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UNITED STATES
DEPARTMENT OF THE INTERIOR
BUREAU OF INDIAN AFFAIRS

OIL AND GAS MINING LEASE--ALLOTTED INDIAN LANDS

THIS LEASE, made and entered into in quintuplicate this 3l day of __March,
2003, . by and between [Harold lohnson_Grove. Sr of the Southern
Ute Tribe of Indians, lessor. and SG_Interest VII,.1.td 1331 Lamar, Suite 501,
ollllouston_— State of, Texas, lessce, WITNESSETH:

I. Lessor, in consideration of a cash bonus of $6,000.00, paid 1o the payee designated by the Regional
Dircctor, receipt of which is hereby acknowledged, and in consideration of rents and royaltics to be paid,
and the covenants to be obscrved as herein sct forth, does hereby grant and lease (o the lessee the exclusive
right and privilege to drill for, mine, extract, remove, and dispose of all the oil and natural gas deposits
including helium gas, carbon dioxide gas, and sulphur gas in or under the following-described tracts of land
situated in the county of ____LaPlata __, Statc of Colorada, and more particularly described as follows:

TOWNSHIP 34 NORTH., RANGE 7 WEST

SECTION 24: S¥:NEY

containing __80 _acres more or less, together with the right to construct and maintain thercupon all works
buildings, plants, waterways, roads, telegraph and telephone lines, pipelines, rescrvoirs, tanks, pumping
stations, or other structures necessary to the full enjoyment hereof for the term of 2 years from and afler the
approval hereof by the Sccretary of the Interior and as much longer thereafter as oil and/or gas is produced
in paving quantities from said land.

2. The term "oil and gas supervisor" as employed herein shall refer to such officer or officers as the
Secretary of the Interior may designate to supervise oil and gas operations on Indian lands. The term
"supcrintendent" as uscd herein shall refer to the superintendent or other official in charge of the Indian
Agency having jurisdiction over the lands leased. Flelium gas, carbon dioxide gas, sulphur gas, and other
natural gases are included under the term "gas” as used in this lease.

3. In consideration of the foregoing, the lessee hereby agrecs:

(2) Bond.--To furnish such bond as may be required by the regulations of the Secretary of the [nterior,
with satisfactory surety, or United States bonds as surcty therefore, conditioned upon compliance with the

terms of this lease.







(b) Wells.--(1) To drill and producce all wells necessary to offset or protect the leased land from drainage
or in licu thereof, to compensate the lessor in full cach month for the estimated loss of royalty through
drainage: Provided. That during the period of supervision by the Secretary of the Interior, the necessity for
oflset wells shall be determined by the oil and gas supervisor and paymient in lice of drilling and production
shall be with the consent of. and in an amount determined by the Sceretary of the Interior; (2) at the election
ol the lessee to drill and produce other wells; Provided, That the right to drill and produce such other wells
shall be subjeet 1o any system of well spacing or production allotments authorized and approved under
applicable law or regulations, approved by the Scecretary of the Tnterior and affecting the ficld or arca in
which the leased lands are situated; and (3) il the lessec cleets not to drill and producce such other wells for
any period the Secretary of the Interior may, within 10 days afler due notice in wriling, cither require the
drilling and production of such wells to the number necessary, in his opinion, to insure reasonable diligence
i the development and operation of the property, or may in licu of such additional diligent drilling and
production require the payment on and afler the first anniversary date of this lease of nol to cxceed $1 per
acre per annum, which sum shall be in addition (o any rental or royalty hereinaller specified.
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(¢) Rental an rnj'a{ Zo Lo pay, beginning with the date of approval of the lcase by the Sccretary of
the Interior, a rental ¥ $7.00 per acre per annum in advance during the continuance hereof, the rental so
paid is not considered as a credit on the royalty for that year, tagether with a royalty of 18.75 pereent ol the
value or amount of all oil, gas, and/or natural gasoline. and/or all other hydrocarbon substances produced
and saved from the land leased herein, save and except oil, and/or gas used by the lessee for development
and opcration purposes on said lease, which oil or pas shall be royalty frec. During the period of
supervision, "value” for the purposes hercof may, in the discretion of the Scerctary, be calculated on the
basis of the highest price paid or offered (whether calculated on the basis of short or actual volume) at the
time of production for the major portion of the oil of the same gravity, and gas, and/or natural gasoline,
and/or all other hydrocarbon substances produced and sold from the ficld where the leased lands arc
situated. and the actval volume of the markctable product less the content of foreign substanccs as
determined by the oil and gas supervisor. The actual amount realized by the lessee from the sale of said
products may, in the discretion of the secretary, be decmed mere evidence of or conclusive evidence of such
value. When paid in value, such royalties shall be duc and payable monthly on the last day of the calendar
month following the calendar month in which produced: when royalty on oil produced is paid in kind, such
royalty oil shall be delivered in tanks provided by the lessoe on the premises where produced without cost
1o the lessor unless otherwisc agreed to by the parties thereto, at such time as may be required by the lessor:
Provided. That the lessee shall not be required to hold such royalty oil in storage longer than 30 days after
the end of the calendar month in which said oil is produccd: And provided further, That the lessec shall be
in no manner responsible or held liable for loss or destruction of such oil in storage caused by acls of God.
All rental and royalty payments, except as provided in sections 8(a) and 4(c) shall be made by check or drafl
drawn on a solvent bank, open for the transaction of business on the day the check or draft is issued, to the
pavee designated by the Area Director. It is understood that in determining the value for royalty purposes
of products. such as natural gasoline, that are derived from treatment of pas, a reasonable allowance for the
cost of manufacture shall be made. such allowance to be two-thirds of the value of the marketable product
unless otherwise determined by the Sccretary of the Interior on application of the lessce or on his own
inititive, and that royalty will be computed on the value of gas or casing head gas. or on the products
thereol (such as residue gas. natural gasoline, propane, butane, ctc), whichever is the greater.

