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MINERALS AGREEMENT - #750-63-2003

(RED WILLOW PRODUCTION COMPANY and SG INTERESTS VH, LTD.)

This Agreement, dated this 29th day of May, 2002 is between the SOUTHERN UTE
INDLAN TRIBE of the Southemn Ute indian Reservation, Tribal Affairs Building, Post Office
Box 737. Ignacia, Colorado 81137 (“the T:be™), and THE SOUTHERN UTE INDIAN
TRIBE DBA RED WILLOW PRODUCTION COMPANY, I O. Box 737, lgncio,
Colorado 81137, an undivided fifty percent ($0.0%) Participating [nterest (and corresponding
Record Title interest) and SG INTERESTS Vi1, LTD,, 133) Lamar, Suite 501, Houston, Texas
77010, an yndivided fity percent (50.0%) Paniicipating Interest (and corresponding Record Title
interest) (hercin collectively referred to as “Lessee™).

RECITALS:

A Lessce desires 10 sxplore for and produce oif and ges minerals from onc (1)
proposed three bundred twenty (320) acre spacing it which includes unleased tribal minera
lands within the Southern Ute Indian Reservation.

B. The Tribe, acting through its governing body, the Southern Ute Indian Tribel
Council, has determined that it is in the Tribe's best interest to develop its oil and gas resources
in & mannier that gives the Tribe more control over such development than provided in standard
industry 0il and gas leases.

L Lessse and the Tribe desire to cnter into this Minerals Agrecment (“Agreement™)
pursuant to the Indian Mineral Devolopment Act of 1982, 25 US.C. §§ 2101, et seq., and the
federal regulations implementing said law, 25 TFR Part 225.

ZEME

In considerstian of the mutual promises, covenants and cbligations set oul below, the
parties aygree a3 follows: '

ARTICLE 1.
NIT
As uscd in this Agreement, the following terms shall have the meaning indicated below:

191 CONTRACT ACREAGE thall mean 320.00 acres, more or less, of Southern Ute tribal land
in La Plata County, Colorado, as more particulurly described in Sectien 2.01.

1.02  EARNED ACREAGE UNIT shali mean the Spacing Unil which inchugdes that portion of the
Contract Acreage containing, or pooled with lands coataining, any Well drilled pursuant to the
terms of this Agresmant, Unless otherwise agreed to by the parties, & unit shall not exceed 640
acres for eoch gas well or 80 acres for cach oil weil. Establishment of unit boundaries shall be



determined by the Burcau of Land Management, foilowing consultation with and concurrence by
the Tribe, in accordance with that certain Memorundumn of Understanding between the Colorado
Ruresu of Land Management and the Coloredo Oil & Gas Conservation Commission dated
August 22, 1991, and that certain Memorandum of Understanding and Interagency Agreement
entered into between the Tribe, the Buresu of Land Management, and the Buresu of Indian
AfTairs dated August 22, 1991 (collectively referred 1o as “the MOUs"). Aliematively, in the
cvent of amendment or termination of the MOUs, unit boundaries shall be established in
accordance with applicable iribal or federal governmenial decision,

1.03 EXTENDED TERM shal} mean that perind of time following the initial two-year term of
this Agreement, as described in Asticle 8, during which Lessce continues to operate a Well that
is capable of producing minerals in paying quantitics on the Contract Acreage or lands pooled
therewith.

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

1.05 PARTICIPATING INTEREST shall mean the right to cxplore and drill for, develop, take,
produce, remove, store, trest, process, transport and market Minerals, and the right to proceeds
from the sale of Minerals produced, subject (o a proportivnute share of costs, expenses and
burdens attributable to the exploration for, development, production, processing and marketing
of such Minerals.

1.06 PRIMARY TERM shail mean the initial icrm of this Agreement commencing on the date of
approval of this Agreemont by the Secretary of the Interior or his asthorized representstive, as
definitively described in 7.01.

