
JAMES B. FULLERTON 
PETROLEUM L A N D M A N N A T U R A L G A S C O N S U L T A N T 

1 6 4 5 C O U R T P L A C E 

SUITE # 4 0 6 PHONE: 303-534-4502 

D E N V E R . C O L O R A D O 8 0 2 0 2 

J u l y 2 9 , 1992 

Frederick L. L i l l y J r. 
2895 Brighton Road 
Shaker Heights, Ohio 44120 

Re: Farmout Agreements 
SG Interests I , Ltd. 

1) Township 29 North, Range 10 West 
Section 21: NE/4SW/4 

2) Township 29 North, Range 10 West 
Section 24: NE/4NE/4 
San Juan County, New Mexico 

Dear Mr. L i l l y : 

In regard t o our recent telephone conversation and my 
correspondence dated June 25, 1992, enclosed please f i n d the 
following documents related t o your p a r t i a l Leasehold I n t e r e s t 
under the above referenced lands: 

1) 2 copies of the Farmout Agreement, with additional signature 
page, covering your Leasehold Interest i n the NE/4SW/4 of 
Section 21. 

2) 2 copies of the Farmout Agreement, with additional signature 
page, covering your Leasehold In t e r e s t i n the NE/4NE/4 of 
Section 24. 

You indicated during our recent telephone conversation t h a t you 
would await a decision from Ray Haley before determining your 
desire t o p a r t i c i p a t e f o r your proportionate Working I n t e r e s t . Mr. 
Haley recently advised me th a t he desires t o Farmout his i n t e r e s t 
to SG Interests I , Ltd. under the terms I outlined i n my previous 
l e t t e r . Thus, I have forwarded Mr. Haley the Farmout Agreements f o r 
his execution. The attached Agreements are i d e n t i c a l t o the 
Agreements sent t o Mr. Haley f o r his execution. The Farmout 
Agreements, i n part, provide f o r you to receive an Overriding 
Royalty i n t e r e s t equal t o the difference between e x i s t i n g lease 
burdens and 80%. Since the e x i s t i n g lease burdens appear t o t o t a l 
17%, the reserved Overriding Royalty i n t e r e s t t o you under these 
Agreements would be 3%. 

Application of SG Interests I , Ltd. for 
Compulsory Pooling 

Case No. ( Q (3 Q ^ tf ( Q&f p 
Examiner Hearing Docket Dated 11/19/92 
Exhibit No. <Q 



Please review the attached Farmout Agreements and advise me i f 
you should have any questions. Please note that I have also 
attached a copy of tha t certain Assignment of O i l and Gas Leases 
dated February 19, 1983 executed by Frederick L. L i l l y and Gladys 
L i l l y . This Agreement provides f o r an Assignment t o Frederick L. 
L i l l y Jr. with a reservation of a Remainder In t e r e s t during the 
l i f e t i m e of the Assignors (Frederick L. L i l l y and Gladys L i l l y ) . We 
are not certain of the status of t h i s Agreement as i t relates t o 
Frederick L. L i l l y and Gladys L i l l y . I f ei t h e r or both parties are 
s t i l l a l i v e , then i t w i l l be necessary f o r them t o also execute the 
Farmout Agreement. Please review the Assignment and advise me of 
the status of Frederick L. L i l l y and Gladys L i l l y . I f necessary, I 
w i l l prepare a revised Farmout Agreement l i s t i n g them, i n addition 
to you, as the Farmors. 

In as much as we are proposing t o begin d r i l l i n g operations 
w i t h i n the next 30 days, your early a t t e n t i o n t o t h i s matter would 
be greatly appreciated. I f the Agreements meet with approval, 
please execute one copy of each Agreement, along with the 
additional signature pages, and return same to me at the address 
l i s t e d above. Upon execution by SG Interests I , Ltd. a f u l l y a 
executed signature page w i l l be returned t o you f o r your f i l e s . 

Thank you very much. Again, i f you should have any questions 
please f e e l free t o c a l l me at 303-534-4502. 

Sincerely, 

James B. Fullerton 
Consluting Landman on behalf of 
SG Interests I , Ltd. 



Lillj-F/O 
29-10-21 

FARMOUT 

THIS AGREEMENT, made and ent 
1992 by and between F r e d e r i c k 
address i s 2895 B r i g h t o n Road, 
"FARMOR" ( h e r e i n a f t e r r e f e r r e d t 
I , L t d . , a Texas L i m i t e d p a r t n e r 
r e f e r r e d t o as "FARMEE"). 

c§hf 
AGREEMENT 

ered i n t o t h i s 2 7 t h day of J u l y , 
L. L i l l y , J r . , whose m a i l i n g 
Shaker H e i g h t s , Ohio, 44120, 

o as "FARMOR") and SG I n t e r e s t s 
s h i p , as "FARMEE" ( h e r e i n a f t e r 

WITNESS THAT: 

WHEREAS, the p a r t i e s have a r r i v e d at an agreement as more 
f u l l y set f o r t h h e r e i n whereby FARMOR w i l l a s s i g n to FARMEE 
c e r t a i n i n t e r e s t s i n the f o l l o w i n g d e s c r i b e d lands ( h e r e i n a f t e r 
r e f e r r e d t o as "Co n t r a c t Lands") s u b j e c t to the e x c e p t i o n s , 
r e s e r v a t i o n s , terms, and c o n d i t i o n s set f o r t h i n t h i s agreement; 

Township 29 N o r t h . Range 10 West. N.M.P.M. 
S e c t i o n 21: NE/4SW/4 

c o n t a i n i n g 40.00 gross a c r e s , more or less 

See E x h i b i t "A" f o r Leases, Lands 
and I n t e r e s t s s u b j e c t t o t h i s Agreemenl 

NOW THEREFORE, f o r and i n c o n s i d e r a t i o n of the mutual 
promises and covenants h e r e i n c o n t a i n e d , i t i s agreed by and 
between the p a r t i e s h e r e t o as f o l l o w s : 

I . I n i t i a l Tes t We 11 

On or b e f o r e December 1 s t , 1992, FARMEE agrees to commence, or 
cause t o be commenced, the o p e r a t i o n s f o r the d r i l l i n g of an 
I n i t i a l Test Well at a l e g a l l o c a t i o n i n the S/2 of S e c t i o n 2 1 , 
Township 29 N o r t h , Range 10 West, N.M.P.M., San Juan County, New 
Mexico and to d r i l l t o a depth s u f f i c i e n t t o t e s t the F r u i t l a n d 
(Coal Gas) F o r m a t i o n , or a depth of 1950 f e e t , whichever i s the 
l e s s e r , and w i l l c o mplete, or p l u g and abandon such w e l l not 
l a t e r than one hundred e i g h t y days (180) a f t e r commencement i n a 
prudent and workmanlike manner at FARMEE's sole c o s t , r i s k and 
expense. I f because of e n c o u n t e r i n g any c o n d i t i o n s which make 
f u r t h e r d r i l l i n g i m p r a c t i c a b l e , FARMEE d i s c o n t i n u e s d r i l l i n g the 
I n i t i a l Test W e l l , FARMEE s h a l l have the r i g h t to d r i l l a 
S u b s t i t u t e Test Well as p r o v i d e d f o r i n S e c t i o n I I h e r e o f . 
FARMEE, i n exchange f o r d r i l l i n g the I n i t i a l Test W e l l , s h a l l 
earn the assignment o f such i n t e r e s t , as set f o r t h i n S e c t i o n 
V I I . , s u b j e c t to the o t h e r terms of t h i s agreement. 

11. Subs t i t u t e Tes t Wei 1 

I f because of e n c o u n t e r i n g i m p e n e t r a b l e substances, mechanical 
d i f f i c u l t i e s , or o t h e r c o n d i t i o n s beyond which a prudent o p e r a t o r 
would not c o n t i n u e o p e r a t i o n s or f u r t h e r d r i l l i n g of the I n i t i a l 
Test Well hereunder becomes i m p r a c t i c a b l e , FARMEE s h a l l have the 
r i g h t to d r i l l a S u b s t i t u t e Test Well at a l o c a t i o n of i t s c h o i c e 
on the a p p l i c a b l e l a n d s ; p r o v i d e d , however, the a c t u a l d r i l l i n g 
of s a i d S u b s t i t u t e Well s h a l l be commenced not l a t e r than s i x t y 
days (60) a f t e r the abandonment of the Test Well wherein 
i m p e n e t r a b l e substances were encountered. Such s u b s t i t u t e Well 
s h a l l be d r i l l e d i n the manner and t o the depth s p e c i f i e d and 
must be completed w i t h i n a s i m i l a r p e r i o d of time as s p e c i f i e d 
f o r the I n i t i a l Test Well f o r which such S u b s t i t u t e Well i s 
being d r i l l e d . I f such S u b s t i t u t e Test Well i s commenced, 
d r i l l e d , completed, or plugged and abandoned, as h e r e i n p r o v i d e d , 
FARMEE s h a l l have complied w i t h the Agreement 
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as t o the I n i t i a l Test Well t o the same e x t e n t as i f such 
I n i t i a l Test Well had been commenced, d r i l l e d , and completed i n 
accordance h e r e w i t h . 

