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MINERALS AGREEMENT 791649

(SG Interests V, Ltd,)

This Agreement, dated this day of » 19, is between the
SOUTHERN UTE INDIAN TRIBE of the Southern Ute Indian Reservation, Tribal AfFairs
Building, Post Office Box 737, Ignacio, Colorado 81137 (“the Tribe”), and SG INTERESTS V,

LTD., 1331 Lamar, Suite 501, Houston, Texas 77010 (“Lessee™.
RECITALS:

A, Lessee desires to cxplore for and produce oil and gas minerals from five §
proposed three hundred twenty (320) acre spacing units which include unleased (ribal mineral
lands within the Southern Ute Indian Reservation.

B.  Additionally, Lessee desites the opportunity 1o cxpand its operations in the cvent
its initial exploratory activities justify such expansion.

C. The Tribe, acting through its governing body, the Southern Ute Indian Tribal
Council, has determined that it is in the Tribe's best interest 1o develop its oil and gas resources in
a manper that gives the Tribe more control over such development than provided in standard
industry oil and gas leases.

D. LuseemdzthﬂbedesiremmintothisthralsAsmmmt(“Agmmmf’)

pursuant (o the Indian Mineral Development Act of 1982, 25 U.S.C. §§ 2101, et seq., and the
federal regulations impiementing said law, 25 CFR Part 225.

AGREEMENT

In consideration of the mutua! promises, covenants and obligations set out below, the
parties agree as follows:

ARTICLE 1.

DEFINITIONS
As used in this Agreement, the following terms shall have the meaning indicated below:
LOE  ADPITIONAL WELL shall mean any Well drilled pursuant to the provisions of Article 4,
including without limitation wells drilled durirg the Primary Tenm and Extended Term.

102 CONYRACT ACREAGE shall mean 960.00 acres, more or less, of Southern Ute tribal land
in La Plaw County, Colorado, as more particularly described in Section 2.01.

-y ismeml ok . ----h

081 L0 1,52 M) 1




' o ® 741649

1.03 EARNED ACREAGE UNIT shall mean the Spacing Unit which includes that portion of the
Contract Acreage containing, or pooled with lands containing, any Well drifled pursuant to the
terms of this Agreement. Unless otherwise agreed to by the parties, a unit shail not exceed 640
acres for each gas well or 80 acres for each oil well. Establishment of unit boundaries shall be
determined by the Bureau of Land Management, following consultation with and concurrence by
the Tribe, in accordance with that certain Memorandut: of Understanding between the Colorado
Bureau of Land Management and the Colorado Qil & Gas Conservation Commission dated
August 22, 1991, and that certain Memorandum of Understending and Interagency Agresment
entered inlo between the Tribe, the Burean of Land Management, and the Bureau of Indiag
Affirs dated August 22, 1991 (collectively referred to as “the MOUs™). Alternatively, in the
event of amendment or termination of thc MOUs, unit boundarics shail be established in
accordance with applicable tribal or federal governmental decision.

104 EXTENDED TERM shall mean that period of time following the initial three-year term of
this Agreement, as described in Article 8, during which Lesses continucs to operate a Well that is
capeble of producing minerals in paying quantities on the Contract Acreage or lands pooled
therewith.

185  Inmyyal TESY WELL shall mean the test well drilled pursuant to the provisions of Section
302,

106 MIiNERALS shall mean oil, gas, including coalbed methane in coal beds, casinghead gas,
other hydrocarbons (whether liquid or gaseous), carbon dioxide gas and sulphur.

107 PARYICIPATING INTERESY shall mean the right to explore and drill for, develop, take,
produce, remove, store, treat, process, transport and market Minerals, and the right to proceeds
from the sale of Minerals produced, subject to a proportionate share of costs, expenses and
burdens attributable to the exploration for, development, production, processing and marketing of
such Minerals.

1.08  PRIMARY TERM shall mean the initial three-year term of this Agreement commencing on
the date of approvel of this Agreement by the Secretary of the Interior or his authorized
representative.

109 PRrRODUCING UNIY shall mean an Earned Acreage Unit that contains a Productive Weil,

1.10 PRODUCTIVE WELL shall mean an oil and gas Well capable of producing Minerals in
paying quantities, which is either producing or has been shut-in pursuant to Section 7.02.

-
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L1l  PROPORTIONATE REDUCTION shall mean;

{®)  The reduction resulting from any situation in which a party to this
Amomahﬁcimﬁughmuorakoydtylmminles:thanaﬂof!hcmge that

791649

the total acreage in such Spacing unit.

(b)  With respect wtheTﬁbe'sseverancemgth:reductionmulﬁngﬁomany
situation where less than all of the acreage within & Spacing Unit for 2 Well is Contract Acreage
and,ﬂsaresult.thetribﬂlswennccmhnsbecnpmmedbasedonthcamountofConmt
Acreage in such unit in relation to the tota} acreage in such unit.

112  ROYALTY INTEREST shall mean the right o 2 proportionate cost free share of the value of
Minerals produced, as calculated in accordance with Section 7.08, or of other compensation or
consideration inuring 1o this Agreement which is associated with Lessee's right te produce
Minerals, including proceeds associated with marketing contract settlements, amendments or
buy-downs.