1.07 PRODUCING UNIT shall mean an Eamec Acreage Unir that contains 3 Productive Well.

108 PRODUCTIVE WELL shall mean an oil and gas Well capable of producing Minerals in
paying quantities, which is cither producing or has been shut-in pursnant to Section 6.02.

109 PROPORTIONATE REDUCTION shail mean:

(8) The reduction resulting from any situstion in which a party to this
Agreement owns a Participating Interest or a Royalty Tnterest in fess than ail of the acreage that
comprises & Spacing Unit for 8 Well and, a+ a result, said Participating Interest or Royalty
Interes: has been prorated based on the amoum of Coatract Acreage in such Unit in relation to
the towl acreage in such Spacing unit.

1)) With respect to the Tribe's severance tax, the reduction resulting from any
situation where less than ail of the acreage wit1in a Spacing Unit for a Well is Contract Acreage
and, as a result, the uibal severance tax has besn prorated based on the amount of Contract
Acreage io such unit in relation to the 1otal acrcage in such unit.



1,10 RoOYALTY INTEREST shall mean the rig w2 proportionate cost free share of the value
of Minerals produced, as calculated in sccordance with Section 6.08, or of other compensation or
consideration inuring to this Agreement which is associated with Lessee’s right to produce
Minerals, including proceeds associated with marketing contract settlements, amendmems or
buy-downs.

111 SPACING UNIT sball mean the driliing and spacing unit for s Well established in
accordance with the procedures sct forth in that certain Memorandum of Understanding between
ihe Colorado Bureau of Land Managemcru and the Colorado Oil & Gas Conscrvation
Commission dated August 22, 1991, sod that certsin Memorsndum of Understanding and
intersgency Agreement enlered into beween the Tribe, the Burcau of Land Management, and
the Buresu of Indian Affairs dated August 22, 1991, or, in the cvemt of termination of
amendment of the MOUs, the unit established in accordance with applicable tribal or federal
enscuments or regulstions. Unless otherwise agreed to by the parties in writing, the
configuration of any Eamed Acreage Unit shall confomm to the configuration of & Spacing Unit.

112  SuRSTITUTE WELL shall be s Well drillzd pursuant to the 1crms set forth in Section 6.06.

113 WrLL shall mean any well drilled pursuant to the terms of this Agreement.

ART'CLE 1.
EXPLORATION OF CONTRACT ACREAGE

201 QwNERSHP OF THE CONTRACT ACREAGE.  The Tribe represents and warvanis that it
owns the minerai estate underlying the Contract Acreage to all depths:

Township 34 Morth, Range 7 West, N.M.P.M,
Section 24: N2

Containing 320.C0 acres, more or fess in

La Plata County, Colorado,

and that such acreage is not subject 10 any leases or other agreements granting rights to explore
for or produce Minenais.

.02 10 3 Subject to the terms and conditions
of this Agreement, the Tribe hereby gives, yranis and coaveys to Lesses, its successors and
assigns, during the term hereol, the exclusive right 1o explore the Contract Acreage for Minerats
and to prodace, Iweat or process, e remove, &nd to sell such Minersls. In exercising its rights
hereunder, Lessee shall have the non-cxclusive right to use the surface of the Contract Acreage
and othes tribal lands wiich Lessee reasonadly deems necessary for the drilling, producing,
saving, treating, transporting and marketing of Minerals. Lesscc's use of tribal surface is subject
to (i) the issuance of the Tribe's consent 1o the location of such surf{ace facilities, including roads,
drilling pads, pipelines, tanks, power stations and other necded structures; (i) appropriate sgency
approval; (iii} payment of reasonable compensation for surface damage related to such roads and

USRS



facilities as get 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 iribai
schedules for surface damage compensation have been provided to Lessee and said schedules are
deemed reasonable by the parties. Nothing hercin contained is intended to preciude the Tribe or
the United States from continuing to conduct minersl assesstnent or evaluation activitios on the
Contact Acrcage concurrently with the exercise of Lessec’s rights under this Agreement,
provided, that the Tribe shall not grant rights to explore for or produce Minerals on the Contract
Acreage or any portion thereof subject to this Agreement 0 any private third party during the
time thet said acreage is subject to this Agreement.