I I I . G e o l o g i c a l Requirements 

Th i s agreement i s s u b j e c t to the g e o l o g i c a l r e q u i r e m e n t s set out 
i n E x h i b i t "B" a t t a c h e d h e r e t o and made a p a r t h e r e o f . 

IV. Take-over E l e c t i o n 

A f t e r the d r i l l i n g of the I n i t i a l Test W e l l , or any o t h e r w e l l 
d r i l l e d pursuant h e r e t o on the C o n t r a c t Lands t o the C o n t r a c t 
Depth and a f t e r a p p r o p r i a t e t e s t s have been made, FARMEE s h a l l 
p r o m p t l y n o t i f y FARMOR by te l e p h o n e , t o be c o n f i r m e d i n w r i t i n g , 
i f FARMEE i n t e n d s t o p l u g and abandon s a i d w e l l as a d r y h o l e . 
I f FARMEE i n t e n d s to pl u g and abandon s a i d w e l l as a dry h o l e , 
FARMOR s h a l l have f o r t y e i g h t (48) hours f o l l o w i n g the r e c e i p t of 
such n o t i c e and a l l r e q u i r e d g e o l o g i c a l data w i t h i n which t o 
n o t i f y FARMEE by te l e p h o n e , t o be c o n f i r m e d i n w r i t i n g , i f FARMOR 
concurs i n FARMEE's recommendation. I f FARMOR concurs i n 
FARMEE's recommendation, FARMEE s h a l l c o n t i n u e such o p e r a t i o n s at 
i t s s o l e c o s t , r i s k and expense. I f FARMOR does not concur i n 
the p l u g g i n g and abandonment of the I n i t i a l Test Well hereunder, 
FARMEE w i l l , at FARMOR's expense, run a p r o d u c t i o n s t r i n g and set 
p i p e , at which time FARMOR w i l l c o n t i n u e o p e r a t i o n s and 
d i l i g e n t l y attempt t o complete s a i d w e l l as a producer. I f 
s u c c e s s f u l , FARMOR, at i t s expense, s h a l l e q u i p s a i d w e l l f o r 
p r o d u c t i o n through and i n c l u d i n g the lease lank or s e p a r a t o r . 
I f , f o l l o w i n g an attempt at c o m p l e t i o n by FARMOR, FARMOR s h a l l 
d e t ermine t h a t s a i d w e l l i s i n c a p a b l e of p r o d u c i n g o i l or gas i n 
commercial q u a n t i t i e s , FARMEE s h a l l p l ug and abandon s a i d w e l l at 
i t s s o l e c o s t , r i s k and expense, except FARMOR s h a l l bear any 
e x t r a c o s t s which would not o r d i n a r i l y have been i n c u r r e d i f 
FARMOR had not c o n t i n u e d d r i l l i n g o p e r a t i o n s . 

I f FARMOR e l e c t s to take over o p e r a t i o n s on the w e l l pursuant to 
t h i s S e c t i o n I V . , FARMEE s h a l l be deemed to have r e l i n q u i s h e d and 
t r a n s f e r r e d t o FARMOR a l l of i t s r i g h t , t i t l e and i n t e r e s t i n and 
to ( i ) the s a i d I n i t i a l Test W e l l , ( i i ) the m a t e r i a l and 
equipment t h e r e i n and used or a c q u i r e d i n c o n n e c t i o n t h e r e w i t h 
which FARMOR r e t a i n s f o r c o n d u c t i n g o p e r a t i o n s hereunder, and 
( i i i ) the r i g h t to r e c e i v e an assignment of the C o n t r a c t Lands. 

I f FARMOR e l e c t s t o c o n t i n u e o p e r a t i o n s on s a i d w e l l , as p r o v i d e d 
f o r h e r e i n , i t s h a l l reimburse FARMEE f o r the salvage v a l u e of 
a l l m a t e r i a l and equipment used or a c q u i r e d i n c o n n e c t i o n w i t h 
s a i d w e l l which w i l l be r e t a i n e d by FARMOR. 

V. D r i l l i n g and Completion 

Unless the I n i t i a l Test Well i s taken over by FARMOR pursuant t o 
S e c t i o n IV. h e r e o f , the e n t i r e c o s t , expense, and r i s k of 
a t t e m p t i n g t o complete s a i d I n i t i a l Test Well as a producer and 
eq u i p p i n g f o r p r o d u c t i o n s h a l l be borne by FARMEE. 

V I . De f i n i t i o n s 

For the purpose of t h i s Agreement, the f o l l o w i n g terms s h a l l have 
the meaning s t a t e d t h e r e f o r e : 

1. " D r i l l S i t e " s h a l l mean the p o r t i o n of the c o n t r a c t 
lands which comprise the d r i l l i n g u n i t d e s i g n a t e d by 
spacing r e g u l a t i o n s , or a r e g u l a t o r y agency having j u r i s d i c t i o n . 
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VI I . A s s i g nmen t 

Upon c o m p l e t i o n of the I n i t i a l Test Well p r o v i d e d f o r hereunder 
i n the manner and w i t h i n the time h e r e i n p r o v i d e d , FARMEE s h a l l 
submit to FARMOR evidence t h e r e o f and f u r t h e r r e p r e s e n t t h a t 
FARMEE has performed and o t h e r w i s e complied w i t h a l l a p p l i c a b l e 
terms, covenants, and c o n d i t i o n s h e r e i n . T h e r e a f t e r and w i t h i n 
T h i r t y (30) days, FARMOR s h a l l execute and d e l i v e r an assignment 
to FARMEE of the C o n t r a c t Lands, s u b j e c t t o the f o l l o w i n g : 

A. I f s a i d I n i t i a l Test Well i s completed as a w e l l 
capable of p r o d u c t i o n , FARMOR s h a l l a s s i g n to FARMEE a l l of 
FARMOR's wo r k i n g i n t e r e s t and o p e r a t i n g r i g h t s s u b j e c t to t h i s 
agreement, i n and to the C o n t r a c t Lands, i n s o f a r and o n l y i n s o f a r 
as s a i d r i g h t s cover from the s u r f a c e of the e a r t h down to the 
base of the F r u i t l a n d (Coal-Gas) F o r m a t i o n , but r e s e r v i n g to 
FARMOR an i n c l u s i v e p r o p o r t i o n a t e o v e r r i d i n g r o y a l t y i n t e r e s t 
equal t o the d i f f e r e n c e between the Lessor's r o y a l t y , o v e r r i d i n g 
r o y a l t y or any o t h e r burdens i n e x i s t e n c e as of the e f f e c t i v e 
date hereof and Twenty Percent ( 2 0 % ) , i n and to the o i l , gas 
m i n e r a l s and o t h e r hydrocarbons which may be produced and saved 
from the h e r e i n d e s c r i b e d lands under the terms of the o i l and 
gas leases d e s c r i b e d h e r e i n . I t being the i n t e n t of Farmor t o 
d e l i v e r to Farmee a E i g h t y Percent (80%) net revenue i n t e r e s t . 
Said o v e r r i d i n g r o y a l t y i n t e r e s t s h a l l be s u b j e c t t o 
p r o p o r t i o n a t e r e d u c t i o n t o the e x t e n t t h a t the i n t e r e s t covered 
by s a i d Leases bear t o the f u l l and u n d i v i d e d m i n e r a l fee e s t a t e 
under the lands covered by s a i d Leases and s h a l l be f u r t h e r 
s u b j e c t to p r o p o r t i o n a t e r e d u c t i o n to the e x t e n t that the 
i n t e r e s t of the Assignor i n s a i d Leases bear to the f u l l w o rking 
i n t e r e s t i n s a i d Leases. 

B. The Assignments hereunder s h a l l r e s e r v e u n t o FARMOR, 
i t s s u ccessors, and a s s i g n s , a l l of i t s r i g h t , t i t l e , i n t e r e s t 
and e s t a t e below the depth assigned above, i n c l u d i n g the r i g h t 
of i n g r e s s and egress and a l l r i g h t s e s s e n t i a l t o the f u l l 
e x p l o r a t i o n , d r i l l i n g , development, and p r o d u c t i o n of the 
pr o d u c t s covered thereby below the depth assigned. I t i s 
und e r s t o o d t h a t each p a r t y w i l l conduct i t s o p e r a t i o n s on s a i d 
lands so as to i n t e r f e r e as l i t t l e as p o s s i b l e w i t h the 
o p e r a t i o n s of the o t h e r . 

V I I I . Delay R e n t a l s 

I n the event t h a t any delay r e n t a l , minimum r o y a l t y or s h u t - i n 
r o y a l t y payments should become due and payable on the C o n t r a c t 
Lands covered hereby a f t e r the date of t h i s Agreement, whether 
b e f o r e or a f t e r FARMOR has executed assignments i n fa v o r of 
FARMEE, FARMOR s h a l l make a bona f i d e e f f o r t to pay such r e n t a l , 
minimum r o y a l t y or s h u t - i n r o y a l t y payments, and FARMEE s h a l l 
r e i mburse FARMOR f o r One Hundred Percent (100%) of the t o t a l 
amount p a i d by FARMOR w i t h i n T h i r t y (30) days a f t e r r e c e i v i n g 
FARMOR's b i l l i n g t h e r e f o r e . FARMOR s h a l l never be l i a b l e to 
FARMEE f o r any f a i l u r e to make any de l a y r e n t a l or minimum 
r o y a l t y payments p r o v i d e d i t has acted i n a prudent manner. 

