Klabzuba ORIGINAL

700 171th Skeet Suite 1300 Denver, CO 50262
phone 303.209.9097 fax 303289 9087
wwiv.klabzoba. com

Exhibit A

August 17th, 2009

Mr. David Neslin

Oil & Gas Conservation Commission
The Chancery Building

1120 Lincoln Street, Suite 801
Denver, CO 80203

RE: Klabzuba Rule 326.b. and Rule 707.a. Variance Agreement within the Adena Field

Dear Mr. Neslin:

The purpose of this letter agreement is to put in writing the discussions between Klabzuba
Qil & Gas, Inc. (*Klabzuba™} and the Colorado Oil and Gas Conservation Commission
(“COGCC") with respect to the wells operated by Klabzuba within the Adena Field
(“Field™).

BACKGROUND

Of the total 171 current Klabzuba operated wells within the Field, 110 are shut-in and 48
are temporarily abandoned. According to Rule 326.b., a mechanical integrity test (“MIT")
must be performed on each shut-in well within two years of its shut-in date and on five-
year intervals thereafter.

Rule 707.a. requires operators to post additional financial assurance when they have
“excess inactive wells.” Under current COGCC rules, the amount of financial assurance
posted by an operator divided by $20,000 determines whether the operator has excess
inactive wells. Rule 707.a. Klabzuba has posted a $100,000 plugging bond. Its plugging
bond divided by $20,000 equals 5 wells. Klabzuba's 158 shut-in and temporarily
abandoned wells are considered “inactive.” Therefore, Kiabzuba has 153 “excess inactive
wells” and would be required to post $3,060,000 in additional financial assurance
($20,000 x 153 excess inactive wells). See, Rule 707.a.

Klabzuba's future intent for the Adena field is to manage the asset, its existing wells and
reserves in a manner to extend the field's life and future production options. Klahzuba
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considers some of the existing shut-in and temporarily abandoned wells as a valuable
future asset to the field’s future production capability. Kiabzuba, working with the COGCC
and through this Agreement, plans to plug and abandon existing wells which will not
benefit the field's future development. Existing wells which provide a benefit to field’s
future exploitation shall be maintained per Rule 319b(1). Klabzuba further request the
modification to Rule 326b. to maintain the downhole mechanical integrity for future
production. further, the financial obligation of the additional financial assurance under
Rule 707.a. is overly burdensome. Both Klabzuba and COGCC recognize the advantages
of a compliance schedule that wili also allow the Field to remain productive.

VARIANCE REQUEST

Klabzuba hereby requests a variance from Rule 326.b. and Rule 707.a. for the inactive
wells not on the attached Schedule |, and will operate these shut-in and temporarily
abandoned wells by the terms of this Agreement. Klabzuba will provide and maintain a
schedule, methods and procedures to manage and reduce the number of shut-in and
temporarily abandoned wells within the Field in order to comply with the intent of Rule
326.b. and Rule 707.a.

MODIFICATION OF RULE 326.b. REQUIREMENTS

Rule 326.b. requires a shut-in well to be plugged or abandoned, pass a mechanical
integrity test (MIT), or be returned to production within two years of shut-in. The intent of
this Agreement is to reduce the number of shut-in and temporarily abandoned wells which
have no future value in a timely manner, while providing Klabzuba an opportunity to
manage the Field. Klabzuba hereby agrees to plug and abandon or return to production
annually 20% of the shut-in and temporarily abandoned wells listed on Schedule | which
have no value to the field's future. This 20% requirement will be pro-rated for calendar
year 2009 based on the date this Agreement is executed by both parties.

In addition, if an inactive well is not placed into production or plugged and abandoned,
mechanical integrity shall be demonstrated by a mechanical integrity test, per Rule
326.b.(1)A. In reference to Rule 326.b.(1)A. and for the purpose of this Agreement,
mechanical integrity can also be demonstrated by the procedures described below. The
timing requirements contained in Rule 326b. shall be maintained.