ARTICLE 3.
BONUS CONSIDERATION

301 ACREAGE PAYMENT. Upon approval of this Agreement by the Secretary of the
Interior or his authorized delegate ("Secretarial Approval*), Lesser shail pay o the Tribe the
suro of Thirty Five Thousand & No/100 Dollurs ($35,000.00), representing a payment of One
Hundred Twenty Five Dollars ($125.00) per net acre of tribal mineral Jands in the Contract
Acreage and representing bonus and rental Dayments for the entire two year term of this
Agreement. Said payment shall be made within fifteen (15} days from the date of receipr of
aforementioned spproval and shall be tendered 1o the Southem Ute Indian Tribe, Department of
Energy, in thc form of a cashiers cheek or by wire transfer in accordance to the specific
instructions o be given undes separate cover.

ARTICLE 4.
N P w

401 Co§T8.All costs and expenses of crilling, testing, plugging and shandoning, or
cotnpleting and equipping any Well and operating any Well shall be borme entirely by the owaners
of the Participating !nterests.

402 ]nTemEgTSIN PRODUCTION,  Lessee shall own one bundred porcent (100%)
Participating Interest in all Minersls produced and sold from the Eamed Acreage Unit for each
Well, subject to the proportionate three-sixtceaths (3/16) Royalty Interest in the Contrsct
Acrexge included in such Eamned Acreage Unit held by the Tribe.

4.03 SEVERANCE TAX AND ROVALTY [NTEMEST ADJUSTMENT.
{8)  The partics acknowledge that all Wells drilied pursuant to this Agreement
shall be subject to the tribul severance tax, which is prescatly a proportionate 6.5% of the value

of mineral production (tribal royalty share exempt) from the Contract Acreage. 1f the barden of
the tribal severance tax and any other tribal taxes on mineral production from the Contract




Acreage, together with the bunden of the Tribe's Royalty Interest, should ever exceed twenty-five
percent (25%) of such production, the Tribe aurees that its Royalty Interest shall be reduced so
that the combined burden of royalty and tax shall nol exceed twenty-five (25%) of the
proportionate value of mineral production from the Contract Acreage.

(b)  Lessee shall not bc permitted to create, reserve, convey or assign
overriding royalty interests which would when combined with tribal royaity, tribal severance tax
or other overiding 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.

ART.CLE 5,
GEOLOGICAL INFORMATION AND REFORTS

581 DISCLOSURE. For each Well driiled on the Cantract Acreage or on acresge pooled
therewith, the Tribe shall be entitled to review and copy at the Tribe's expense all geologicat and
geophysical data and interpretive analysis generaled by Lessec with respect 1o such lands.
Additionailly, Lessee agrees 1o fumnish the Tribe with the notices and reports provided for in
Exhibit “A”. All such information provided to the Tribe shall be kept confidentinl for a period of
three (3) years after the Tribe’s receipt thereof and shall not be disclosed during such period to
any third pasty without Lessee’s prior wrilten consent. Restrictions on triba] disclosyre shall not
apply to that dais or information which is otheiwise made avaitable to the public by Lesses or is
required 10 be made availsble to the public by govermnental agencies exercising jurisdiction
over said Contract Acreage or lands pooled therewith.

ART.CLE 6.
TION
601 ABANDONMENT.