IX. T i t l e s 

FARMOR s h a l l upon r e q u e s t , f u r n i s h t o FARMEE such a b s t r a c t s and 
ot h e r t i t l e papers t h a t they may have, t o g e t h e r w i t h p h o t o s t a t s 
of the bas i c lease and any assignments t h e r e o f . FARMEE, upon 
FARMOR's w r i t t e n r e q u e s t , s h a l l f u r n i s h FARMOR w i t h one ( I ) copy 
of any t i t l e o p i n i o n on the C o n t r a c t Lands and c u r a t i v e work 
FARMEE does or causes to be done. 

X. Force Majeure 

1. I f a p a r t y i s rendered u n a b l e , w h o l l y or i n p a r t , by 
f o r c e majeure t o c a r r y out i t s o b l i g a t i o n s under t h i s Agreement, 
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o t h e r than the o b l i g a t i o n to make monetary payments, s a i d p a r t y 
s h a l l g i v e to a l l o t h e r p a r t i e s prompt w r i t t e n n o t i c e of the 
f o r c e majeure w i t h reasonable f u l l p a r t i c u l a r s c o n c e r n i n g i t ; 
thereupon, the o b l i g a t i o n s of the p a r t y g i v i n g the n o t i c e , so f a r 
as they are a f f e c t e d by the f o r c e majeure, s h a l l be suspended 
d u r i n g , but no longer than, the co n t i n u a n c e of the f o r c e majeure. 

2. The requ i r e m e n t t h a t any f o r c e majeure s h a l l be remedied 
w i t h a l l reasonable d i s p a t c h s h a l l not r e q u i r e the s e t t l e m e n t of 
s t r i k e s , l o c k o u t s , or o t h e r l a b o r d i f f i c u l t y by the p a r t y 
i n v o l v e d , c o n t r a r y t o i t s wishes; how a l l such d i f f i c u l t i e s s h a l l 
be handled s h a l l be e n t i r e l y w i t h i n the d i s c r e t i o n of the p a r t y 
concerned. 

3. The term " f o r c e majeure", as here employed, s h a l l mean 
an act of God, s t r i k e , l o c k o u t , or o t h e r i n d u s t r i a l d i s t u r b a n c e , 
act of the p u b l i c enemy, war, blockade, p u b l i c r i o t , l i g h t n i n g , 
f i r e , storm, f l o o d , e x p l o s i o n , governmental a c t i o n , governmental 
d e l a y , r e s t r a i n t or i n a c t i o n , u n a v a i l a b i l i t y of equipment, and 
any o t h e r cause, whether of the k i n d s p e c i f i c a l l y enumerated 
above or o t h e r w i s e , which i s not reas o n a b l y w i t h i n the c o n t r o l of 
the p a r t y c l a i m i n g suspension of o b l i g a t i o n s . 

X I . R i g h t s and R e l a t i o n s h i p s 

N o t h i n g c o n t a i n e d h e r e i n as between the p a r t i e s s h a l l c r e a t e or 
c o n s t i t u t e an agency, t r u s t , p a r t n e r s h i p , a s s o c i a t i o n or e n t i t y 
of any k i n d except t h a t the p a r t i e s h e r e t o e l e c t t o not be 
exclu d e d from the a p p l i c a t i o n of a l l of the p r o v i s i o n s of 
Subchapter K of the Chapter 1 of the S u b t i t l e A of the I n t e r n a l 
Revenue Code of 1954 and a l l amendments t h e r e t o . 

The r i g h t s , p r i v i l e g e s and o b i i gat ions c o n t a i n e d h e r e i n are 
b i n d i n g upon the p a r t i e s h e r e t o , i t s successors and assigns and 
s h a l l be c o n s i d e r e d as covenants r u n n i n g w i t h the lands. FARMEE 
f u r t h e r agrees t o comply w i t h the terms of the O i l and Gas 
Lease(s) s u b j e c t t o t h i s Agreement. 

X I I . I n s u rance 

FARMEE, or FARMEE's c o n t r a c t o r or s u b c o n t r a c t o r s , s h a l l comply 
w i t h the Workmen's Compensation Law of the S t a t e of New Mexico 
and s h a l l c a r r y at FARMEE's sole c o s t , i n s u r a n c e as set f o r t h i n 
E x h i b i t "C" a t t a c h e d h e r e t o and made a p a r t h e r e o f . 

X I I I . F a i l u r e of Performance 

There i s no o b l i g a t i o n upon FARMEE to commence a w e l l under the 
terms o f t h i s agreement, and the o n l y p e n a l t y f o r f a i l u r e t o 
commence such w e l l , or to d r i l l to the o b j e c t i v e d e p t h , w i l l be 
the f o r f e i t u r e of a l l r i g h t s hereunder, i n c l u d i n g , but not 
l i m i t e d t o FARMEE's r i g h t t o r e c e i v e an assignment of l e a s e h o l d 
i n t e r e s t as p r o v i d e d f o r here i n a b o v e . 

XIV. Time of Essence and M o d i f i c a t i o n 

W i t h r e s p e c t t o the commencement and c o m p l e t i o n of any Test Well 
p r o v i d e d f o r h e r e i n , time i s of the essence of t h i s Agreement and 
no p r o v i s i o n s h e r e o f s h a l l be m o d i f i e d and waived u n l e s s the same 
be made i n w r i t i n g and signed by the p a r t i e s h e r e t o . 

XV. E n t i r e Agreement 

Th i s Agreement c o n s t i t u t e s the e n t i r e agreement between the 
p a r t i e s h e r e t o and supersedes any and a l l o t h e r agreements, 
w r i t t e n and o r a l , i f any. No promise, r e p r e s e n t a t i o n , agreement 
or covenant not i n c l u d e d i n t h i s Agreement has been or i s r e l i e s 
upon by e i t h e r p a r t y . No m o d i f i c a t i o n or amendment of t h i s 
Agreement s h a l l be of any f o r c e or e f f e c t u n l e s s i n w r i t i n g 
executed by bot h p a r t i e s . 
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XVI . Execu t i on 

I f t h i s Agreement s h a l l not be d u l y executed by FARMOR and 
r e t u r n e d t o FARMEE, w i t h i n Ten (10) days of r e c e i p t by FARMOR, 
then and thereupon, at FARMEE's o p t i o n t h i s Agreement s h a l l be 
n u l l and v o i d and of no f o r c e or e f f e c t . 

IN WITNESS WHEREOF, the p a r t i e s h e r e t o have executed t h i s 
Agreement as of the day and year f i r s t w r i t t e n . 

FARMOR: 

FREDERICK L. LILLY, JR. 

By: 
F r e d e r i c k L. L i l l y , J r . 

FARMEE: 

SG I n t e r e s t s I , 
L i m i t e d p a r t n e r 
Gas Cor por a t i on 
P a r t n e r 

ATTEST: 

L t d . , a Texas 
s h i p , by Gordy 
, as General 

By: By: 
Melodie I . Thompson R u s s e l l D. Gordy 
S e c r e t a r y P r e s i d e n t - G o r d y Gas C o r p o r a t i o n 

STATE OF OHIO ) 
) s s . 

COUNTY OF ) 

Before me, the u n d e r s i g n e d a u t h o r i t y , on t h i s 
day o f , 1992, p e r s o n a l l y appeared F r e d e r i c k 
L. L i l l y . J r . , 
known to me to be the person whose name i s s u b s c r i b e d to the 
f o r e g o i n g i n s t r u m e n t , and acknowledged to me t h a t 
( h e / t h e y ) executed the same f o r the purposes and c o n s i d e r a t i o n 
t h e r e i n expressed, and i n the c a p a c i t i e s t h e r e i n s t a t e d . 

WITNESS my hand and o f f i c i a l seal the day and year l a s t 
above wr i t t en. 

My Commission E x p i r e s : 
Notary P u b l i c f o r the S t a t e 
o f Co 1 or ado 
Address: 
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STATE OF TEXAS ) 
) s s . 

COUNTY OF HARRIS ) 

Before me, the und e r s i g n e d a u t h o r i t y , on t h i s day of 
, 1992, p e r s o n a l l y appeared R u s s e l l D. Gordy, to mc 

p e r s o n a l l y known, who, being by me d u l y sworn, d i d say t h a t he i s 
the P r e s i d e n t of Gordy Gas C o r p o r a t i o n , and t h a t s a i d Gordy Gas 
C o r p o r a t i o n i n the General P a r t n e r of SG I n t e r e s t s I , L t d . , a 
Texas L i m i t e d p a r t n e r s h i p and t h a t s a i d i n s t r u m e n t was signed on 
b e h a l f of s a i d p a r t n e r s h i p f o r the uses and purposes as t h e r e i n 
set f o r t h , and s a i d R u s s e l l D. Gordy acknowledged s a i d i n s t r u m e n t 
to be the f r e e act and deed of s a i d p a r t n e r s h i p . 

WITNESS my hand and o f f i c i a l seal the day and year l a s t 
above wr i t t en. 