L13  SPACING UNIT shall mean the driliing and spacing unit for a2 Well established in
acwrdmcewithmemmeduresmfonhmtbacenunMemomudumofUndemmdinabemm
the Colorado Bureau of Land Management and the Colorado Oil & Gas Conservation
Commission dated August 22, 1991, and that cortain Memorandum of Understanding and
hwmgewyAgreemmtemdinmbetmntthﬁbe,meBummoﬂmdemm.mm
Bureau of Indian Affairs dated August 22, 1991, or, in the event of termination or amendment of
the MOUs, the unit established in accordance with applicable tribal or federai enactments or
regulations. Unless otherwise agreed to by the parties in writing, the configuration of any Earned
Acreage Unit shall conform to the configuration of a Spacing Unit.

L14  SupsTITUYE WELL shall be a Well drilled pursuant to the terms set forth in Section 7.06.

L.IS  WEL]. shall mean any well drilled pursuant 1o 1he terms of this Agreement.

« END OF PAGE THREE (3) -
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ARTICLE 2.
EXPLORATION OF CONTRACT ACREAGE
.01 Qﬂmmwm The Tribe represents and warrants that it

owns the mineral estate undcxlyingrheCmmactAmqgeloalldepths:

\f

Section 12U: SW/4, WR2E2

Section 13U: N2, SW/4

Section 14U: SE/M

Containing 960.00 acres, more or less in
La Piata County, Colorado,

and that such acreage is not subject to any leases or other agreements granting rights to explore
for or produce Minerals.

202  GRANT OF RIGHT TO EXPLORE AND PRODUCE. Subject 10 the terms and canditions
of this Agreement, the Tribe hereby gives, grants and conveys to Lessee, its successors and
assigns, during the term hereof, the exclusive right 1o explore the Contract Acreage for Minerals
and 1o produce, tret or process, to remove, and to sell such Minerals, In exercising its tights
hercunder,I.zsseeshallhnvethenm-exclusiveﬁghttousethemfmeofﬂwConmAcm
mdoﬂ:er&ibﬂhndsw]ﬂchizsmmomblydeemmaryfoﬂhedﬁlling, producing,
saving, freating, transporting and marketing of Minerals. Lesses’s use of tribal surface is subject
to(i)tl:eissuanceofthcTribe’sconmmlhcloaﬁonofsuchswfaneﬁcﬂiﬁes,includhgmda.
dritling peds, pipelines, tanks, power stations and other needed structures; (ii) appropriate agency
approval; (iii) payment of reasonable compensation for surface damage related 1o such roads and
facilities as set forth in the Tribe's uniform policy establishing rates for such compensation, as
amended from time to time. The parties acknowledge that a copy of the current, written tribai
schedulesforsmﬁeedamagecompumﬁonhavebeenpmvided to Lessee and said schedules are
deemed reasonable by the parties. Nothing herein contained is intended to preciude the Tribe or
the United States from continuing to conduct mineral assessment or evaluation activities on the
Contract Acreage concurrently with the exarcise of Lessee’s rights Under this Agreement,
providzd,thauhe'l‘ribeshaunotgmmrightstoexplorefororpmdeinmisonmeConm
Aueageoranyporﬁonlhereofwbjectlothisweenmtwanypﬁmﬂﬁrdpmyduringthe
time that said acreage is subject 1o this Agreement,

ARTICLE 3.

INITIAL PAYMENT AND TEST WELL

301 ACREAGE PAYMENT. Upon approval of this Agreement by the Secretary of the
Interior or his authorized delegate ("Secretaria! Approval™), Lesses shall pay to the Tribe the sum
of Forty Eight Thousand Doliars ($48,000), representing a payment of Fifty Dollars ($50.00) per
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ot acre of tribal mineral laads in the Contract Acreage. Said payment shall be made within
ﬁﬂem(lS)daysfrcthMGfreeciptnfaforemmﬁomdappmvalmdﬂnllbetendmdtolhe
Southern Ute Indian Tribe, Department of Energy, in the form of a cashiers check or by wire
transfer in accordance to the specific instructions to be given under separate cover. Upon such
payment, Lessec shall have the right to drill the Initial Test Weil as set forth beiow,

302 DumaL TesT Wey,

(a)  Within 365 days following Secretarial Approval of the Agreement and the
assignment from Lhe Tribe of the wellbore and all relared equipment in and to the Echols Ute #2-
12U well located in the SW/4 of Section 12, T34N-RTW, Lessee shall re-enter said Echols Ute
#2-12U wellbore and attempt 1o esteblish commercial production from the Pictured Cliffs
Formation or its stratigraphic equivalent, whichever is lesser (“Contract Depth™).

(b)  If production of Minerals is essblished at a depth shallower than the
Contract Depth during the course of drilling the Initial Test Well and such Well is not drilled to
the Contract Depth, then such Well shall eam an interest in the Contract Acreage located within
the Earned Acreage Unit for such Well to the base of the deepest formation tested.