Annual fluid level test. The fluid level test is the measurement of fluid levels in the
production casing or the annular space if tubing is in the well. The initial fluid level test
results shall establish a baseline fluid level for each well. If the annual fluid level test for a
well are the same, and there is no change in the fluid level from the previous annual fluid
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test, then the production casing shall have demonstrated mechanical integrity. If the well
borehole has had downhole maintenance, which would alter the fluid levels, the baseline
level shall be re-established through notification to the COGCC on a COGCC Sundry
Form 4 including copies of test reports.

Bradenhead Plus Fluid Level Test. If there is gas associated with the well, a
standard bradenhead test may be used in conjunction with the fluid level test to define
mechanical integrity. The standard bradenhead test is conducted by opening the
bradenhead valve between the surface-production casing annular space. If, upon opening
the bradenhead valve, there is no (zero) reduction in pressure indicated on the production
casing meter, the production casing shall have demonstrated mechanical integrity.

Medified Bradenhead Plus Fluid Level Test. If there is not gas associated with the
well, a modified bradenhead test may be used in conjunction with the fluid level test to
define mechanical integrity. A modified bradenhead test is conducted by closing the
bradenhead valve between the surface-production casing annular space while injecting
compressed air for a minimum of 30 minutes @ 100 psi into the production casing. If
there is no (zero) increase in pressure indicated on the bradenhead gauge, the production
casing shall have demonstrated mechanical integrity.

If the fluid level tests or the bradenhead/fluid level tests do not demonstrate mechanical
integrity, Klabzuba shall notify the COGCC by Sundry Form 4 as to the repair or plugging
of the well in accordance with Rule 326.d. All other conditions of Rule 326 shall also

apply.

Klabzuba's obligations under Rule 326.b., as modified by this Agreement, shall be subject
to weather conditions, equipment availability, delays caused by farming operations and
other surface owner issues or restrictions and the relevant compliance periods shall be
extended by the number of days Klabzuba's operations were delayed by any such
conditions subject to notice and approval by COGCC Staff. If Klabzuba claims that such
an extension is necessary, it will notify COGCC Staff, in writing, of the conditions that
justify the extension and the date the condition commenced and ceased. COGCC Staff
may, in its discretion approve the extension requested.

MODIFICATION OF RULE 707.a. REQUIREMENTS

Rule 707.a. relates to the required financial assurance for inactive wells which are defined
as shut-in or temporarily abandoned. Currently Klabzuba has an inventory of wells with
their current status as follows: 13 active wells {producing or injecting), 158 inactive wells
(temporarily abandened or shut-in) within the Adena Field. Thirteen (13) wells of the 158
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inactive wells have defined high fluid levels and are included on the attached Schedule 1.
Rule 707 .a. requires $20,000 for each well. Rule 707.a. further states that if an operator
presents a schedule and plan to manage inactive wells, the amount of the financial
assurance can be reduced. Klabzuba agrees to increase its financial assurance to

wells.

$530°° -$266;000, which is commensurate with other operators with a similar number of inactive

NOAVs

As long as Klabzuba is in material compliance with the terms of this Agreement, COGCC
Staff will not issue Klabzuba any Notice of Alleged Violation ("“NOAV") alleging a violation
of Rule 326.b. with respect to the wells listed on Schedule |. All current NOAVSs issued
alleging a Rule 326.b. violation of a well(s) listed in Schedule | are hereby rescinded. If
COGCC Staff issue an NOAV alleging a Rule 326.b. violation for a well or wells in the
Field not listed on Schedule |, Klabzuba may request in writing that the NOAV be resolved
by amending Schedule | and by obtaining the agreement of COGCC Staff.

COMPLAINTS

If a complaint is received by the COGCC from a member of the public alleging that a well
listed in Schedule I has been shut in for more than two {(2) years and has not been tested
for mechanical integrity and if the complaint is factually correct, Klabzuba will within six (6)
months from the first day of the month following the complaint, either plug and abandon
the well, comply with the requirements of Rule 326.b., or return the well to production in
accordance with the terms of this Agreement.