(2}  Lessee shall have the responsibility to plug and abandon any and atl Wells
drilled pursuant to this Agreement. Pluggicg and abandonsnent of said Wells, as well as surface
remediation and reclamation of abandoned pads, rosds or rights-of-way shall be conducted in
conformity with the requirements of the Bureau of Land Management, Bureau of indian A[fairs,
and those governmental departments of the Tribc with responsibility 1o oversee such
reclamation. Additionally, such plugging, abandonment and reclamation shall conform to such
additional govermmental requircraents imposed by agencies with jurisdiction over the lands and
activities subject to this Agreement. Lessee specificatly indemnifies and agrees to hold the Tribe
harmless against all costs and tiabilities associated with improper abandonment operations.

(b) Prior to abandonment of any Wells, roads or facilitics iccated on tribal
land, Lessee shall provide the Tribe with writlen notice of its intent to abandon. Upon receipt of



said notice, the Tribe shail have fifteen (15) days within which to sdvise Lessee of its decision to
take over operations on said Well or o assunte operations over any road or facility subjoct to
abandonment located on tribal land. Notwiths:anding the foregoing, if Lessee makes & decision
to abandon a Well duting the course of drilling or while & drilling rig is at the location, the Tribe
shall have 48 hours, excluding holidays or weekends, within which to sdvise Lessee of its
decision to take over operations on said Well.

{c) If the Tribe makes this ¢.ection, to take over s Well, roads or facilities, the
Wedl, road oz facility shall no longer be deemed 10 be located on Contract Acreage, and the Tribe
shall bear all future cosis and expenses associated with plugging or abandonment, or reclamation
of said Well or applicable facility location. Thereafer, the Tribe shall indermify and hold
Lessee harmiess from all debts, claims and liabilities incurred by the Tribe in connection with ali
activities undertaken by the Tribe with respect 10 said Well or facility.

682  SHUT-(NWELLS.

(3) 1 during the Primary Term Lessee drills and compleics a Well capable of
producing Minerals in paying quantities, but maintains such Well in a shut-in status for a period
of eighteen (18) consecutive calendar months, Lessee shall be obligated to pay the Tribe the sum
of One Dollar ($1.00) per net mineral acre of the Contract Acreage included in the Eamed
Acreage Unit within thirty (30) days following said eighteen (18) month period. For each
cousecutive moath thereuftor that such Well remains in shut-in status, Lessee shall pay the Tribe
the sum of One Dollar ($1.00) per net mineral scre of the Contract Acresge included in the
Eamed Acreage Unit until expiration of the Primary Term.

(b)  If following the Primary Term should & producing Well be shut-in {in
accordance with prudent business judgment ard sound oil and gas fleld practices), at any lime
and remain shut-in for mare than thirty (30} consecutive days, then Lessee shall promptly inform
the Tribe, through its designated represenmives, of the reason for shut-in. $hould the reason for
shut-in be the result of » tomporary mechanic! failure, Lessee shall have sixty (60) days from
the darte that notice should have been provided to the Tribe to fix the mechanical failure. Should
the reason for shut-in be something other than temporary mechanical failure, Lessee shall be
obligated to pay the Tribe the sum of One Dollar {$1.00) per nct mineral acre of the Eamed
Acreage for each complete calendar month following the date that notice should have been
provided to the Tribe during which said Well continucs 1o be shut-in. Puyment of said monthly
shut-in royalty ebligations shall serve to keep this Agreement in force as to the Contract Acreage
included in Lhe applicable Earmed Acreage Unit during said shur-in period. In no event,
foltowing the Primary Term, however, shall a producing Well be permitted 10 remain shut-in for
a period excecding twelve (12) consecutive calendar months, regardless of payment of the
months shut-in royalty obligations. Foliowing the Primary Term, upon expiration of any period
consisting of twelve (12) consecutive caleadar ‘nonths during which a producing Well is shul-in,
ot upon the expiration of any annual period cormencing the first day of the month following the
anniversary date of this Agreement, during which a Well fails 10 actually produce in paying
quantities, regardiess of payment of shut-in royalty obligations, the Contract Acreage included in
the applicable Earned Acreage Unit anributable to said Well shall no lenger be deemed as part of
this Agreement,