My Commission E x p i r e s : 
Notary P u b l i c f o r the S t a t e of Texas 
Address: 
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E X H I B I T " A 

( D e s c r i p t i o n of Leasehold) 

Lands. Leases and I n t e r e s t s 

A t t a c h e d to and made a p a r t of t h a t c e r t a i n Farmout Agreement 
dated J u l y 2 7 t h , 1992, by and between 

F r e d e r i c k L. L i l l y , J r . , as FARMOR 
AND 

SG I n t e r e s t s I , L t d . , a Texas L i m i t e d p a r t n e r s h i p , as FARMEE 

LEASE A; 

ORIGINAL LESSOR; 

ORIGINAL LESSEE: 
DATE: 
ROYALTY: 
RECORDING DATA: 

DESCRIPTION: 

Raymond D. 
and w i f e , 
Lou i s C. Fa 
w i f e , Walt 
Farmer and 
Audrey Fos 
husband. He 
and husband 
Claud E. Ai 
Ju l y 1 0 t h , 
15.00% 
Book 310, a 
County, New 
Township 29 

Farmer and O l i v e 
S h i r l e y M. L i n d e r 
rmer and Frances 
er C. Farmer, a s 

Mar i e Farmer, 
t e r and Howard N. 
le n M. Dashen and 

kman 
1956 

t page 174, r e c o r 
Mex i c o 
N o r t h . Range 10 

M. Farmer, husband 
, a s i n g l e woman, 
Farmer, husband and 
i n g l e man, C a r l V. 
husband and w i f e , 
F o s t e r , w i f e and 
F e l i x Dashen, w i f e 

ds of San Juan 

Wes t . N.M.P.M. 
S e c t i o n 21: NE/4SW/4 
INSOFAR AND ONLY INSOFAR as 
from the s u r f a c e of the e a r t 
of the F r u i t l a n d (Coal-Gas) 
c o n t a i n i n g 40.00 gross acre 

s a i d Lease covers 
h down to the base 
For ma t i on. 
s, more or less 
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EXHIBIT "B" 

Geol o g i c a l Requirements 

A t t a c h e d t o and made a p a r t of th a t c e r t a i n Farmout Agreement 
dated J u l y 2 7 t h , 1992, by and between 

F r e d e r i c k L. L i l l y , J r . , as FARMOR 
AND 

SG I n t e r e s t s I , L t d . , a Texas L i m i t e d p a r t n e r s h i p , as FARMEE 

P r o v i s i o n s A p p l i c a b l e t o Test Wells 

With r e s p e c t to a l l w e l l s d r i l l e d by FARMEE hereunder or 
subsequently under the agreement to which t h i s E x h i b i t i s 
a t t a c h e d , FARMEE s h a l l p e r f o r m the f o l l o w i n g o p e r a t i o n s , and 
f u r n i s h FARMOR, the f o l l o w i n g r i g h t s and p r i v i l e g e s : 

1. To conduct a l l o p e r a t i o n s i n accordance w i t h approved and 
accepted p r a c t i c e s p r e v a i l i n g i n the area where the w e l l i s 
dr i 1 l e d . 

2. To make adequate t e s t s to dete r m i n e i f the w e l l i s capable of 
pr o d u c i n g o i l or gas i n paying q u a n t i t i e s from the o b j e c t i v e 
f o r m a t i o n and from a l l p r o d u c t i v e f o r m a t i o n s encountered. 

3. Upon w r i t t e n request of FARMOR, FARMEE s h a l l p r o m p t l y f u r n i s h 
FARMOR, as to any w e l l ( s ) d r i l l e d on s a i d lands ( o r on a 
spacing u n i t i n c l u d i n g any p o r t i o n t h e r e o f ) , d a i l y d r i l l i n g 
r e p o r t s and copies o f a l l l o g s , c o r e s , r e p o r t s or t e s t s 
o b t a i n e d f o r such w e l l or f i l e d w i t h any governmental agency 
and, a f t e r c o m p l e t i o n , copies of a l l r e p o r t s t o governmental 
agencies c o n c e r n i n g r e w o r k i n g , deepening, s h u t - i n , 
r e c o m p l e t i n g , p l u g g i n g and abandonment or s i m i l a r change of 
we 11 s t a t u s . 

4. A l l n o t i c e s , r e p o r t s , l o g s , samples and o t h e r i n f o r m a t i o n 
above r e q u e s t e d s h a l l be f u r n i s h e d t o : 

Mr. F r e d e r i c k L. L i l l y , J r . 
2895 B r i g h t o n Road 
Shaker H e i g h t s , Ohio 44120 
1 (216) 561-7895 
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E X H I B I T "D 

INSURANCE AND INDEMNITY 

At t ached t o and made a 
dated J u l y 

F r e d e r i ck 

SG I n t e r e s t s I , L t d , 

p a r t of tha t c e r t a i n Farmout Agreement 
2 7 t h , 1992, by and between 
L. L i l l y , J r . , as FARMOR 

AND 
a Texas L i m i t e d p a r t n e r s h i p , as FARMEE 

At a l l times w h i l e o p e r a t i o n s are conducted under t h i s 
Agreement, Operator s h a l l m a i n t a i n f o r the b e n e f i t of a l l p a r t i e s 
h e r e t o , i n s u r a n c e of the types and i n the maximum amounts as 
f o l l o w s . Premiums f o r such i n s u r a n c e s h a l l be charged to the 
J o i n t Account. 

N o n - o p e r a t i n g w o r k i n g i n t e r e s t owners s h a l l be named as 
A d d i t i o n a l I n sureds on the l i a b i l i t y i n s u r a n c e p o l i c i e s , but o n l y 
w i t h r e s p e c t to the performance of a l l work hereunder. 

A l l such i n s u r a n c e s h a l l be c a r r i e d i n an a c c e p t a b l e company 
or companies; s h a l l be m a i n t a i n e d i n f u l l f o r c e and e f f e c t d u r i n g 
the terms of t h i s agreement; and s h a l l not be ca n c e l e d , a l t e r e d 
or amended w i t h o u t t h i r t y (30) days p r i o r w r i t t e n n o t i c e . I f so 
r e q u i r e d . Operator agrees t o have i t s i n s u r a n c e c a r r i e r f u r n i s h 
c e r t i f i c a t e s of i n s u r a n c e e v i d e n c i n g such i n s u r a n c e coverages. 

Operator and n o n - o p e r a t i n g w o r k i n g i n t e r e s t owners agree to 
m u t u a l l y waive s u b r o g a t i o n i n f a v o r of each o t h e r on a l l 
ins u r a n c e c a r r i e d by each p a r t y and/or t o o b t a i n such waiver from 
the i n s u r a n c e c a r r i e r i f so r e q u i r e d by the in s u r a n c e c o n t r a c t . 
I f such a waiver i s not o b t a i n e d , the p a r t y f a i l i n g to do so 
s h a l l i n d e m n i f y the o t h e r p a r t y f o r any c l a i m by an in s u r a n c e 
c a r r i e r a r i s i n g out of S u b r o g a t i o n . 

N o n - o p e r a t i n g w o r k i n g i n t e r e s t owners agree t h a t the l i m i t s 
and coverage c a r r i e d by o p e r a t o r are adequate and s h a l l h o l d 
Operator harmless i f any c l a i m exceeds such l i m i t or i s not 
covered by such p o l i c y . Such coverage and l i m i t s may change or 
be u n a v a i l a b l e from time to time and Operator does not guarantee 
t h e i r c o n t i n u a n c e but w i l l use best e f f o r t t o p r o v i d e such 
coverage and l i m i t s at reasonable c o s t s . 

a. Workers' Compensation i n s u r a n c e i n f u l l compliance 
w i t h a l l a p p l i c a b l e S t a t e and Fed e r a l laws and 
regu1 a t i ons. 

b. Employer's L i a b i l i t y i n s u r a n c e i n the l i m i t s of 
$500,000.00 per a c c i d e n t c o v e r i n g i n j u r y or death to 
any employee who may be o u t s i d e the scope of the 
Workers' Compensation s t a t u t e of the S t a t e i n which 
the work i s performed. 

Commercial General L i a b i l i t y i n s u r a n c e w i t h combined 
s i n g l e l i m i t s per o c c u r r e n c e / g e n e r a l aggregate of 
$1,000,000.00 f o r B o d i l y I n j u r y and P r o p e r t y Damage, 
i n c l u d i n g P r o p e r t y Damage by Blowout and C r a t e r i n g 
Completed O p e r a t i o n s , and Broad Form C o n t r a c t u a l 
L i a b i l i t y as r e s p e c t s any c o n t r a c t i n t o which the 
Operator may e n t e r under the terms of t h i s 
a g r eemen t . 

A u t o m o b i l e L i a b i l i t y i n s u r a n c e c o v e r i n g owned, non-
owned and h i r e d a u t o m o t i v e equipment w i t h l i m i t s f o r 
B o d i l y I n j u r y and P r o p e r t y Damage of $1,000,000.00. 

