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PRESTON EXPLORATION, LLC
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In addition to 2nd notwithsianding any other provision herein, this Lease shall not terminaie in whole o7 :n part,

regardless of whether production of oil or gas has been estabiished from the Lanc at the =nd of the Primary term,

50 iong as Lessee is engaged in Continuous Drilling Operations on the Land and, except as provided in this

Article, se long thereafter as o1} or gas is producec in paying guantities from the Land. “Centnuous Drilling

Operations™ as used herein shell mean the drilling of wells without more thar one hundred twenty {129) days

elapsing between the completion of one well and the commencemen: of actual drilling of the nex: well.

“completion” bewng the date 2 weli 15 either plugged and abandoned cr completed as set out in the cfficizi State

form. The actual drilling of the first such weil must be commenced as follows: (1) if at the end or the Primary

Term there is no well capable of producing oil or gas in paying quantities on the Land, then on ar before the erd of
the Primary Term; (2) if ac the end of Lhe Primary Term there is 2 weil capable of producing oil or gas iz paying

quantities on the Land. but completion of the last well drilied during the Primary Term was more than ane hundred

twenty (120} days-prior to the end of the Primary Term, then on or before the end of the Primary Term: or (3} if at

the end of the Primary Term there is 2 wel! capable of producing oil or gas in paying quantitiss'on the Land. but

completion of the last well drilled during the Primary Term was |ess than one hundred twenty {120) days prior 1o

the end of the Primary Term, then withio one hundred twenty (120) days from completien of the last well driiled

during the Primary Term. - The Commencement or continuation of continuous drilling operations shall be at

Lessee’s option and shall not be considered an obligation or covenant of Lessee. If the continuous drilling

operations are not commenced within the time hereinbefore specified, or if, ar any time afier commencement of
conanuous drilling operations, more than one hundred twenty (120) days elipss beiween the completion of one

well and the commencement of actual drilling of the next well, this Lease shall, at the end of the period of ime

within which Lessee was required to cor a well, terminate as to all the Land except those portions included

within a proration unit established under the spacing and proration rules and regulations of any governmenta| body

having jurisdiction for 2 well then capable of producing oil or gas in paying quantities or on which Lessce is then
engaged in bona fide operations to establish or restore production of oil or gas. If this Lease is continued in {orce

under the immediately preceding sentence as to a proration unit on which operations are being conducled in an

effort 10 establish or restore production but on which there is no well then capable of producing uil or gas, tus

Lease shall likewise terminate upon cessation of such operations for a period of sixty (60) consccutive days unless

such operations (on the same or an additional well or wells in the same proration uniij have resulted in the

restoration or establishment of a well capable of producing oil or gas in paying quantities en such proration unis.

Such proration units shall be designated by Lessee and shall be of such size and configuration as may be aliowed

by the spacing and well deasiry rules and regulalions of any-governmental autharity havicg junisdiction. In the

event this Lease has terminated under thie Article, except as to producing proration units, and at any time there is

1o longer a well capable of producing oil or gas in paying quantities located on any such proration unit, this Lease
shall aiso terminate as to such proration unit unless Lessee shall commence operations for the repair or reworking

of a well or for the drilling of an additional well on such proration unit within sixty (60) days after cessation of
production and diligently prosecute such operations on the same or an additional well or wetls on such proratian

unit with no cessation of more then sixty {60) consecutive days during any operation or brtween such operations.

[f such aperations are timely commenced and prosccuted as prescribed in the preceding sentence, and i f they result
in & well capable of producing oil or gas in paying quantities, then this Lease shall remain in effect as to such

proration unit as thaugh no cessation of production had occurred. Within thirty (30} days after any termination,

Lessee shall furmish Lessar a recordeble release for all the Lands, which have terminated under this Lease. Such
release shall be free and clear of any licns and overriding royalties or other similar burdens which might have been
created by Lessee or Lessee's successors or assigns.

Notwithstanding anything to the contrary herein contained, Lessee shall nat enter upan, occupy, traverse, or
otherwise use the surface of the leased premises for any purpose. This Lease and the rights grunied hereunder
shall not be construed o permit or grant Lessee the right 1o use any portion of the surface of the leased premises
for any purpose, however, Lessar agrees that Lessee may pool or combine the Land or any part thereof with other
land to form a prorauon unit for the production of oil or gas pursuant to the rules and regulations of the Qil

Conservation Division of the Energy and Minerals Deparoment of the State of New Maxica.

Alt of the provisions of this lease shall inure to ihe benefit of and be hinding upen the parties heretn. wheir hews.
sdounistrators. successors and assigns.

IN WITNESS WHEREOF, this instrument s exccuted as of the date first above written,

CHASE FARMS, a New Mexico General Partnership

ek [, Oloee—

Mack €. Chase, General Partner
Tax JD 85-0354104

STATE OF NEW MEXICO §

COUNTY OF EDDY

This instrument was acknowledged before me this 2** day of February 2004, by Mack C. Chase. General Pantner of Chase
Farms. 2 New Mexico General Parmership.
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