REPORTS

On or before January 30 of each year while this Agreement remains in effect, Klabzuba
will provide to COGCC a written report detailing operations and the mechanical integrity
test results hereunder for the yearly periods ending December 31 each year. The report
shall include a projected plan for the following year. Klabzuba will maintain the status of
the wells on Schedule | and provide an annual updated Schedule | to COGCC Staff no
later than January 30 based on the preceding year. Klabzuba shall provide information
about the wells on Schedule | more frequently, as may be requested by COGCC Staff.

ENFORCEMENT

if Klabzuba has not complied with the terms of this Agreement in any calendar year,
COGCC Staff may elect to commence enforcement proceeding for alleged violations of
Rule 326.b. against the number of wells listed on Schedule | necessary to bring the total
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for the applicable compliance period to the number required by this Agreement. If
Klabzuba fails to perform in accordance with this Agreement, the Commission as part of
enforcement may terminate this Agreement and revert to Rule 326b. as written. Any such
enforcement proceedings shall not reduce the obligations of Klabzuba hereunder for any
other compliance period. If any other COGCC violations besides Rule 326.b. occur on the
Klabzuba's Field wells, COGCC Staff can seek compliance using its normal procedures.

Klabzuba and the COGCC agree that this Agreement may be enforced by the COGCC
pursuant to its rules and regulations. Nothing in this Agreement will prevent the COGCC
from enforcing its rules and regulations in connection with wells operated by Klabzuba that
do not appear on Schedule |. This Agreement shall not prevent the COGCC from
commencing appropriate enforcement proceedings for alleged violations for matters not
addressed in this Agreement for the wells listed on Schedule 1.

NOTICES

Any notice required hereunder must be in writing and will be deemed delivered (i) if given
by fax, upon the electronic confirmation by the sender that the fax received by the party to
whom sent, (i) on the date of delivery, if personally delivered to the person to whom
addressed, or (jii) if mailed by certified mail, return receipt requested, on the date received
by the person to whom addressed.

The addresses for giving notices are as follows:

If to Klabzuba if to COGCC

700 17" Street The Chancery Building

Suite 1300 1120 Lincoln Street, Suite 801
Denver, CO 80202 Denver, CO 80203

Attention: Engineering Manager Attention: Director

Fax Number: 303-299-9087 Fax Number: 303-894-2109
REPRESENTATIONS

Klabzuba, as the operator of the wells listed on Schedule |, represents to COGCC that it
has the authority to enter into this Agreement.
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ASSIGNMENT; PROPERTY RECORDS

This Agreement is binding on the successors and assigns of Klabzuba. Klabzuba may not
assign its interest in any well listed on Schedule | without the approval of COGCC Staff,
which approval shall not be unreasonably withheld. The terms of this Agreement run with
the real property interest of Klabzuba in the wells on Schedule I. Klabzuba agrees to
deliver a copy of this Agreement to the successor operator of any well(s) listed in
Schedule | and to record a memorandum of this Agreement in the real property records of
Morgan County.

COMPLIANCE WITH COGCC RULE CHANGES

The terms of this Agreement will be reviewed within thirty (30) days of the date of any final
rule promulgated by the COGCC with respect to financial surety for the plugging and
abandonment of wells drilled in the State of Colorado and this Agreement shall be
amended as may be necessary to comply with such rules.

Kiabzuba has executed two originals of this Agreement. If the foregoing represents the
agreements reached by COGCC and Klabzuba concerning the subject matter hereof,
please so indicate by signing both originals in the space provided and returning one
original to me.

Very truly yours,

Klabzuba Oil and Gas, Inc.

S17-09

d Frazier Date

Colorado Uil and Gas Conservation Commission
A)auoca WQO/QW 1C Dec 09
y: David Neslln Date

~Acting Director
%’3&
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