(d) Monthly statements.--To furnish (o the oil and gas supervisor monthly statements in detail in such
form as may be preseribed by the Secretary of the Interior, showing the amount, quality, and value of all
ail. gas, natural gasoline. or other hydrocarbon substances produced and saved during the preceding







calendar month as a basis upon which to compute, lor the superintendent, the royalty due the lessor. The
leased premises and all wells, producing operations, wprovements, machinery, and fixtures (hereon and
connected therewith and all books and accounts of the lessee shall be open at all times for the inspection of
any duly authorized representative of the Secrctary of the Interior.

(¢) Log of well.--To keep a log in the form prescribed by the Secretary of the Interior of all the wells
drilled by the lessee showing the strata and character of the formations passed through by the drill, which
log or a copy thereof shall be furnished to the oil and gas supervisor.

() Diligence, prevention of waste.--To cxercise rcasonable diligence in drilling and operating wells for
oil and gas on the lands covered hereby, while such products can be sccured in paying quantitics; to carry
on all operations hereunder in a good and workmanlike manner in accordance with approved methods and
practicc. having duc regard for the prevention of waste of oil or gas developed on the land, or the entrance
of water through wells drilled by the lessce to the productive sands or oil or gas-bearing strata to the
destruction or injury of the oil or gas deposits, the preservation and conservation of the property for future
productive operations, and to the health and safcty of workmen and employees; o plug sccurely all wells
before abandoning the same and to eflectually shut off all water [rom the oil or gas-bearing strata; not (o
drill any well within 200 fcet of any house or barn now on the premises without the lessor's writlen consent
approved by the superintendent; to carry out at the expense of the lessee all reasonable orders and
requirements of the oil and gas supervisor relative to prevention of waste, and preservation of the properly
and the health and safety of workmen; to bury all pipelines crossing tillable lands below plow depth unless
other arrangements therelore arc made with the superintendent; to pay the lessor all damages to crops.
buildings, and other improvements of the lessor occasioned by the lessee's operations: Provided, That the
lessce shall not be held responsible for delays or casualties occasioned by causes beyond the lessec's

control.

(g) Regulations.--To abide by and conform to any and all regulations of the Secretary of the Interior
now or hercafler in force relative to such Jeascs including 25 CI'R 212, 43 CI'R 3570 and 30 CFR 200:
Provided. That no regulations hereafter approved shall effect a change in rate of royalty or annual rental
herein specified without the written consent of the parties Lo this lease.

(h) Assignment of lease.--Not to assign this lease or any interest therein by an operating agreement or
otherwise nor Lo sublet any portion of the leased premises before restrictions are removed, except with the
approval of the Sccretary of the Interior. If this lcase is divided by the assignment of an entirc interest in
any part of it, each part shall be considercd a separate lease under all the terms and conditions of the
original lease. The provisions of this section will not operate to abridge or modify any of the rights of the
land or royalty owners under section 9 of this lease.