{c)  Based upon the current expectation that the Initial ‘Fest Well shall be re-
entered totheCoanepth,theEmmdAcmgcUnitfnrsuchWenshalLsubjcctMapplicahle
govemmental approval, consist of three hundred twenty (320) acres in Section 12U, Township
34 North, Range 7 West, NM.P.M., part or ali of which shall contain Contract Acreage. Should
the Initial Test Weli be drilled and completed in a shallower formation for which greater well
density is appropriste, the parties shall seek designation of an appropriate Spacing Unit of less
than three hundred twenty (320) acres.

(d)  The drilling requirements of this Section 3.02 are subject (o provisions
permitting the drilling of Substitute Wells set forth in Section 7.06, infa. . )

{¢)  Should the Initial Test Well or Substitute Initizl Test Well not be drilled to
the Contract Depth, then at any time during the Primary Terrn Lessee shall, ponetheless, have the
option to drill an altemative Well or redrill an existing Well to the Contract Depth, in which
event, Lessee’s enmed interest in said Contract Acreage located within the Eamed Acreage Unit
shall extend to the Contract Depth.

3.03 INTEREST EARNED BV INfTTAL TEST WELL,

{2) If the Initial Test Well (or a substitute Wel] as set forth in Section 7.06
below) is timely dritled to the Contract Depth, then, in addition to earning a one hundred percent
(100%) Participating Interest in that portion of the Contract Acreage located within the Eamed
Acreage Unit for such Well, in and to all formations from the surface down to the depth drilled,
subject to a proportionate one-cighth (1/8) Royalty Interest held by the Tribe in &ll Minerals in
and under the Contract Acreage, Lessee shall also eam the optional right to drill Additionai
Wells as set forth in Article 4.

et i
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(b) If the Initini Test Well is not drilled to the Contract Depth, but is
completed as a Productive Well at & shallower depth, then, in addition to carning a one hundred
percent (100%) Participating Interest in that portion of the Contract Acreage located within the
Earned Acreage Unit for such Wel, in and to all formations from the surface down to the deepest
formation tested, subject to a proportionate one-eighth (1/8) Royaity Interest held by the Tribe in
all Minerals in and under the Contract Acreage, Lessee shall also eam the right to drill Additional
Wells to the Contract Depth on the Contract Acreage, as set forth in Article 4,

3.04 FALURETODRILYL, Should Lessee fail to commence actusl drilling operations for the
Initial Test Well within 365 days of Secrctarial Approval, Lessee shall pay to the Tribe on or
before the anniversary date of Secretarial Approval, the sum of Nine Thousand Six Hundred
(59,600), representing a payment of Ten Dollars ($10) per net acre of tribal mineral lands,
Should Lessee fail to pay the sum described above this Agreement will terminate. Shouid Lessee
commence actual drilling operations for the .nitial Test Well in a timely manoer, but encounter
eondmons:hatpermttthcdnlhngofa&ubsutuneWelLMuldJGSdaypmodmybemended
macco«dancemthecﬂon?DG infs.

ARTICLE 4.

SUBSEQUENT DEVEJ QOPMENT

4.01 ADDITIONAL WELLS, After the Initial Test Well {or Substiture Well) has been
drilled o the Contract Depth or has been completed as a producing Well in a shallower
formation, Lessee shall have the option (o drill Additional Wells on the Contract Acreage or
lands pooled therewith in accordance with this Article.

402  SUBSEQUENT DEVELOPMENT

{a)  Subject to applicable spacing requirements and surface location review
procedures, Lessee shall be permitted to drill as many Additional Wetls on the Contract Acreage
during the Primary Term as it may desire subject to the terms and conditions described below.

(b)  Lessee shail have the option to drill said Additional Wells 1o the Coatract
Depth, or to such shallower depths as Lessee may deems apptopriate.

©) In order to preserve its option to drill Additional Wells on all of the
Contract Acreage during the Primary Term, Lessee shall commence actue] drilling operations on
the first Additional Well on an undrilled Spacing Unit within one hundred eighty (180) days of
drilling rig release from the Initial Well, or po later than twenty four (24) months following
Secretarial Approval of this Agreement, whichever is the later. Should Lesses fail to drill the
first Additional Well, in accordance herewith, within twenty four (24) months following
Secretarial Approval, Lessee shall pay to the Tribe on or before the second anniversary of
Secretarial Approval, Ten Dollars (§10) per net acre of tribal mineral lands in the Contract
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Acreage not within an Eamed Acreage Spacing Unit. Should Lessee fail 1o pay the additional
bonus described zbove, this Agresment will terminate as to the Contract Acreage not within an
Eamed Acreage Spacing Unit.

{d) During the Extended Term, Lessee shall have the right to drill such
Additional Wells on each Earned Acreage Unit in accordance with applicable spacing
requirements and surface location review procedures.

(¢)  If during the Extended Term production from 2 Well holding a portion of
Contract Acreage within an Earned Acreage Unit ceases and Lessee determines to abandon said
Well, said Eamed Acreage Unit shall no longer be hefd by Lessee as part of the Contract
Acteage, unless, within ninety (90) deys of the date of cessation of production, Lessee
commences actual driliing of & new Well or zeworking the existing Well in said Eamed Acreage
Unit and diligently and continuously proceeds to complete said Well as a producing Well. In the
event that such a replacement Well is dritled or reworked in & timely manner and completed as a
producing Well, then said Esrned Acreage Unit shall continue to be held by Lesses in accordance
with the other provisions of this Agreement.