Umbrella L i a b i l i t y 
$4,000,000.00. 

i n s u r a n c e w i t h l i m i t of 
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E X H I B I T "D" 
(continued) 

INSURANCE AND INDEMNITY 

Operator s h a l l c a r r y O p e r a t o r s E x t r a Expense 
i n s u r a n c e c o v e r i n g the c o s t s of c o n t r o l l i n g a 
Blowout, the expenses i n v o l v e d i n r e d r i l l i n g the 
w e l l , c e r t a i n o t h e r r e l a t e d c o s t s and Seepage and 
P o l l u t i o n L i a b i l i t y . (These are d e s c r i p t i v e terms 
o n l y and exact coverage can be found o n l y i n the 
p o l i c y . ) The l i m i t s f o r t h i s i n s u r a n c e vary 
a c c o r d i n g t o depth and l o c a t i o n of the w e l l . Non-
o p e r a t i n g w o r k i n g i n t e r e s t owners not w i s h i n g to be 
covered under t h i s p o l i c y must n o t i f y Operator p r i o r 
to spud d a t e , and by such r e f u s a l of coverage each 
n o n - o p e r a t i n g w o r k i n g i n t e r e s t owner agrees to be 
r e s p o n s i b l e f o r h i s p r o p o r t i o n a t e share of such 
l o s s , a n y t h i n g i n t h i s agreement to the c o n t r a r y 
n o t w i t h s t a n d i n g . 
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Lilly-F/O 
29-10-2* 

FARMOUT AGREEMENT 

THIS AGREEMENT, made and e n t e r e d i n t o t h i s 27th day of J u l y , 
1992 by and between F r e d e r i c k L. L i l l y , J r . , whose m a i l i n g 
address i s 2895 B r i g h t o n Road, Shaker H e i g h t s , Ohio, 44120, 
"FARMOR" ( h e r e i n a f t e r r e f e r r e d to as "FARMOR") and SG I n t e r e s t s 
I , L t d . , a Texas L i m i t e d p a r t n e r s h i p , as "FARMEE" ( h e r e i n a f t e r 
r e f e r r e d t o as "FARMEE"). 

WITNESS THAT: 

WHEREAS, the p a r t i e s have a r r i v e d at an agreement as more 
f u l l y set f o r t h h e r e i n whereby FARMOR w i l l a s s i g n to FARMEE 
c e r t a i n i n t e r e s t s i n the f o l l o w i n g d e s c r i b e d lands ( h e r e i n a f t e r 
r e f e r r e d to as "C o n t r a c t Lands") s u b j e c t to the e x c e p t i o n s , 
r e s e r v a t i o n s , terms, and c o n d i t i o n s set f o r t h i n t h i s agreement; 

Township 29 N o r t h . Range 10 West. N.M.P.M. 
S e c t i o n 24: NE/4NE/4 

c o n t a i n i n g 40.00 gross a c r e s , more or less 

See E x h i b i t "A" f o r Leases, Lands 
and I n t e r e s t s s u b j e c t t o t h i s Agreement 

NOW THEREFORE, f o r and i n c o n s i d e r a t i o n of the mutual 
promises and covenants h e r e i n c o n t a i n e d , i t i s agreed by and 
between the p a r t i e s h e r e t o as f o l l o w s : 

I . I n i t i a l Tes t We 11 

On or b e f o r e December 1 s t , 1992, FARMEE agrees to commence, or 
cause t o be commenced, the o p e r a t i o n s f o r the d r i l l i n g of an 
I n i t i a l Test Well at a l e g a l l o c a t i o n i n the N/2 of S e c t i o n 24, 
Township 29 N o r t h , Range 10 West, N.M.P.M., San Juan County, New 
Mexico and to d r i l l to a depth s u f f i c i e n t to t e s t the F r u i t l a n d 
(Coal Gas) Fo r m a t i o n , or a depth of 2100 f e e t , whichever i s the 
l e s s e r , and w i l l c o mplete, or pl u g and abandon such w e l l not 
l a t e r than one hundred e i g h t y days (180) a f t e r commencement i n a 
prudent and workmanlike manner at FARMEE's sole c o s t , r i s k and 
expense. I f because of e n c o u n t e r i n g any c o n d i t i o n s which make 
f u r t h e r d r i l l i n g i m p r a c t i c a b l e , FARMEE d i s c o n t i n u e s d r i l l i n g the 
I n i t i a l Test W e l l , FARMEE s h a l l have the r i g h t to d r i l l a 
S u b s t i t u t e Test Well as p r o v i d e d f o r i n S e c t i o n I I h e r e o f . 
FARMEE, i n exchange f o r d r i l l i n g the I n i t i a l Test W e l l , s h a l l 
earn the assignment of such i n t e r e s t , as set f o r t h i n S e c t i o n 
V I I . , s u b j e c t t o the o t h e r terms of t h i s agreement. 

11 . Subs t i t u t e Tes t We 11 

I f because of e n c o u n t e r i n g i m p e n e t r a b l e substances, mechanical 
d i f f i c u l t i e s , or o t h e r c o n d i t i o n s beyond which a prudent o p e r a t o r 
would not c o n t i n u e o p e r a t i o n s or f u r t h e r d r i l l i n g of the I n i t i a l 
Test Well hereunder becomes i m p r a c t i c a b l e , FARMEE s h a l l have Ihe 
r i g h t to d r i l l a S u b s t i t u t e Test Well at a l o c a t i o n of i t s c h o i c e 
on the a p p l i c a b l e l a n d s ; p r o v i d e d , however, the a c t u a l d r i l l i n g 
of s a i d S u b s t i t u t e Well s h a l l be commenced not l a t e r than s i x t y 
days (60) a f t e r the abandonment of Ihe TesI Well wherein 
i m p e n e t r a b l e substances were enc o u n t e r e d . Such s u b s t i t u t e Well 
s h a l l be d r i l l e d i n the manner and to the depth s p e c i f i e d and 
must be completed w i t h i n a s i m i l a r p e r i o d of time as s p e c i f i e d 
f o r the I n i t i a l Test Well f o r which such S u b s t i t u t e Well i s 
being d r i l l e d . I f such S u b s t i t u t e Test Well i s commenced, 
d r i l l e d , completed, or plugged and abandoned, as h e r e i n p r o v i d e d , 
FARMEE s h a l l have complied w i t h the Agreement 
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as t o the I n i t i a l Test Well t o the same e x t e n t as i f such 
I n i t i a l Test Well had been commenced, d r i l l e d , and completed i n 
accordance h e r e w i t h . 

I I I . G e o l o g i c a l Requirements 

Th i s agreement i s s u b j e c t to the g e o l o g i c a l r e q u i r e m e n t s set out 
i n E x h i b i t "B" a t t a c h e d h e r e t o and made a p a r t h e r e o f . 

IV. Take-over E l e c t i o n 

A f t e r the d r i l l i n g of the I n i t i a l Test W e l l , or any o t h e r wel1 
d r i l l e d pursuant h e r e t o on the C o n t r a c t Lands to the C o n t r a c t 
Depth and a f t e r a p p r o p r i a t e t e s t s have been made, FARMEE s h a l l 
p r o m p t l y n o t i f y FARMOR by te l e p h o n e , to be c o n f i r m e d i n w r i t i n g , 
i f FARMEE i n t e n d s to pl u g and abandon s a i d w e l l as a dry h o l e . 
I f FARMEE i n t e n d s t o pl u g and abandon s a i d w e l l as a dry h o l e , 
FARMOR s h a l l have f o r t y e i g h t (48) hours f o l l o w i n g the r e c e i p t of 
such n o t i c e and a l l r e q u i r e d g e o l o g i c a l data w i t h i n which to 
n o t i f y FARMEE by te l e p h o n e , to be c o n f i r m e d i n w r i t i n g , i f FARMOR 
concurs i n FARMEE's recommendation. I f FARMOR concurs i n 
FARMEE's recommendation, FARMEE s h a l l c o n t i n u e such o p e r a t i o n s at 
i t s s o l e c o s t , r i s k and expense. I f FARMOR does not concur i n 
the p l u g g i n g and abandonment of the I n i t i a l Test Well hereunder, 
FARMEE w i l l , at FARMOR's expense, run a p r o d u c t i o n s t r i n g and set 
p i p e , at which time FARMOR w i l l c o n t i n u e o p e r a t i o n s and 
d i l i g e n t l y attempt to complete s a i d w e l l as a producer. I f 
s u c c e s s f u l , FARMOR, at i t s expense, s h a l l e q u i p s a i d w e l l f o r 
p r o d u c t i o n through and i n c l u d i n g the lease tank or s e p a r a t o r . 
I f , f o l l o w i n g an attempt at c o m p l e t i o n by FARMOR, FARMOR s h a l l 
d e t e r m i n e t h a t s a i d w e l l i s i n c a p a b l e of pr o d u c i n g o i l or gas i n 
commercial q u a n t i t i e s , FARMEE s h a l l p l u g and abandon s a i d w e l l at 
i t s s o l e c o s t , r i s k and expense, except FARMOR s l i a l l bear any 
e x t r a c o s t s which would not o r d i n a r i l y have been i n c u r r e d i f 
FARMOR had not c o n t i n u e d d r i l l i n g o p e r a t i o n s . 