4, The lessor expressly reserves:

(a) Disposition of surface.--Thc right to lease. sell, or otherwise dispose of the surface of the lands
embraced within this lease under existing law or laws herealler enacted, such disposition to be subject at all
times 1o the right of the lessce hercin to the use of so much of said surface as is necessary in the extraction
and removal of the oil and gas from the land herein described.

(b) Use of gas.--The right to usc suflicient gas free ol charge for all stoves and inside lights in the
principal dwelling house on said lands by making connection at his own expense with the well or wells
thereon. the use of such gas to be at the lessor's risk at all times.






(¢) Royalty in kind.--The right to clect on 30 days' wrilten notice to take lessor's royalty in kind.

5. Surrender and termination.--The lessce shall have the right at any time during the term hercofl to
surrender and terminate this lease or any part thereof upon the payment of the sum of onc dollar and all
rentals, Toyaltics, and other obligations due and payable (o the lessor; and in the event restrictions have not
heen removed, upon a showing satisfactory to the Secretary of the Interior that full provision has been
made for conservation and protection of the property and the proper abandonment of all wells drilicd on
the portion of the lease surrendered, the lease to continue in full force and cflect as to the Jands not so
surrendered. [f this lcase has been recorded lessee shall file a recorded release with his application to the
superintendent for termimation of this leasc.

6. Cancellation and forfeiture.~-When, in the opinion of the Sceretary of the Interior, there has been
a violation of any ol the terms and conditions of this lease before restrictions arc removed, the Sceretary of
the Interior shall have the right at any time alter 30 days' notice to the lessee, specifying the terms and
conditions violated, and afler a hearing, if the lessee shall so request within 30 days of receipt ol notice, to
declare this lease null and void, and the lessor shall then be cntitled and authorized to take immediate
possession of the land: Provided, That afler restrictions are removed the lessor shall have and be eutitled
to any available remedy in law or equity for breach of this contract by the lessce.

7. Removal of buildings, improvements, and cquipment.--Lessee shall be the owner of and shall
have the right to remove from the leased premises. within 90 days afler termination of (his Icasc, any and
all huildings, structures, casing, material, and/or cquipment placed thereon for the purposc of development
and operation hereunder, save and except casing in wells and other material, equipment, and structures
necessary for the continued operation of wells producing ot capable of being produced in paying quantitics
as determined by the Secretary of the Interior, on said leased Jand at (he time of surrender of this lease or
termination thercof: and except as otherwise provided herein, all casing in wells, material, structures, and
equipment shall be and become the property of the Iessor.

8. Relinquishment of supervision by the Secretary of the Interior.--Should the Secrctary of the
Interior, at any time during the life of this instrument, relinquish supervision as to all or part of the acrcage
covered hereby, such relinquishment shall not bind lessce until said Secretary shall have given 30 days'
wrillen notice. Until said requirements arc fulfilled, lessee shall continue to make all payments due
hereunder as provided in section 3(c). Afler notice of relinquishment has becn received by lessee, as herein
provided, this lcase shall be subject to the following further conditions:

(a) All rentals and royaltics thereafter accruing shall be paid in the following manner: Rentals and
Royaltics shall be paid dircctly to lessor or his successors in title, or to a trustee appointed under the
provisions of section 9 hereof.

(b) I, at the time supervision is relinquished by the Secretary of the Interior, lessee shall have made all
payments then due hercunder, and shall have fully performed all obligations on its part to be performed up
to the time of such relinquishment, then the bond given to secure the performance hereof, on file in the
Indian Office. shall be of no further force or cflect.