403 NTERESTEARNED BY SUBSEQUENT DEVELOPMENT.  For each Additional Well
drilled in accordance with this Article 4 on the Contract Acreage or on lands pooled therewith,
Lessee shall earn a one hundred percent (100%) Participating Interest in the Earned Acreage Unit
for such Well, in and to all formations from the surface down to one hundred {100") feet below
the base of the deepest formation tested, in said Eamed Acreage Unit, subject to a proportionate
one eighth (1/8) Royalty Interest held by the Tribe in all Minerals in and under the Contract
Acreage.

404 FAILURETODRILL. The Tribe's sole remedy for a failure to drill any Wells in
accordance with this Agreement shall be (i) in the case of the Initial Test Well, the Lessee will
pey the Tribe the sum of Nine Thousand Six Hundred ($9,600); and (ii) in the case of the
Additional Wells, the Lessee will pay the Tribe the Ten Dollars ($10) per net asre of tribal
mineral lands in the Contract Acreage not contained within an Eamed Acreage Unit keld by
production et the end of the iritial three year term of this agrecment.

4.05 SURRENDER OF LEASE. Lessee saall have the right at any time without the Tribe’s
consent to surrender all or any portion of the Contract Acreage and be relieved of all obligations
as 1o the acreage surrendcred, except as to those obligations putlined in Asticle(s) 3.04 & 4.04
above. Lessee shall have the right 1o within a rcasonable time afler the expiration of this
Agreement to remove all property and fixtures piaced by Lessee on said Contract Acreage,
including the right to draw and remove all casing, except in those wells which the Tribe has
mede an election 1o take over a Well, in accordance with Article 7.01 (c).
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ARTICLE 5.

COSTS AND INVERESTS IN WELLS

5.01 Cosys. All costs and expenses of drilling, testing, plugging and abandoning, or
compileting and equipping any Wel! and operating any Well shall be bome entirely by the owners
of the Participating Interests.

502 [INTERESTSIN PRODUCTION.  Lessee shall own one hundred percent (100%)
Participating Interest in all Minerals produced and sold from the Eamned Acreage Unit for each
Well, subject to the proportionate one eighth (1/8) Royalty Interest in the Contract Acreage
included in such Eamed Acreage Unit held by the Tribe. The Royalty Interest in the Contract
Acreage held by the Tribe will convert to a proportionate fifieen percent (15%) five (5) yeans
after Secretarial Approval of this Agreement.

503  SEVERANCE TAX AND ROYALTY INTEREST ADJUSTMENT,

(a)  The parties acknowledge that all Wells drilied pursuant to this Agrecment
shall be subject to the tribal severance tax, which is presently a proportionate 6.5% of the valuc
of mineral production (tribal royalty share exernpt) from the Contract Acreage. If the burden of
the tribal severance tax and any other wibel taxes on mineral production from the Contract
Acreage, together with the burden of the Tribe's Royalty Interest, should ever exceed twenty-five
percent (25%}) of such production, the Ttibe agrees that its Royalty Interest shall be reduced so
that the combined burden of royalty and tex shall not exceed twenty-five (25%) of the
proportionate value of mineral production from the Contract Acreage.

(b}  Lessee shall not be permitied 10 create, seserve, convey or assign
oveqriding royalty interests which would when cambined with tribal royalty, tribal severance tax
or other overriding royalty interests exceed an aggregate burden on the Participating Interests in
excess of twenty-five percent (25%) of the proportionate value of mineral production from the
Contract Acreage.

ARTICLE 6.

601 DISCLOSURE. For each Well drilled on the Contract Acreage or on acreage pooled
therewith, the Tribe shall be entitled to review and copy at the Tribe's expense all geological and
geophysical data and inlerpretive analysis generated by Lessee with respect to such lands,
Additionally, Lessee agrees to furnish the Tribe with the notices and reports provided for in
Exhibit “A™. All such information provided to the Tribe shall be kept confidential for 2 period of
three (3) years after the Tribe's receipt thereef and shall not be disclosed during such period to
any third party without Lesses’s prior written cousent. Restrictions on tribal disclosure shall not
apply to that data or information which is otherwise made available to the public by Lessee or is

<y -y sapy
1181327 8




791649
® ®

required to be made available w0 the public by governmental agencies exercising jurisdiction over
said Contract Acreage or lands pooled therewith,

ARTICLE 7,

QPERATIONAL MATTERS
7.01  ABANDONMENT,

(8)  Lessee shall have the responsibility to plug and abandon any and all Weils
drilled pursuant to this Agreement. Plugging and abandonment of said Wells, as well as surface
remediation and reclamation of abandoned pads, roads or rights-of-way shall be conducted in
conformity with the requirements of the Bureau of Land Management, Bureau of Indian Affairs,
and those governmental departments of the Tribe with responsibility to oversee such reclamation.
Additonally, such plugging, abandonment and reclamation shall conform to such additional
governmental requirements imposed by agencies with jurisdiction over the lands and activities
subject to this Agreement. Lessee specifically indemnifies and agrees to hold the Tribe harmless
against all costs and liabilities associated with improper abandonment operations.

