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ACCOUNTING PROCEDURE 
JOINT OPERATIONS 

I . ft!-; NER A L PKOVISIONS 

] . Definitions 

",!<iinl Properly" shall moan lho real and personal property sulijucl. I " the agreement tn which this Aocnmilini: Procedure 
is attached. 
"Joint Operations" shall mean ail operations necessary nr proper fin- the development, operation, protection and mainlc-
nance of the Jninl Property. 
"Joint Account" shall mean the account showing the charges paid and eredil.s received in the conduct, of Ihe Jninl Opera­
tions and which an? to he shared hy tins Parties. 
"Operator" shall mean the partj designated to conduct tin; Joint Operations. 
"Nnn-Operators" shall mean the Parties lo flu's aip-oemrtil nl her than the Operator. 
"Parlies" shall mean Operator and Non-Operalors. 
"First T^vel Supervisors" shall mean those employees whose primary function in Joint Operations is Ihe direct supervision 
nf other employees and/or eonlr.ief. labor directly employed on the Joint Property in a field operating capacity. 
"Teehnical Kmplnyees" shall mean those employees havinc special and specific; citfrinccrinjc. p-ooleicical or other profes­
sional skills, and whose primary fund inn in Joint Operations is (lie handling of specific; nperalinir conditions and problems 
for (he benefit of Ihe Joint Property. 
"Personal Expenses"shall meat, travel and other reasonable reimbursable expenses of Operator's employees. 
"Material" shall mean personal properly, emnpmcnl nr supplies ncepnrod nr held for use on the Joint Properly. 
"Controllable Material" shall mean Maleria! which at the time is so classified in Ihe Materia! Classification Manual as 
most recently recommended by the Council of Petroleum Acenimlnnl.s Societies. 

Statement and Hillings 

Operator shall bill Nnn-Operators mi or before! the last day of each month for their proportionate share of the Joint Ac­
count for the preeedini; month. Such bills will be accompanied by slalcinenls which identify Ihe authority for expenditure, 
lease or facility, and all charges and credits summarized by appropriate classifications of investment and expense except 
that, items of t'nntrollahle Material and unusual eharires and credits shall be separately identified and fully described in 
detail. 

I!. Advances and Paymenls by Non-Operalnrs 

A. Unless otherwise provided for in the agreement, the Operator may recpnre Ihe Non-Operators to advance their 
share of estimated cash outlay for the siiccncdini; month's operation within fifteen (1.1) days after receipt of the hill-
inir or by the first day of the month for which the advance is reipiircd, whichever is l.-iler. Operator shall adjust each 
monthly billing tn reflect advances received from the; Non-Operators. 

It. Each Non-Oporalor shall pay ils proportion of all hills within fifteen (1.1) days after receipt If iwvment is tint made 
w.ilhin snch time the nnnaid balance shall bear interest monthly al the prime rale; in effect al F r o s t B a n k 
F o r t W o r t h j T p y a q on the first day of the month in which delincpicncy occurs phis PV, or the maximum 
contract rate permiltocl hy the applicable usnry laws in the state in which the Joint. Properly is located, whichever 
is Ihe lesser, pins attorney's fees, court costs, anil other rests in connection wilh the collection nf unpaid amounts. 

•I . Adjustments 

Payment of any such hills shall not prejudice the rijrht of any Non-Operator tn protest or cpieslion Ihe correctness thereof; 
provided, however, all bills and slalcinenls rendered to Nnn-Operators by Operator during any calendar year shall con­
clusively be presumed to be true and correct after twenty-four CM) months following the end of any such calendar year, 
unless within the said twenty-four (2-1) month period a Non-Operator lnls.es written exception thereto and makes claim on 
Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within (he same prescribed 
period. The provisions nf this paragraph shall not prevent adjustments resullinjf from a physical inventory of Controllable 
Material as provided for in Section V. 
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r>. A nd ils 

A. A Non-Operator, upon notice in wri t ing In Operator ant! all other Non-Opcralnrs, shall have tho r ie j i t to audit Opera-
tnr's aeeonnts and records relating to the Joint Account for any calendar year within the twenty-four CM) month 
period following the end n" such calendar year; provided, however, Ihe makhu; of an audit shall nol extend the lime 
for Ihe laltinr; nf written exception to and the adjustments of accounts as provided fin- io Paragraph -1 of this Section 
1. Where there are two or more Non-Operators, the Non-Operators shall malic every reasonable effort to cnnducl a 
joint audit in a manner which will result in a minimum of inconvenience lo l.ho Operator. Operator shall hear no por­
tion of the Non-Operator:,' audit cost incurred unflei* this paragraph unless m/rocd to by t.he Operator, 'rile audits 
shall nol be conducted more than mice each year wilhoul prior approval of Operator, except, upon ihe resignation or 
removal of the Operator, and shall be made al Ihe expense of those Non-Operalors approvini; audi audi t 

P. The Operator shall reply In wr i l in j r In an audit report, within ISO days after receipt of such report, 

f!. Approval l iy Non-()poi':tfnes 

Where an approval or other agreement of the Parlies or Nnn-Operatnrs is expressly roipihvd under other sections of this 
Acroimtin;: Procedure and if Ihe ajjreemenl In which this Accntinliiijr Procedure is attached contains no contrary provisions 
in regard thereto, Operator shall notify all Non-Operators of the Opcralm -';: proposal, and the agreement, or a[)priival nf 
a majority in interest of the Non-Operators shall be confrolliof; on all Nnn-f tperalors. 

