold from
any field located within Garfield County).

S —
In no event shall shut-in payments maintain this Lease in force for a.fumulative)period
exceeding three (3) years.

No part of this Lease shall be committed to a federal unit. Lessee shall not be allowed to
pool this acreage without first obtaining the written consent of the Lessor, said consent shall
not be unreasonably withheld, providing, however, that Lessor shall not be required to
commit to a cooperative plan of development exceeding 40 acres.

(O -1t
Lessee agrees that all royalties accruing under the Lease shall be free and clear of all of the '{ ,\;f’)
costs and expenses of producing, gathering, storing, separating, treating, dehydrating,"f J‘q 1

compressing, processing, transporting, marketing and/or otherwise making the oil, gas and
other products produced hereunder ready for sale or use, and no deduction shall be made for
any such costs and expenses in computing eny payment to be made to Lessor.

If oil and gas are discovered and produced during the primary term of the lease, then five (5) bHze?

a .
=

years after the end of the primary term herein, this Lease shall expixe as to all depths one

l
!

P

1 1w
(rr

=%

hundred (100) feet below the stratigraphic equivalent of the deepest productive zone of any #u¢ e

well drilled on the leased 1ands or on any lands pooled or unitized therewith.

In the event of a conflict between the terms of this Lease Addendum and the terms of the
printed form Lease, the terms of this Lease Addendum shall control.

Notwithstanding anything 1o the contrary contained in this Lease, itis specifically understood
that no right to use or occupy any portion of the surface of the lands is conveyed hereby. Any
surface operations whatsoever of any kind, including, but not limited to drilling sites,
pipeline locations, roads, electric or utility lines, and equipment, shall not be located in or
upon the Leased Premises without the express written permission of Lessor and shall only be
allowed after negotiation of an additional written agreement with Lessor, the terms of which
shall be determined in the sole discretion of Lessor, including damages and/or compensation
for the impact of surface activities on property values.

To the extent that Lessee is the Lessee of other undivided mineral interests in the lands, or
acquires such interests in the future, Lessee agrees to be bound to the surface use provisions
hereof with regard to those previously reserved mineral interests.
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EXHIBIT “B”
Page2 of 4

9. Lessee agrees that upon ten (10) business deys written notice giving details of the periods and
iterns to be audited, Lessor, or its agents, shall be provided at Lessee’s offices in Denver,
Colorado, or such other place as such records are normally maintained, with the necessary
documents and records to audit all amounts due Lessor under this Lease, including, but not
limited to: quantities produced and any adjustments or conversions thereof, gross proceeds,
gll charges deducted, if any, to calculate proceeds, product sales and royalties paid under this
Lease. Lessor agrees that any information given Lessor by Lessee is confidential in nature
and will not be given to third parties, except consultants, engineers, artormeys, accountants or
other experts employed by Lessor, without express written consent from Lessee, or pursuant
to Court Order.

10.  Lessee shall have the right to use, free of cost, gas, oil and water (excluding water from
surface aquifer or sources) produced on said lands for Lessee’s operations on the lands only,
but only from wells drilled or operated by Lessee.

11.  This Lease shall not be binding on any Lessor until executed by all Lessors named herein.

12. No wells may be drilled from locations on the leased premises to downhole locations in
which Lessor does not have a royalty participation without prior written consent of Lessor,
which consent may be withheld for any reason.

13, The prevailing party in any litigation arising out of this Lease or Lessee’s activities on the
lands, shall be awarded its costs, expenses and reasonable attorney’s fees.

14.  Lessee shall conduct its operations in compliance with all applicable laws, rules and
regulations. Lessor shall be deemed a third party beneficiary of any such laws, rules and
regulations and be entitled to enforcement thereof in its own right stlf

A

15.  Lessee agrees to fumnish Lessor copies of abstracts, supplemental abstracts, title opinions and {f;é /f q5
surveys that Lessee may own or hereafier acquire, as may be required to determine the / i _, Q'
accuracy of: (i) division orders tendered to Lessor, and (ii) all royalties paid or delivered to or
Lessor. Lessee shall not be Jiable for any errors or omissions in any such documents. 2‘((/ '

16.  Lessee shall conduct al] operations hereunder at its sole cost, risk, and expense and shall be
and remain fully responsible for all such operations. Lessee assumes all risks and liability of
any kind and nature incident to, occasioned by, or resulting in any manner, directly or
indirectly, from Lessee's operations hereunder, and Lessee agrees to keep the Leased -
Premises duly and fully free from and protected against liens of every character arising in
connection with, or resulting from, such operations. Lessee agrees to protect, indemnnify,
defend, and hold harmless Lessor, its officers, agents, and employees from every kind and
character of liens, damages, losses, expenses, demands, claims, and causes of action claimed
by or arising in favor of any person, firm or corporation whatsoever, including without
limitation Lessee, its officers, agents, employees, and its contractors or subcontractors, or of
their officers, agents, or employees, on account of personal injuries, death claims or damages
to property of any persons arising from any course whatsoever (including but not limited to
pollution of air, water, land, minerals, animal and botanical life and any other natural
resource and the violatdon or claimed violation of any and all federal, state and local
pollution control or other environmental laws now in effect or which may hereafter become
effective) growing out of or incident to the operations conducted by Lessee or its contractars
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17.