(b)  Prior to abandonment of any Weils, roads or facilities located on tribal
land, Lessee shall provide the Tribe with written notice of its intent to shandon. Upon receipt of
said notice, the Tribe shall have fifteen (15) days within which to advise Lesses of its decision to
take over operations on said Well or to assume operations over any road or facility subject to
abandonment located on tribal land. Notwithstanding the foregoing, if Lessee makes a decision
to abandon a Well during the course of drilling or while a drilling rig is at the Jocation, the Tribe
shall have 48 hours, excluding holidays or weekends, within which o advise Lessee of its
decision to take over operations on said Well.

{c)  Ifthe Tribe makes this clection, to take over 8 Weil, roads or facilities, the
Well, road or facility shali no longer be deemed to be located on Contract Acreage, and the Tribe
shall bear all future costs and expenses associated with plugging or abandonment, or reclamation
of said Well or applicable facility location. Thereafter, the Tribe shall indemnify and hold Lessec
harmless from all debts, claims and liabilities incurred by the Tribe in connection with ail
activities undertaken by the Tribe with respect 10 said Well or facility.

702  SHUT-IN WELLS.

() If during the Primary Term Lessee drills and completes a Well capable of
producing Minerals in paying quantities, but maintains such Well in a shut-in status for a period
ofeighteeu(lS)consecmivecalendnrmon:hs,Lesseesluﬂbeobligatedtopaythe‘[‘tibelhem
of One Dollar (£1.00) per net mineral actc of the Contract Acreage included in the Earned
Acresge Unit within thirty (30) days following said eighteen (18) month period. For each
consecutive month thereafter that such Well remains in shut-in status, Lessse shall pay the Tribe
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the sum of One Dollar ($1.00) per net mincral acre of the Contrect Acreage included in the
Eamed Acreage Unit until expiration of the Primary Term.

(b}  If following the Primary Term should a producing Well be shut-in (in
accordance with prudent business judgment and sound cil and gas field practices), at any time
and remain shut-in for mare than thirty (30) consecutive days, then Lessee shall promptly inform
the Tribe, through its designated representatives, of the reason for shut-in. Should the reason for
shut-in be the result of a temporary mechanical failure, Lessee shall have sixty (60) days from the
date that notice should have been provided to the Tribe to fix the mechanical failure. Should the
reason for shut-in be something other then temporary mechanical failure, Lessee shall be
obligated to pay the Tribe the sum of One Dollar (§1.00) per net mineral acre of the Earned
Acrcage for cach complete calendar month following the date that notice should have been
provided to the Tribe during which said Well continues to be shut-in. Payment of said monthly
shut-in royalty obligations shall serve 10 keep this Agreement in force as to the Contract Acreage
included in the applicable Earned Acreage Unit during said shut-in period. In no ¢vent,
following the Primary Term, however, shall a producing Well be permitted to remain shut-in for
a period exceeding twelve (12} consecutiva calendar moaths, regardless of payment of the
months shut-in royalty obligations. Following the Primary Term, upon expiration of any period
consisting of twelve (12) consecutive calendar months during which a producing Well is shut-in,
or upon the expiration of any annual period commencing the first day of the month following the
anniversery deie of this Agreement, during which a Well fails to actually produce in paying
quantities, regardless of payment of shut-in royalty obligations, the Contract Acreage included in
the applicable Eamed Acreage Unit attributable to said Well shail no longer be deemed as pant of
this Agreement.

703 PAYING QUANTITIES DETERMINATIONS, Promptly following the expiration of the
Primary Term, and for cach annual period thereafter (commencing on the first day of the month
following the anniversary dase), Lessee shall submit a report on the paying quantities status of
each Well contained in an Eamed Acreage Unil. For purposes of this Agreement, paying
quantities shall be computed by subtracting the costs of operating the Well, including royaities,
shut-in royalties and taxes (excluding income taxes), from the gross proceeds received for the
sale of produced Minerals. If, over the course of the annual period, the gross proceeds exceed the
cost of operation for any Well, the Contract Acreage included in the applicable Eamed Acreage
Unit shall remain held by this Agreement. Should the costs of operation exceed the gross
proceeds for such Well, the Contract Aczeage for such Earned Acreage Unit shall be deemed no
longer included in this Agresment effective on the last day of said ennusl pericd, subject to
Lessee’s ongoing plugging and gbandonment and reclamation obligations.

7.04 GOVERNMENTAL COMPLIANCE,  All operations conducted hereunder on the Contract
Acreage shall be subject to all applicable federal and wribal laws, regulations and notices,
including those applicable to ofl and gas exploration, drilling and production activities on Indian
lands found in Titles 25, 30 and 43 of the Code of Federal Regulations (*CFR™),

Cay ' py de
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705  INDEMNITIES AND TRIBAL LIENS.

{a)  Lessee thall indemmify and save the Tribe harmlcss from debis, claims or
liabilities incwred in connection with the drilling, completing, operating or plugging and
abandoning of any Well contemplated by this Agreement, except in those wells which the Tribe
has made an election 10 take over a Well, in accordance with Article 7.01 (c).