I f FARMOR e l e c t s to take over o p e r a t i o n s on the w e l l pursuant to 
t h i s S e c t i o n IV., FARMEE s h a l l be deemed to have r e l i n q u i s h e d and 
t r a n s f e r r e d to FARMOR a l l of i t s r i g h t , t i t l e and i n t e r e s t i n and 
to ( i ) the s a i d I n i t i a l Test W e l l , ( i i ) the m a t e r i a l and 
equipment t h e r e i n and used or a c q u i r e d i n c o n n e c t i o n t h e r e w i t h 
which FARMOR r e t a i n s f o r c o n d u c t i n g o p e r a t i o n s hereunder, and 
( i i i ) the r i g h t to r e c e i v e an assignment of the C o n t r a c t Lands. 

I f FARMOR e l e c t s to c o n t i n u e o p e r a t i o n s on s a i d w e l l , as p r o v i d e d 
f o r h e r e i n , i t s h a l l r e imburse FARMEE f o r the salvage v a l u e of 
a l l m a t e r i a l and equipment used or a c q u i r e d i n c o n n e c t i o n w i t h 
s a i d w e l l which w i l l be r e t a i n e d by FARMOR. 

V. D r i l l i n g and Comp l e t i o n 

Unless the I n i t i a l Test Well i s taken over by FARMOR pursuant t o 
S e c t i o n IV. h e r e o f , the e n t i r e c o s t , expense, and r i s k of 
a t t e m p t i n g t o complete s a i d I n i t i a l Test Well as a producer and 
eq u i p p i n g f o r p r o d u c t i o n s h a l l be borne by FARMEE. 

V I . De f i n i t i on s 

For the purpose of t h i s Agreement, the f o l l o w i n g terms s h a l l have 
the meaning s t a t e d t h e r e f o r e : 

1. " D r i l l S i t e " s h a l l mean the p o r t i o n of the c o n t r a c t 
lands which comprise the d r i l l i n g u n i t d e s i g n a t e d by 
spacing r e g u l a t i o n s , or a r e g u l a t o r y agency having j u r i s d i c t i o n . 
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V I I . Assignment 

Upon c o m p l e t i o n of the I n i t i a l Test Well p r o v i d e d f o r hereunder 
i n the manner and w i t h i n the time h e r e i n p r o v i d e d , FARMEE s h a l l 
submit to FARMOR evidence t h e r e o f and f u r t h e r r e p r e s e n t t h a t 
FARMEE has performed and o t h e r w i s e complied w i t h a l l a p p l i c a b l e 
terms, covenants, and c o n d i t i o n s h e r e i n . T h e r e a f t e r and w i i h i n 
T h i r t y (30) days, FARMOR s h a l l execute and d e l i v e r an assignment 
to FARMEE of the C o n t r a c t Lands, s u b j e c t to the f o l l o w i n g : 

A. I f s a i d I n i t i a l Test Well i s completed as a w e l l 
capable of p r o d u c t i o n , FARMOR s h a l l a s s i g n to FARMEE a l l of 
FARMOR's wor k i n g i n t e r e s t and o p e r a t i n g r i g h t s s u b j e c t to t h i s 
agreement, i n and to the C o n t r a c t Lands, i n s o f a r and o n l y i n s o f a r 
as s a i d r i g h t s cover from the s u r f a c e of the e a r t h down to the 
base of the F r u i t l a n d (Coal-Gas) F o r m a t i o n , but r e s e r v i n g to 
FARMOR an i n c l u s i v e p r o p o r t i o n a t e o v e r r i d i n g r o y a l t y i n t e r e s t 
equal t o the d i f f e r e n c e between the Lessor's r o y a l t y , o v e r r i d i n g 
r o y a l t y or any o t h e r burdens i n e x i s t e n c e as of the e f f e c t i v e 
date h e r e o f and Twenty Percent ( 2 0 % ) , i n and to the o i l , gas 
m i n e r a l s and o t h e r hydrocarbons which may be produced and saved 
from the h e r e i n d e s c r i b e d lands under the terms o f t lie o i l and 
gas leases d e s c r i b e d h e r e i n . I t being the i n t e n t of Farmor to 
d e l i v e r to Farmee a E i g h t y Percent (80%) net revenue i n t e r e s t . 
Said o v e r r i d i n g r o y a l t y i n t e r e s t s h a l l be s u b j e c t to 
p r o p o r t i o n a t e r e d u c t i o n to the e x t e n t t h a t the i n t e r e s t covered 
by s a i d Leases bear t o the f u l l and u n d i v i d e d m i n e r a l fee e s t a t e 
under the lands covered by s a i d Leases and s h a l l be f u r t h e r 
s u b j e c t to p r o p o r t i o n a t e r e d u c t i o n to the e x t e n t that the 
i n t e r e s t of the Assignor i n s a i d Leases bear to the f u l l w orking 
i n t e r e s t i n s a i d Leases. 

B. The Assignments hereunder s h a l l r e s e r v e u n t o FARMOR, 
i t s s u ccessors, and a s s i g n s , a l l of i t s r i g h t , t i t l e , i n t e r e s t 
and e s t a t e below the depth assigned above, i n c l u d i n g the r i g h t 
of i n g r e s s and egress and a l l r i g h t s e s s e n t i a l to the f u l l 
e x p l o r a t i o n , d r i l l i n g , development, and p r o d u c t i o n of the 
pr o d u c t s covered t h e r e b y below the depth assigned. I t i s 
unde r s t o o d t h a t each p a r t y w i l l conduct i t s o p e r a t i o n s on s a i d 
lands so as to i n t e r f e r e as l i t t l e as p o s s i b l e w i t h the 
o p e r a t i o n s of the o t h e r . 

V I I I . Delay R e n t a l s 

I n the event t h a t any del a y r e n t a l , minimum r o y a l t y or s h u t - i n 
r o y a l t y payments should become due and payable on the C o n t r a c t 
Lands covered hereby a f t e r the date o f t h i s Agreement, whether 
b e f o r e or a f t e r FARMOR has executed assignments i n fa v o r of 
FARMEE, FARMOR s h a l l make a bona f i d e e f f o r t to pay such r e n t a l , 
minimum r o y a l t y or s h u t - i n r o y a l t y payments, and FARMEE s h a l l 
r eimburse FARMOR f o r One Hundred Percent (100%) of the t o t a l 
amount p a i d by FARMOR w i t h i n T h i r t y (30) days a f t e r r e c e i v i n g 
FARMOR's b i l l i n g t h e r e f o r e . FARMOR s h a l l never be l i a b l e to 
FARMEE f o r any f a i l u r e to make any delay r e n t a l or minimum 
r o y a l t y payments p r o v i d e d i t has acted i n a prudent manner. 

IX. T i t l e s 

FARMOR s h a l l upon r e q u e s t , f u r n i s h to FARMEE such a b s t r a c t s and 
oth e r t i t l e papers t h a t they may have, t o g e t h e r w i t h p h o t o s t a t s 
of the bas i c lease and any assignments t h e r e o f . FARMEE, upon 
FARMOR's w r i t t e n r e q u e s t , s h a l l f u r n i s h FARMOR w i t h one (1) copy 
of any t i t l e o p i n i o n on the C o n t r a c t Lands and c u r a t i v e work 
FARMEE does or causes t o be done. 

X. Force Majeure 

1. I f a p a r t y i s rendered u n a b l e , w h o l l y or i n p a r t , by 
f o r c e majeure t o c a r r y out i t s o b l i g a t i o n s under t h i s Agreement, 
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o t h e r than the o b l i g a t i o n to make monetary payments, s a i d p a r t y 
s h a l l g i v e t o a l l o t h e r p a r t i e s prompt w r i t t e n n o t i c e of the 
f o r c e majeure w i t h r e a s o n a b l e f u l l p a r t i c u l a r s c o n c e r n i n g i t ; 
thereupon, the o b l i g a t i o n s of the p a r t y g i v i n g the n o t i c e , so f a r 
as they are a f f e c t e d by the f o r c e majeure, s h a l l be suspended 
d u r i n g , but no longer than, the c o n t i n u a n c e of the f o r c e majeure. 

2. The requirement t h a t any f o r c e majeure s h a l l be remedied 
w i t h a l l reasonable d i s p a t c h s h a l l not r e q u i r e the s e t t l e m e n t of 
s t r i k e s , l o c k o u t s , or o t h e r l a b o r d i f f i c u l t y by the p a r t y 
i n v o l v e d , c o n t r a r y t o i t s wishes; how a l l such d i f f i c u l t i e s s h a l l 
be handled s h a l l be e n t i r e l y w i t h i n the d i s c r e t i o n of the p a r t y 
concerned. 

3. The term " f o r c e majeure", as here employed, s h a l l mean 
an act of God, s t r i k e , l o c k o u t , or o t h e r i n d u s t r i a l d i s t u r b a n c e , 
act of the p u b l i c enemy, war, blo c k a d e , p u b l i c r i o t , l i g h t n i n g , 
f i r e , storm, f l o o d , e x p l o s i o n , governmental a c t i o n , governmental 
d e l a y , r e s t r a i n t or i n a c t i o n , u n a v a i l a b i l i t y of equipment, and 
any o t h e r cause, whether of the k i n d s p e c i f i c a l l y enumerated 
above or o t h e r w i s e , which i s not re a s o n a b l y w i t h i n the c o n t r o l of 
the p a r t y c l a i m i n g suspension of o b l i g a t i o n s . 