(¢) Should such relinquishment affect only part of the acreage, then lessce may continue to drill and
operate the land covered hereby as an entircty: Provided, That lessee shall pay in the manner prescribed by
section 3(¢). for the benefit of lessor such proportion of all rentals and royalties duc hereunder as the
acreage retained under the supervision of the Sccretary of the Interior bears to the entire acreage of the
lease. the remainder of such rentals and rovalties to be paid







dircetly to lessor or his successors in title or said trustees as the case may be, as provided in subdivision (a)
of this scction,

9. Division of fee.—-It is covenanted and agreed that should the fee of said land now or hereafler be
divided into separate parcels, held by different owners, or should the rental or royalty interests hereunder
he so divided in ownership, the obligations of lessec hereunder shall not be added to or changed in any
manner whatsocver save as specifically provided by the terms of this lease. Nolwithstanding such scparale
ownership, lessee may continue o drill and operale said premises as an entirely: Provided, That cach
scparate owner shall receive such proportion of all rentals and royalties accruing afler the vesting of his
title as the acreage of the fee, or rental or royalty interest, bears to the cntire acreage covered by the lease;
or 1o the entire rental and royally intcrest as the case may be: Provided further, T hat if, at any time afler
departmental supcrvision hereof is rclinquished, in whole or in part, there shall be four or more parties
entitled to rentals or royaltics hercunder, whether said parties arc so entitled by virtue of undivided
interests or by virtue of ownership of separatc parcels of the land covered hercby, lessee, at his election
may withhold the payment of further rentals or royalties (except as Lo the portion due the Indian lessor
while under restriction), until all of said parties shall agree upon and designate in writing and in a
recordable instrument a trustee 1o receive all payments due hercunder on behalf of said partics and their
respective successors in title. Payments to said trustec shall constitute lawful payments hereundcer, and the
sole risk of an improver or unlawful distribution of said funds by said trustce shall rest upon the parties
naming said trustce and their respective successors in title.

10. Drilling and producing restrictions.--It is covenanted and agreed that the Secretary of the Interior
may impose restrictions as to time or times [or the drilling of wells and as 1o the production from any well
or wells drilled when in his judgment such action may be necessary or proper for the protcction of the
natural resources of the leased land and the interests of the Indian lessor, and in the excicise of his
judgment the Secrctary may take into’ consideration, among other things, Icderal laws, Statc laws, or
regulations by competent Federal or State authoritics or lawful agrecments among operators regulating
cither drilling or production, or both.

11. Unit operation.--The parties hereto agree to subscribe (o and abide by any agreement for the
cooperative or unit development of the field or area, affecting the leased lands, or any pool thereol, if and
when collectively adopted by a majority operating interest therein and approved by the Sccretary of the
Interior, during the period of supervision.

12. Conservation.--The lessee in consideration of the rights herein granted agrees lo abide by the
provisions of any act of Congress, or any order or regulation prescribed pursuant thereto, relating to the
conservation. production, or marketing of oil, gas, or other hydrocarbon substances.

13. Heirs and successors in interest.—-It is further covenanted and agreed that each obligation
hercunder shall extend Lo and be binding upon, and every benefit hereof shall inurc to, the heirs, cxecutors,
administrators, successars of, or assigns of the respective parties hercto.

IN WITNESS WHEREOF, the said partics have hereunto subscribed their names and aflixed their scals






their seals on the day and year first above mentioned.

Two witnesses to execution by each I% g

i
Lcssur: Harold Johnson Grove, Sr. Witness K../ d / % —
¥ / 7 1

Witness
stattor_Co !/M Ao
COUNTY OF é\j,g_ P{(L‘{"L
Beforc me, a notary public, on this____ 31" day of._____March, 2003 __, personally

appeared______Harold Johnson Grove, St lessor, to me known to be the identical person who

exccuted the within and foregoing lease, and acknowledged (o me that ___he ___ executed the same as

his_._ frce and voluntary act and deed for the uses and purposes set forth.
My commtssmn c.\;ﬁnes // a'/al’/do @‘M“—(‘% Q/L]u“‘\_
E (Notary Public)
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].cssec: SG Interest VI, Ltd.
’-'--—_ .
STATE OF _ f_;_o,x as
SS.

COUNTY OF Ha rris

'er day of ﬂ?r;! 2003, personally

Before me, a notary public, on this

appearcd CS“'Q I"d( S L{_)@ bé’/-f" lessee, to me known to be the identical person who

executed the within and foregoing lease, and acknowledged to me that _,b_ executed the same as

b_!f_')__ free and voluntary act and deed for the uses and purposes sct forth.

d/am/a Lmon’

S KAREN E. INMON

My commission expires MY COMMISSION EXPIRES
17,2003

APPROVIED:

/ /,f'/ oF

Dated Supenn ndent Southern Ufe Agency, Burcau of Indian Allairs
e [ e AN Jé’l’