{b)  All owners of Participating Intercsts hereunder agree: (i) to furnish such
bond as may be required by applicable regulations, including those contained in 25 CFR Part
225, for the conduct of operations; and (ii) that the obligation to pay royalties 1o the Tribe
hereunder, and the cbligation to pay tribal taxes, until such payments are made, shall constitute a
prior iribal governmental lien on all Wells drilled and faciiities installed pursuant to this
Agreemeni, superior to all other liens relative 1o said Wells and facilities.

7.06 SUBSTITUIE WELLS.  If impencwable substances are encountered or other conditions
arise thwt render further drilling of any Weil provided for in this Agreement impracticable or
inadvisable, or if mechanical difficulties ars encountcred that require Lessee lo abandon the
original hole before the objective depth for such Well has been reached, Lessee may discontinue
drilling and plug and ebandon such Well and thereafier Lessee shell have the option for ninety
{(90) days following such cessation of drilling to commence the actual drilling of a substitute
Well at a legal location in the same proposed Spacing Unit as the abandoned Well. If Lessee
elects to drill a substitute Well, Legsee shall be considered as complying with the terms of this
Agreement. If Lessee drills said substitute Well in the same manner and subject to the same
conditions as the original Well, then the substitute Well shall be deemed for all purposes of this
Agreement as the Well for which it is a substitute.

707 AIFDAVIT OF COMPLIANCE. Upon the completion of any Well thar eams
interests in an Eamed Acreage Unil, Lessee shall submit to the Tribe for tribal execution an
affidavit of compliance in the form of Exhibit A, which the Tribe shall promptly execute,
acknowledge and deliver to Lessee. Said affidavit shall cvidence that Lessee has ecamed
Pacticipating Interests as specified in this Agreement for the Earned Acreage Unit designated for
such Well.

708 YVALUATIONOF TRIBL'SROYALTYINTEREST:  The valuc of the Tribe's Royalty -
Interest shall be determined in accordance with the applicable provisions of Tile 30 CFR
existing at the time of production. Payment nnd reporting shall be made in accordance with the
requiretnents of Titles 43 and 30 CFR. For royalty purposes, volumes of produced Minerals shail
be measured and computed at the wellhead for each Well. Should Lessee desire 10 gather, collect
and sel} Minerals from central delivery facilities rather than at the wellhead, prier tribal approval
shall be obtained regarding the location of such facilities and the formula of allocation of
volumes, costs and proceeds relative 1o such central facilitics.

709 RoOVALTYINKIND. The Tribe shall have the right to elect on thirty (30) days' prior
written notice to take its Royalty Imerest in kind. When such Royalty Interest is to be paid in
kind, mineral production shali be delivered, unkess otherwise agreed to by the Tribe, in
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merchantable condition at such time as may be required by the Tribe at the wellhead or such
other location mutually acceptable to Lessee and the Tribe, without cost to the Tribe, unless
otherwise agreed to by the parties hereto.

7180 POOLING.

(a) Lessee shall have the right at its option to pool or combine portions of the
Contract Acreage with other lands or leases when in Lessee’s judgment it is nccessary or
advisable 1o do 50 in order to develop the Contract Acreage properly. Such pooling shall be in
Spacing Units not 1o exceed 640 acres eack for gas and 80 acres each for oil. Upon the pooling
of a portion of the Contract Acreage into such a Spacing Unit, the Tribe's Royalty Imerest shatl
be allocated its proportionate share of Minerals produced from such Spacing Unit, which share
shall be determined by the surface acreage method specified in Section 1.12(a).

(b)  In order to exercise its right to pool, Lessee shali submit to the Tribe a
Communitization Agreement in a form acceptable to the Tribe. Such agreement shall provide,
among other things, that all lands pooled with the Contract Acreage shall be subject to federal
and Triba! oil 20d gas reguiation, as if such lands were part of the Contract Acreage. It is
acknowledged by the parties that all activities conducted under this Agreement in a pooled
Spacing Unit are matters impacting the general health and welfure of the Tribe, and it is the
intent of the parties that such federal and tribal reguiation shall be 10 the exclusion of other
governmental regulation.

711 WATER DISPOSAL,

(@)  Lessee shall dispose of water produced from any Well in e water injection well or
by other means which are approved by the Tribe,

(®) In the event that produced water cannot be disposed of in 3 manner that is
accepizble to the Tribe, then Lessee agrees W shut-in the Well as necessary. The shut-in period
shall be a force majure event pursuant to Section 9.02 until Lessee and the Tribe agree on
acceptable water disposal methods.

712 PLUGGING OF EXISTING WELLS,

Lessee shall have the responsibility 1o plug and abandon the Echols Ute #2-12U after
completion of operations to re-establish production if such operation is unsuccessful, pursuant to
Section 7.01. The Tribe will indemnnify and agree o hold Lessee harmless against all costs and
liabilities associated with the Echols Ute #2-121) subsequent to the proper abandonment
operations.

The Tribe shall reimburse Lessee Twenty Two Thousand Doliars ($22,000.00) within
fifteen (15) days of notification from the appropriate governmental authority that the Echols Ute
#2-12U Well has been properly abandoned. Said payment shall be made by wire transfer or
cashiers check in accordance with instructions given by Lessee at that time.

aedialade L i e oo
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ARTICLES.