18.

19.

20.

EXHIBIT “B”
Page 3 of 4

or subcontractors, or to the entrance of Lessee or its officers, agents or employees on the
Leased Premises under coler of this Lease, whether such injuries, death or damage result
from or are claimed to have resulted from the sole or concurrent passive or active negligence
of Lessor, its officers, agents or employees or the sole or concurrent passable or active
negligence of Lessee, its officers, agents or employees or of Lessee's contractors or
subcontractors, their officers, agents, or employees.

Lessee, at its own expense, shall defend any suit or action brought against Lessor based on
any such alleged injury, death, or damage, and shall pay all damages, costs, and expenses,
including attorney’s fees in connection therewith or in any manner resulting therefrom; but
Lessor shall have the right to participate in such suit or action if it so elects. Such damages
shall include all damages to or by livestock, and claims and demands with respect thereto,
including all damages as a result of fences, gates and gaps left open or insecurely closed; and
shall include, but not be limited to, injuries or damages occasioned by the failure of or use or
misuse of any and al) kinds of equipment, whether owned or rented by Lessee or furnished by
any contractor or subcontractor.

Lessee shall provide at Lessee’s expense all necessary protective measures 10 prevent any
loss or damage to the property of Lessor on account of any operations by Lessee whether on-
site or off-site, including pratection for power lines, pipelines, telephone lines and water
wells. Lessee shall pay for all damages to Lessor’s real and personal properties of any kind
arising out of operations under this Lease, including but not limited to damage caused by salt
water or other effluent or by fires caused by its operations and originating on the Leased

Premises or on any adjacent or contiguous premises under the control of, or being operated
by, Lessee.

As soon as reasonably practicable, Lessee shall seek approval from the Colerado Oil and
Gas Conservation Commission for well density of no more than twenty (20) acres and to
prosecute said petition to decision in a prompt manner.

Lessee agrees to assume liability for any damage caused by Lessee’s operations to Lessor’s
water well(s) or the aquifer serving the Leased Premises. In order to ensure the continued
quality and quantity of Lessor’s ground water resources, Lessee shall implement a gro\md-
water sampling program of the properly permitted water well(s) serving the Leased Premises
which shall be conducted by an independent licensed professional engineer at Lessee’s sole
expense to determine pre- and post-operating conditions. Water well owners must provide all
available data regarding the drilling, completion and water quality information from their
well. Prior to drilling activities within 1,300 feet of any water well(s) serving the Leased
Premises, an annular space vapor screening will be conducted with field instruments
sensitive to methane. Static water levels and qualitative estimates of yield based on sampling
flow rates shall be determined by pumping the water well(s) at the highest rate possible
using currently installed equipment for a period of one hour. Flow rates shall be recorded
every ten minutes and evidence of pumping off, methane vapor or sediment production shall
be noted. Any other unusual characteristics such as discoloration, cloudiness, odors and
effervescence shall also be recorded. Water samples shall be collected from the point in
the water system nearest the well. Field parameters of dissolved oxygen (dO), pH,
temnperature, turbidity, and conductivity will be recorded at the time water samples are
collected for subsequent laboratory analysis. The sample shall be analyzed in the laboratory
for dissolved methane, benzene, toluene, ethylbenzene, xylenes (BTEX), major
cations/anions, total dissclved solids, pH, and specific conductance. I[f BTEX compourds
are found, then additional analysis for oil and grease AND for total volatile petroleumn
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hydrocarbons will be included to ascertain the origin of BTEX compounds. MTBE analysis
shall be conducted as well. If dissolved methane is detected at 2 mg/L or greater, the
cormposition and the ratio of stable carbon and deuterium isotopes in the methane shall be
analyzed to determine gas type (thermogenic, biogenic or mixture). If the testing results
indicate biogenic gas, then no further isotopic testing shall be required. If the results
indicate thermogenic gas or a mixture of biogenic and thermogenic gas, further monitoring
shall be conducted of the well in question. The post-drilling activity test shall be conducted
within 90 days of cessation or completion of activities at the well site and on an as needed
basis thereafter during the term of this Lease. Water samples will also be tested for enteric
bacteria, and BARTs (Biologic Activity Reaction Tests) which tests for the presence of
sulfate-reducing bacteria (SBR), iron-related bacteria (IBR) and slime-forming bacteria. Such
sampling shall be conducted in a manner as identical as possible to the tests conducted
prior tothe activity. Copies of all test results described above shall be provided to Lessor.

SIGNED FOR IDENTIFICATION:

LESSOR:

i L WWW

Gerald P Corins Carol D. Grunska

e, S P

Gerald R. Grunska

APOLZ:AW NERGY, LLC
ke

Lou1sA Oswald, III, Operationy Manager