603  PAYING QUANTITIES DETERMINATIONS.  Prompuly following the expiration of the
Primary Term, and for each annual period thereafter (commencing on the first day of the month
following the anniversary date), Lessee shall submit a report on the paying quantities status of
each Well contained in an Eamed Acreage Unit. For purposes of this Agreement, paying
quantities shali be computed by subtracting the costs of operating the Well, including royalties,
shut-in royalties and taxes (excluding ircome taxes}, from the gross procceds received for the
sale of produced Minerals. If, over the course of the unnual period, the yross proceeds cxceed
the cost of operation for any Well, the Cont-act Acreage included in the applicsble Earned
Acreage Unit shall remain held by this Agreement. Should the costs of operation cxceed the
groes proceeds for such Well, the Contract Acreage for such Famed Acreage Unit shall be
deemed no longer included in this Agreement effective on the last day of said annuel period,
subject to Lessee’s ongoing plugging and abanconment and reclamation obligations.

6.04 GOVERNMENTAL COMMIANCE.  All operations conducted hereunder on the Centract
Acreage shall be subject 10 all applicable federal end tibal laws, regulations and notices,
including those applicable 1o oil end gas exploration, drilling and production activitics on Indian
iands found in Titles 25, 30 and 43 of the Code of Federal Regulations (*CFRY).

6.05  INDEMNITIES AND TRIBAL LIENS.

(8) Lessee shail indemnifly £nd save the Tribe harmless from debis, claims or
fiabilities incurmed in cornection with the crilling, completing, operating or phigging and
sbandoning of any Well contermplated by this .\greement, except in those wells which the Tribe
has made an election 1o ke over a Well, in accordance with Article 6.01 (c).

(b}  All gwners of Participating Interests hereunder agree: (i) to furnish such
bond as may be required by applicable regulaiions, including these contained in 25 CFR Pant
225, for the conduct of cperations; and (ii) thet the obligation to pay roysltics to the Tribe
hereunder, and the obligation to pay tribai taxes, until such paymenis sre made, shall constitute &
prior tribal goveromental lien on all Wells drilled and facilities installed pursuant to this
Agreement, superior to all other liens relative to said Wells and facilities.

606 SUBSTITUTE WELLS,  If impenctrable substances are encountered or other conditions
arise that render further drilling of any Well provided for in this Agreement impracticable or
inadvisable, or if mechanical difficulties are encountered that require Lessee to abandon the
original hols before the objective depth for such Well has been reached, Lessce may discoatinue
drilling and plug and abandos such Well and thereafier Lessee shall have the option for ninety
(90) days following such cessation of drilling to commence the actual drilling of a substituie
Well at a legal location in the seme proposed Spacing Unit as the abandoned Well. L Lessee
elects 1o dridl a substituie Well, Lessee shall be considered as complying with the terms of this
Agreement. 1f Lessee drills said substitute Well in the same masner and subject to the same
conditions as the original Well, then the substitute Weil shali be deemed for &l pusposes of this
Agreement as the Well for which it is a substitute.



607 AFFIDAVIT OF COMPLIANCE, Upon the completion of any Well that ecams
interests in an Earned Acreage Unit, Lessee shall submit to the Tribe for tribal exccution an
affidavit of compliance in the form of Exhibit B, which the Tribe shall promptly execute,
acknowledge and deliver to Lesses.  Said atfidavit shall evidence thut Lessoe has ecarned
Participating Interests as specified in this Agnecment for the Famed Acreage Unit designated for
such Well.

608  YaruamioN oy TRiBE'S ROVALTY INTEREST,  The value of the Tribe's Royalty
[merest shall be determined in accordance wilk the applicable provisions of Title 30 CFR
existing at the time of production. Payment ard raporting shall be made in accordance with the
requirements of Titles 43 and 30 CFR. For oyalty putposes, volumes of produced Mineraly
shall be measured and computed at the wellhiead for each Well. Should Lessee desire 1o gather,
collect and seli Minerals from central delivery facilities rather than at the weilhead, prior tribal
approval shafl be obiained regarding the location of such facilitics and the formula of allocation
of volumes, costs and proceeds relative 1o such central facilities.