IERM OF AGREEMENT

8.01 PrIMARY TERM. The Primary Term of this Agreement {“the Primary Term™) shall
be for three () years from the date of Secretarial Approval, On the date of expiration of the
Primary Term, this Agreement shall continue in accordance with the following provisions:

(2) Should an Eamed Acreage Unit contain 8 Well that has produced in
paying quantities as defined in this Agreement and is either producing or is shut-in in accordance
with Section 7.02, this Agreement shall continue as 10 the Contract Acreage (lo carned depth)
contained in such Earned Acreege Unit for 3o long as Minerals continue to be produced in paying
quantities or for so long as shut-in royalty payments are permitted to be peid and are made in
sccordance with the provisions of Section 7.02,

(b} Should an Eamed Acreage Unit contain a Well that hms produced
Miperals, but for less than an annual period, and is cither producing or shut-in in accordance with
Section 7.02, and should the Tribe and Lessee joindy believe that said Well is capable of
producing in paying quantities, then this Agreement shall continue as to the Contract Acreage (to
eamed depth) contained in such Eamed Acreage Unit for so long as Mineruls continue to be
produced in paying quantities or for so long as shut-in roysity payments are permitted to be made
and are made in accordance with the provisions of Section 7.02.

(¢}  Unless otherwise agreed to by the parties, any portion of the Contract
Acreage which is not included in & Spacing Unit that includes a Well from which actusl
production of Min¢rals in paying quantitics has been achieved at the expiration of the Primary
Term, shall no longer be deemed 1o be part of the Contract Acreage for purposes of exploration
and production of Minerals.

ARTICLE 9.
GENERAL PROVISIONS ’
901 Nomcgs.  All notices and communications required or permittsd under this
Agreement shall be in writing, and any commimication or delivery hereunder shall be deemed 1o
bave beep duly made if actually delivered or sent by mail, teiegram or telefacsimile when
received by the party charged with such notice and addressed as set forth in the initial paragraph

of this Agreement. Each party shall have the right to change its address at any time, and from
time to time, by giving writien notice thereof to the other party.

902 FORCEMAJELRE, All of Lesses’s obligations and covenants hereunder may be
suspended from time to time when compliance with any provision of this Agreement is prevented
or substantislly impaired by conditions or circumstances which are not reasonably foreseeable
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and m 1ot reasonably controllable or preventable by Lessce, provided that Lessee stri
complies with the procedures outlined below. smety

()  Within five (5) days afier suspending any operation pursuant to force
majeure conditions, Lessee shall provide the Tribe written notice setting forth the precise natyre
of the force majeure, the scope of operations suspended, and the anticipated period of suspension.

Upon recommencing the suspended operations, Lessee shall promptly notify the Tribe of the
termination of those conditions for which SuSpension was necessitated,

{b)  In the event that notification of a force majeure condition is not timeiy
made as provided herein, it shail be conclusively presunted that a force majeure condition did not
exist for any time period more then five (5) days prior to the date of actual notification.

9.03  CONSENT TQ JURISDICTION.

(8) Inmmdlh:Tﬁbeackmwledmethatlhemuusrelmdw&e
perfermance of this Agreement are matters in which the Tribe has a paramount subject matter
interest. Should a dispute arise between the parties, which is not resojved following good faith
eﬁ‘m'tstodosothroughnegoliaﬂon.orshou:dmythildpmychallengeorcomanymﬁvizy
undemkmpmmmisﬁyummmhemwummmnbembmimdmjwisdkﬁonof
the Southern Ute Indien Tribal Court for resolution, Should the matter in dispute also be subject
to federal court jurisdiction, then, following the exhaustion of tribal administrative and judicial
remedies, and following the exhaustion of federa! administrative remedies, if applicable, said
mﬂumaybesubmiuedbyeithupmymthcfederalcourtfornppellnemiewupeminedby
law. As between parties to this Agreement, a prevailing party shall be entitled 10 an award of
msombhmomefsfm,mmandexmimumdinthmcjudicidprwcedinpmdﬁngm
the favorable decision.

(b)  For the limited purposes of interpreting this Agreement and for obtaining
performance of this Agreement, the Tribe hereby waives its sovereign immunity from suit in the
fovrumsprovidedfornbove,mdtthﬁbeshnﬂbedemedanmsmypmyinmyjudiciﬂ or
administrative proceeding in which the terms of this Agreement or operations conducted
hereunder are substantially st issue. This limited waiver of immunity is not intended 1o
constitute a waiver of the Tribe's immunity from damage claims brought against the Tribe of its
cofficials by any person or entity that is not a party to this Agreement.

9.04  ASSIGNMENTS - PREFERENTIAL RIGHTS,

(2) Exwptuprovidedhmin.mithuLmee,i&mmemrso;assimshaﬂ
assign, directly or indirectly, any right obtained under this Agreemenl or any interest in the
Contract Acreage.

(t)  No assignment of any right obtained under this Agreement or any interest
in the Contract Acreage, including overriding royalty interests, shall be of any validity unless and
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until the Tribe issues its written consent to such assignment and unless and until the Secretary of
the Interior or its authorized representative approves said assignment in writing.