X I . R i g h t s and R e l a t i o n s h i p s 

N o t h i n g c o n t a i n e d h e r e i n as between the p a r t i e s s h a l l c r e a t e or 
c o n s t i t u t e an agency, t r u s t , p a r t n e r s h i p , a s s o c i a t i o n or e n t i t y 
of any k i n d except t h a t the p a r t i e s h e r e t o e l e c t to not be 
excluded from the a p p l i c a t i o n of a l l of the p r o v i s i o n s of 
Subchapter K of the Chapter 1 of the S u b t i t l e A of the I n t e r n a l 
Revenue Code of 1954 and a l l amendments t h e r e t o . 

The r i g h t s , p r i v i l e g e s and o b l i g a t i o n s c o n t a i n e d h e r e i n are 
b i n d i n g upon the p a r t i e s h e r e t o , i t s successors and assigns and 
s h a l l be c o n s i d e r e d as covenants r u n n i n g w i t h the lands. FARMEE 
f u r t h e r agrees t o comply w i t h the terms of the O i l and Gas 
Lease(s) s u b j e c t t o t h i s Agreement. 

X I I . I n s u rance 

FARMEE, or FARMEE's c o n t r a c t o r or s u b c o n t r a c t o r s , s h a l l comply 
w i t h the Workmen's Compensation Law of the S t a t e of New Mexico 
and s h a l l c a r r y at FARMEE's sole c o s t , i n s u r a n c e as set f o r t h i n 
E x h i b i t "C" a t t a c h e d h e r e t o and made a p a r t h e r e o f . 

X I I I . F a i l u r e of Performance 

There i s no o b l i g a t i o n upon FARMEE to commence a w e l l under the 
terms of t h i s agreement, and the o n l y p e n a l t y f o r f a i l u r e to 
commence such w e l l , or to d r i l l t o the o b j e c t i v e d e p t h , w i l l be 
the f o r f e i t u r e of a l l r i g h t s hereunder, i n c l u d i n g , but not 
l i m i t e d t o FARMEE's r i g h t t o r e c e i v e an assignment of l e a s e h o l d 
i n t e r e s t as p r o v i d e d f o r he r e i n a b o v e . 

XIV. Time of Essence and M o d i f i c a t i o n 

W i t h r e s p e c t to the commencement and c o m p l e t i o n of any Test Well 
p r o v i d e d f o r h e r e i n , time i s of the essence of t h i s Agreement and 
no p r o v i s i o n s h e r e o f s h a l l be m o d i f i e d and waived unless the same 
be made i n w r i t i n g and signed by the p a r t i e s h e r e t o . 

XV. E n t i r e Agreement 

This Agreement c o n s t i t u t e s the e n t i r e agreement between the 
p a r t i e s h e r e t o and supersedes any and a l l o t h e r agreements, 
w r i t t e n and o r a l , i f any. No promise, r e p r e s e n t a t i o n , agreement 
or covenant not i n c l u d e d i n t h i s Agreement has been or i s r e l i e s 
upon by e i t h e r p a r t y . No m o d i f i c a t i o n or amendment of t h i s 
Agreement s h a l l be of any f o r c e or e f f e c t u n l e s s i n w r i t i n g 
executed by both p a r t i e s . 
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XVI . Execu t i o n 

I f t h i s Agreement s h a l l not be d u l y executed by FARMOR and 
r e t u r n e d to FARMEE, w i t h i n Ten (10) days of r e c e i p t by FARMOR, 
then and thereupon, at FARMEE's o p t i o n t h i s Agreement s h a l l be 
n u l l and v o i d and of no f o r c e or e f f e c t . 

IN WITNESS WHEREOF, the p a r t i e s h e r e t o have executed t h i s 
Agreement as of the day and year f i r s t w r i t t e n . 

FARMOR: 

FREDERICK L. LILLY, JR. 

By: 
Frederick. L. L i l l y , J r . 

FARMEE: 

SG I n t e r e s t s I , L t d . , a Texas 
L i m i t e d p a r t n e r s h i p , by Gordy 
Gas C o r p o r a t i o n , as General 
P a r t n e r 

ATTEST: 

By: By: 
Melodie I . Thompson R u s s e l l D. Gordy 
S e c r e t a r y P r e s i d e n t - G o r d y Gas C o r p o r a t i o n 

STATE OF OHIO ) 
) s s . 

COUNTY OF ) 

Before me, the u n d e r s i g n e d a u t h o r i t y , on t h i s 
day of , 1992, p e r s o n a l l y appeared F r e d e r i c k 
L. L i 1 l y . Jr . , 
known to me to be the person whose name i s s u b s c r i b e d to the 
f o r e g o i n g i n s t r u m e n t , and acknowledged to me th a t 
( h e / t h e y ) executed the same f o r the purposes and c o n s i d e r a t i o n 
t h e r e i n expressed, and i n the c a p a c i t i e s t h e r e i n s t a t e d . 

WITNESS my hand and o f f i c i a l seal the day and year l a s t 
above wr i t t en. 

My Commission E x p i r e s : 
Notary P u b l i c f o r the S t a t e 
of Colorado 
Address: 
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STATE OF TEXAS ) 
) s s . 

COUNTY OF HARRIS ) 

Before me, the un d e r s i g n e d a u t h o r i t y , on ( h i s day of 
, 1992 , p e r s o n a l l y appeared R u s s e l l D. Gordy, to me 

p e r s o n a l l y known, who, being by me d u l y sworn, d i d say that he i s 
the P r e s i d e n t of Gordy Gas C o r p o r a t i o n , and t h a t s a i d Gordy Gas 
C o r p o r a t i o n i n the General P a r t n e r of SG I n t e r e s t s 1, L t d . , a 
Texas L i m i t e d p a r t n e r s h i p and that s a i d i n s t r u m e n t was signed on 
b e h a l f of s a i d p a r t n e r s h i p f o r the uses and purposes as t h e r e i n 
set f o r t h , and s a i d R u s s e l l D. Gordy acknowledged s a i d i n s t r u m e n t 
to be the f r e e act and deed of s a i d p a r t n e r s h i p . 

WITNESS my hand and o f f i c i a l seal the day and year l a s t 
above wr i t t e n . 

My Commission E x p i r e s : 
Notary P u b l i c f o r t he S t a t e of Texas 
Addre s s: 
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E X H I B I T " A " 

( D e s c r i p t i o n of Leasehold) 

Lands. Leases and I n t e r e s t s 

A t t a c h e d to and made a p a r t of tha t c e r t a i n Farmout Agreement 
dated J u l y 2 7 t h , 1992, by and between 

F r e d e r i c k L. L i l l y , J r . , as FARMOR 
AND 

SG I n t e r e s t s I , L t d . , a Texas L i m i t e d p a r t n e r s h i p , as FARMEE 

LEASE A: 

ORIGINAL LESSOR: 

ORIGINAL LESSEE: 
DATE: 
ROYALTY: 
RECORDING DATA: 

DESCRIPTION: 

Raymond D. Farmer and O l i v e 
and w i f e , S h i r l e y M. L i n d e r 
L ouis C. Farmer and Frances 
w i f e , Walter C. Farmer, a s 
Farmer and Marie Farmer, 
Audrey F o s t e r and Howard N. 
husband, Helen M. Dashen and 
and husband 
C1aud E. Ai kman 
Ju l y 1 0 t h , 1956 
15.00% 
Book 310, at page 17 6, r e c o r 
County, New Mexico 
Township 29 N o r t h , Range 10 

M. Farmer, husband 
, a s i n g l e woman, 
Farmer, husband and 
i n g l e man, C a r l V. 
husband and w i f e , 
Fos t e r , w i f e and 
F e l i x Dashen, w i f e 

ds of San Juan 

Wes1. N.M.P.M. 
S e c t i o n 24: NE/4NE/4 
INSOFAR AND ONLY INSOFAR as 
from the s u r f a c e of the e a r t 
of the F r u i t l a n d (Coal-Gas) 
c o n t a i n i n g 40.00 gross acre 

s a i d Leases covers 
h down to the base 
Forma t i o n . 
s, more or less 
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EXHIBIT "B" 

G e o l o g i c a l Requirements 

A t t a c h e d to and made a p a r t of th a t c e r t a i n Farmout Agreement 
dated J u l y 2 7 t h , 1992, by and between 

F r e d e r i c k L. L i l l y , J r . , as FARMOR 
AND 

SG I n t e r e s t s I , L t d . , a Texas L i m i t e d p a r t n e r s h i p , as FARMEE 

P r o v i s i o n s A p p l i c a b l e t o Test Wells 

W i t h r e s p e c t to a l l w e l l s d r i l l e d by FARMEE hereunder or 
subseque n t l y under the agreement t o which t h i s E x h i b i t i s 
a t t a c h e d , FARMEE s h a l l p e r f o r m the f o l l o w i n g o p e r a t i o n s , and 
f u r n i s h FARMOR, the f o l l o w i n g r i g h t s and p r i v i l e g e s : 

1. To conduct a l l o p e r a t i o n s i n accordance w i t h approved and 
accepted p r a c t i c e s p r e v a i l i n g i n the area where the w e l l i s 
d r i l l e d . 