6.09 ROYALTYINKIND, The Tribe shall have the right to elect on thirty (30) dayy’ prior
writlen notice to take its Royalty Interest in kind. When such Royalty Interest is to be paid in
kitd, mineral production shall be delivered, unless otherwise agreed to by the Tribe, in
merchanuble condition at such time as may be required by the Tribe at the welthead or such
other location mutually acceptable to Lessee and the Tribe, without cost 1o the Tribe, unless
otherwisc agreed to by the parties hereto.

6.10 POOLING

() Leuser shall have the right at its option to puol or combine portions of the
Contract Acreage with other lands or leases when in Lessee’s judgment it is necessary ar
advisable 1o do so in erder to develop the Coniract Acreage properly. Such pooling shai] be in
Spacing Units not o exceed 640 acres each 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 Interest shall
be allocated its proportionate share of Mincrals produced from such Spacing Unit, which share
shall be determined by the surface acreage method specified in Section 1,10 ().

(b)  in order 1o exercise its right w pool, Lessee shall submit (o the Tribe a
Communitization Agreement in a form acceptable 1o the Tribe. Such agreement shall provide,
among other things, that all lands pooled with the Contract Acreage shall be subject to federal
and Tribal oil and gas regulation, as if such lands were part of the Conract Acreage. [t is
acknowledged by the parties that all activities cooducted under this Agreement in s pooled
Spacing Unit are matters umpacting the general health and welfare of the Tride, and it is the
intert of the parties that such federal and tribal regulation shall be to the exciusion of other
governmental regulation.

611 WaTER DispoSAL,

{2) Lessce shall dispose of water produced from any Well in a water injection well or
by other means which are approved by (he Tribe.,



(b}  In the event thet produced watcr cannot be disposed of in a manner that is
acceptable to the Tribe, then Lessee agrees to swt-in the Well as necessary. The shut-in period
shall be a force majure cvent pursuant 1o Section 9.02 until Lessee and the Tribe agree on
acceptsbic water disposal methods.

ARTITLE 1.
TERM OF AGREEMENT

700 PRIMARYTERM,  The Primary Terra of this Agreement (“the Primary Term"™) shall
be for two {2) years from the date of Secrctarial Approval. Om the date of expiration of the
Primary Term, this Agreement shail continue in accordance with the following provisions:

(8) Should ss Earned Acreage Unit contain a Well that has produccd in
paying quantities as defined in this Agreement znd is cither producing or is shut-in in accordance
with Section 6.02, this Agreement shall continue as to the Contract Acreage (to camed depth)
contained in such Ewmed Acreage Unil for 52 long ay Minerals continue to be produced in
paying quantities or for so long as shuk-in royalty payments wre permiticd to be paid and are
made in accondance with the provisions of Section 6.02.

(b)  Should an Esmed Acrcage Unit conlain a Well that has produced
Minerals, but for less than an annual period, and is cither producing or shut-itt in accordance
with Section 6.02, and should the Tribe and Lassee jointly believe that said Well is capable of
producing in paying quantitics, then this Agreement shall continuo s$ (o the Contract Acreage (to
eamed depth) contained in such Earned Acrecge Unit for so long as Minerals continue (o be
produced in paying quantities or (or so long as shut-in royslty payments are permitted to be
made and are made in accordance with the provisions of Section 6.02.

(c)  Unless otherwisc agreed to by the parties, any portion of the Contract
Acreage which i not included in a Spacing Unit that inciudes 2 Welt from which sciual
production of Minersls in paying quantitics has been achieved at the expiration of the Primary
Term, shall no longer be deemed to be part of the Contruct Acreage for purposes of exploration
and production of Minerals,