(c)  Should Lessee, its successors or assigns, desire to scll or transfer any right
in this Agreement or any interest in the Contract Acreage including overriding royalties or back-
in interests) to any person or entily, it shall notify the tribe of its intention or desire. Should
Lessee, its successors or assigns receiver an unsolicited offer from a third party to sall or tansfer
any such right or interest, and should Lessee, its successors or assigns desire to engage in
pegoliations relative to such unsolicited offer, the provisions of this section shall be applicable.
Following notification of its desire or intention, Lessee, its successors or assigns shall negotiate
in food faith with representatives of the Tribe in an effort 1o reach agreement regarding the sak
or transfer of such rights or interests, In the event no agreement is reached within thirty (30) days
of the date of notification from Lessee, then Lessce shall be free 10 negotiate with other parties
regarding the sale or transfer of any right or interest under this Agreement.

(d) Upon a conclusion of negotiations between Lessee, its successors and
assigns, and any third party regarding & sale or transfer of any right or interest under this
Agreement, any agreement reached by said parties as a result of said negotiations shall be subject
to a preferential right of first refusal by the Tribe, which may be exercised by the Tribe within
thirty (30) days of notification of the final sale or transfer agreement entered into betwesn Lessee,
its successors and assigns, and said third party.

{e)  Failure of Lessee to honor the preferential rights of first negotiation and
first refusal provided for above shall constitute a material breach of this Agreement, Upon the
occurrence of such an event, the Tribe may avail itself of any remedies provided by law or equity,
including canceilation of this Agreement, invalidation of the sale or transfer of applicable rights
ot interests to third partics, the imposition of a constructive trust upon said third parties with
respect 1o transferred rights or interests,

(f)  Should negotiations between the Tribe and Lessee, its successors and
assigns and the Tribe prove umsuccessful, and should the Tribe not exercise its rights of first
refusal with respect to any proposed sale or transfer, or should the Tribe waive its preferential
rights with respect to any such proposed transaction, the Tribe's consent o assignment to a third
perty shall not be unreasonabile withheld In granting or withholding its consent, the Tribe may
consider, among other things, the overall financial burden on the Agreement resulting from
consummation of the proposed sale or transfer, the financial and technical ability of a proposed
transferee, and the reputation of a proposed transferee to carry out the obligations assumed by it
under this Agreemeni.

9.05 FINANCING AND SRCURITY INTERESTS,  Lessee, its successors and assigns may
pledge and encumber the Participating Interest in this Agreement for the purposs of obtaining
financing nesded to carry out the terms of this Agreement, provided that (i) the Tribe is notified
in writing of any such proposed pledge or encumbtance, (ii) the Tribe consents 1o the issuance of
security interests in the Agreement, including the assignment of rights or interests needed to
secure such financing, (fii) the issuance of security interests is approved by the Bursau of Indian
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Affairs. Perfection and recording of such security interests shall be conducted in accordance with
applicable federal and tribal law or regulation. In no event shall such security interest obtain a
higher priority, licn or security position than the Tribe's perpetual governmental lien on Royalty
Interest proceeds and severance tax obligations.

906 REMEDIES. Except where in conflict with the provisions of this Agreement or
federal or tribal law, the parnties shall have all the remmedies available to themn under the laws of
Coloradoe with regard to any breach of the terms and condition hereof, znd for purposes of this
Agreement, where no conflict would exist between federal or tribal law and the terms of this
Agreement, the laws of the State of Colorado shall govern the rights, obligations and remedies of
ihe parties.

9.07 CONFLICTS. in the event of a conflict between the terms of this Agreement and the
terms of any of the exhibits hereto, the tetms of this Agreement shall controt,

9.08 SECRETARY OF INTERIOR APPROVAL. This Agreement is subject to the
requirement of upproval hereof by the Secretary of the Interior or his authorized delegate. If such
approval is not recejved on or before 90 days from the date of this Agreement, Lessee chall have
the option, upon written notice to the Tribe, to terminate this Agreement with no lisbility
whatsoever 1o Leasee or 10 the Tribe.

9.09 INUREMENT. This Agreement shall inure to the benefit of and be binding upon the
parties hereto, their successors and assigns.

%10 ENTREAGREEMENY. = This Agreement constitutes the entire agresment and
understanding between the parties and supersedes any and all prior agreements, understandings
and negotiations, written or oral, relating to the subject matter hereof,

9.11 AMENDMENTS, The Agreement may be modified and amended only by written
instrument executed by the parties hereto, subject to approval of the Bureau of Indian Affairs,
where applicable, under the provisions of 25 CFR Part 225,
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9.12  COUNTEBPARTS.  This Agreement may be executed in any number of counterpars,
each of which shall be considered as an original for all putposes.

Executed to be effective as of the date first set forth above.

APPROVED:

U. 5. DEPARTMENT OF THE INTERIOR. SOUTHERN UTE INDIAN TRIBE
BUREAU OF INDIAN AFFAIRS

By: %__
Superi

Southern Ute Agency
Date: £ /2-00 —_ . m,%_@jm__

SG INTERESTS V,LTD.
By:  Gordy Oil Company

General Partner
By: e - L=
Title: Vice President _ e
Date: _1’,7' Do e e
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