2. To make adequate t e s t s t o dete r m i n e i f the w e l l i s capable of 
pro d u c i n g o i l or gas i n paying q u a n t i t i e s from the o b j e c t i v e 
f o r m a t i o n and from a l l p r o d u c t i v e f o r m a t i o n s encountered. 

3. Upon w r i t t e n request of FARMOR, FARMEE s h a l l p r o m p t l y f u r n i s h 
FARMOR, as to any w e l l ( s ) d r i l l e d on s a i d lands ( o r on a 
spacing u n i t i n c l u d i n g any p o r t i o n t h e r e o f ) , d a i l y d r i l l i n g 
r e p o r t s and copies of a l l l o g s , c o r e s , r e p o r t s or t e s t s 
o b t a i n e d f o r such w e l l or f i l e d w i t h any governmental agency 
and, a f t e r c o m p l e t i o n , copies of a l l r e p o r t s to governmental 
agencies c o n c e r n i n g r e w o r k i n g , deepening, s h u t - i n , 
r e c o m p l e t i n g , p l u g g i n g and abandonment or s i m i l a r change of 
we 11 s t a t u s . 

4. A l l n o t i c e s , r e p o r t s , l o g s , samples and o t h e r i n f o r m a t i o n 
above r e q u e s t e d s h a l l be f u r n i s h e d t o : 

Mr. F r e d e r i c k L. L i l l y , J r . 
2895 B r i g h t o n Road 
Shaker H e i g h t s , Ohio 44120 
1 (216) 561-7895 
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E X H I B I T "D" 

INSURANCE AND INDEMNITY 

A t t a c h e d to and made a p a r t of t h a t c e r t a i n Farmout Agreement 
dated J u l y 2 7 t h , 1992, by and between 

Frederick. L. L i l l y , J r . , as FARMOR 
AND 

SG I n t e r e s t s I , L t d . , a Texas L i m i t e d p a r t n e r s h i p , as FARMEE 

At a l l times w h i l e o p e r a t i o n s are conducted under t h i s 
Agreement, Operator s h a l l m a i n t a i n f o r the b e n e f i t of a l l p a r t i e s 
h e r e t o , i n s u r a n c e of the types and i n the maximum amounts as 
f o l l o w s . Premiums f o r such i n s u r a n c e s h a l l be charged to the 
J o i n t Accoun t . 

N o n - o p e r a t i n g w o r k i n g i n t e r e 
A d d i t i o n a l I nsureds on the l i a b i l i 
w i t h r e s p e c t to the performance of 

st owners s h a l l be named as 
ty i n s u r a n c e p o l i c i e s , but o n l y 
a l l work hereunder. 

A l l such i n s u r a n c e s l i a l l be c a r r i e d i n an a c c e p t a b l e company 
or companies; s h a l l be m a i n t a i n e d i n f u l l f o r c e and e f f e c t d u r i n g 
the terms of t h i s agreement; and s h a l l not be ca n c e l e d , a l t e r e d 
or amended w i t h o u t t h i r t y (30) days p r i o r w r i t t e n n o t i c e . I f so 
r e q u i r e d , Operator agrees to have i t s i n s u r a n c e c a r r i e r f u r n i s h 
c e r t i f i c a t e s of i n s u r a n c e e v i d e n c i n g such i n s u r a n c e coverages. 

Operator and n o n - o p e r a t i n g w o r k i n g i n t e r e s t owners agree to 
m u t u a l l y waive s u b r o g a t i o n i n f a v o r of each o t h e r on a l l 
ins u r a n c e c a r r i e d by each p a r t y and/or t o o b t a i n such waiver from 
the i n s u r a n c e c a r r i e r i f so r e q u i r e d by the i n s u r a n c e c o n t r a c t . 
I f such a waiver i s not o b t a i n e d , the p a r t y f a i l i n g to do so 
s h a l l i n d e m n i f y the o t h e r p a r t y f o r any c l a i m by an in s u r a n c e 
c a r r i e r a r i s i n g out of S u b r o g a t i o n . 

N o n - o p e r a t i n g w o r k i n g i n t e r e s t owners agree t h a t the l i m i t s 
and coverage c a r r i e d by o p e r a t o r are adequate and s h a l l h o l d 
Operator harmless i f any c l a i m exceeds such l i m i t or i s not 
covered by such p o l i c y . Such coverage and l i m i t s may change or 
be u n a v a i l a b l e from time to time and Operator does not guarantee 
t h e i r c o n t i n u a n c e but w i l l use best e f f o r t t o p r o v i d e such 
coverage and l i m i t s at reasonable c o s t s . 

a. Workers' Compensation i n s u r a n c e i n f u l l compliance 
w i t h a l l a p p l i c a b l e S t a t e and Fed e r a l laws and 
r e g u l a t i o n s . 

b. Employer's L i a b i l i t y i n s u r a n c e i n the l i m i t s of 
$500,000.00 per a c c i d e n t c o v e r i n g i n j u r y or death to 
any employee who may be o u t s i d e the scope of the 
Workers' Compensation s t a t u t e of the S t a t e i n which 
the work i s performed. 

c. Commercial General L i a b i l i t y i n s u r a n c e w i t h combined 
s i n g l e l i m i t s per o c c u r r e n c e / g e n e r a l aggregate of 
$1,000,000.00 f o r B o d i l y I n j u r y and P r o p e r t y Damage, 
i n c l u d i n g P r o p e r t y Damage by Blowout and C r a t e r i n g 
Completed O p e r a t i o n s , and Broad Form C o n t r a c t u a l 
L i a b i l i t y as r e s p e c t s any c o n t r a c t i n t o which the 
Operator may e n t e r under the terms of t h i s 
a g r eemen t . 

d. Automobile L i a b i l i t y i n s u r a n c e c o v e r i n g owned, non-
owned and h i r e d a u t o m o t i v e equipment w i t h l i m i t s f o r 
B o d i l y I n j u r y and P r o p e r t y Damage of $1,000,000.00. 

e. Umbrella L i a b i l i t y i n s u r a n c e w i t h a l i m i t of 
$4 , 000.000.00. 
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E X H I B I T "D" 
(continued) 

INSURANCE AND INDEMNITY 

Operator s h a l l c a r r y O p e r a t o r s E x t r a Expense 
i n s u r a n c e c o v e r i n g the c o s t s of c o n t r o l l i n g a 
Blowout, the expenses i n v o l v e d i n r e d r i l l i n g the 
w e l l , c e r t a i n o t h e r r e l a t e d c o s t s and Seepage and 
P o l l u t i o n L i a b i l i t y . (These are d e s c r i p t i v e terms 
o n l y and exact coverage can be found o n l y i n the 
p o l i c y . ) The l i m i t s f o r t h i s i n s u r a n c e vary 
a c c o r d i n g to depth and l o c a t i o n of the w e l l . Non-
o p e r a t i n g w o r k i n g i n t e r e s t owners not w i s h i n g to be 
covered under t h i s p o l i c y must n o t i f y Operator p r i o r 
to spud d a t e , and by such r e f u s a l of coverage each 
n o n - o p e r a t i n g w o r k i n g i n t e r e s t owner agrees to be 
r e s p o n s i b l e f o r h i s p r o p o r t i o n a t e share of such 
l o s s , a n y t h i n g i n t h i s agreement to the c o n t r a r y 
n o t w i t h s t a n d i n g . 
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SENDER: 
• Complete items 1 and/or 2 for additional services. 
• Complete items 3, and 4a & b. 
• Print your name and address on the reverse of this form so that we can 
return this card to you. 
• Attach this form to the front of the mailpiece, or on the back if space 
does not permit. 
• Write ' 'Return Receipt Requested'' on the mailpiece below the article number. 
• The Return Receipt will show to whom the article was delivered and the date 
delivered. 

1 also wish to receive the 

following services (for an extra 

fee): 

1. D Addressee's Address 

2. • Restricted Delivery 

Consult postmaster for fee. 

3. Art ic le Addressed t o : 

Frederick L. L i l l y J r . 
2895 Br ighton Road 
Shaker Heights, Ohio 44120 

/ 

4a. Art ic le Number 

P 028 989 571 
3. Art ic le Addressed t o : 

Frederick L. L i l l y J r . 
2895 Br ighton Road 
Shaker Heights, Ohio 44120 

/ 

4b. Service Type 
D Registered • Insured 

^ Certified • COD 

• Express Mail • Return Receipt for 
Merchandise 

3. Art ic le Addressed t o : 

Frederick L. L i l l y J r . 
2895 Br ighton Road 
Shaker Heights, Ohio 44120 

/ 
7. Oate of Delivery 

5 . Signature ^Addressee) / 8. Addressee's Address (Only if requested 
and fee is paid) 

6. Signature (Agent) / 

8. Addressee's Address (Only if requested 
and fee is paid) 

t 
c 
(A 

8 
cc 

tx 

£ « 

3 

I 
C 
f? 

• PS Form 3811, December 1991 * U.S.G P.O. : 1992-307-530 DOMESTIC RETURN RECEIPT 



UNITED STATES POSTAL SERVICE 

Official Business PENALTY FOR PRIVATE 
USE TO AVOID PAYMENT 

OF POSTAGE, $300 

Print your name, address and ZIP Code here 
• • 

James B. Fullerton 
SG Methane Corrpany 
1645 Court Place, #406 
Denver, Colo. 80202 