IT. D I R E C T CIIAROES 

Operator shall charsre the Joitil Account with the fnllowitif' items: 

1. Ecological and Environ men a! 

Costs incurred for the benefit of the Joint Properly as a result nf cwernnionlnl or reivulatory requirements to satisfy environ­
mental consiilerations applicable to the Joint Operations. Such cosls may include surveys of an ecological or arehaeu!oi;ieal 
nature and pollution control procedures as required by applicable laws and reepilnlimis. 

2. Menials and Royalties 

Lease rentals and royalties paid hy Operator for the Joint Operations. 

,'1. Labor 

A. f t ) Salaries anil waires of Operator's field employees directly employed or! tin: Joint Property in the conduct of Jninl 
Operations. 

(2) Salaries of First Level Supervisors in the field. 

(.'!) Salaries and wattes of Technical Employees directly employed no the Joint Property if such dinners are excluded 
from the overhead rales. 

(<!) Salaries anil waejes nf Technical Employees either temporarily or permanently assumed In and directly employed 
in the operation of the Joint Property if such charges are excluded from Ihe overhead rales. 

f?. Operator's cost of holiday, vacation, sickness and disability benefit.': and other customary allowances paid to employees 
wdiose salaries and wanes are chargeable to the Joint Account under Paraitraph .'iA of tin's Section I I . Such costs under 
this Paragraph HI! may be charged on a "when and as paid basis" or by "poreentup: assessment" on the amount of 
salaries ami wajp-s chare-"able In the Joint Account under Paragraph .".A of this Section I I . If perron I a;r<' assessment 
is used. Die rale sh.'d! be based on the Operator's cost experience. 

0. Expenditures or enntributions made pursuant to assessments imposed by ;;nvernmental authority which are applicable 
to Operator's costs chargeable lo the Joint Account under Paragraphs :!A and 111! oT this Section I I . 

D. Personal Expenses of thn:o employees whose salaries and waj,'t.'S are charjrcable to Ihe ,'oinl. Account under Parae-raph 
,'IA of this Section M. 

' I . Employee. Ilenefits 

Operator's ciirri ' t t l cosls of established plans for employees' trrnup life insurance. hos:il[:tIi;::dion. jiension, retirement, stock 
jturrhase, thrif t , bonus, and o Jiei- benefit plans of a like nature, applicable to Operator's lobor cost chargeable ( ( 1 Joint 
Account under Paragraphs :IA and .'SU of this Section (I shall be Operator's actual cost, not to exceed the percent most n nt-
ly recommended hy the Council of Petroleum Accountants Societies. 

.rt. Material 

Material purchased nr furnished hy Operator for use on Ihe Joint Property as provided under Section IV. Only such Material 
shall be purchased for or Iran iforrcd lo the Joint Property as may be required for immediate use and is reasonably practical 
and consistent with efficient and economical operations. The accumulation of surplus slocks shall be avoided. 

(I. Transpnrlation 

Transportalion of employees and Material necessary for the Joint Operations bill .subject In Ihe fnllmvini; limitations: 

A. If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall be made 
to ihe .loint Account for u distance ];renli:r than the distance from the nearest, reliable supply store where like malerial 
is normally available or railway receivinj; point nearest the Joint Properly unless aereed to by Ihe Parlies. 
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TS. If surplus Material is moved to Operator's warehouse or other storage point, nn charge shall lie made lo the Joint Ac­
count for a distance greater than the distance to the nearest reliable supply store where like material is normally 
available, or railway receiving point nearest the .loinl Properly unless agreed to by the Parties. No charge shall be 
made lo the Joint Account for moving Material to other properties belonging to Operator, unless agreed to hy the 
Parties. 

C. In the application of subparagraphs A and P above, the option to equalize nr charge actual trucking cost is available 
when the actual charge is $-100 or less excluding accessorial charges. The ?<l()(l wi l l be adjusted lo (lie amount most 
recently recommended by the Council of Petroleum Accountant's Societies. 

7. Services 

The cost of contract services, equipment and utilities provided by outside snurcLV. except services excluded by Paragraph 
It) of Section I I and Paragraph i , i i , and i i i , of Section I I I . The cost of professional consultant services ami contract ser­
vices of technical personnel directly engaged on the Joint Vrajie.rly if such charges are excluded from the overhead rales. 
The cost of professional consultant services or conlract services of technical personnel not directly engaged on the Joint 
Property shall not be charged to Ihe Joint Account unless- previously agreed tn by the Parties. 

8. Equipment and Facilities Furnished I ly Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities af rales commensurate 
with costs of ownership nnd operation. Such rales shall include costs of maintenance, repairs, other operating expense, 
insurance, taxes, depreciatio ), and interest on gross investment less accumulated depreciation not lo exceed 

percent ( ').'.) per annum. Such rates shall not exceed average commercial rales currently pre­
vailing in the immediate area of the Joint Property. 

D. In lieu nf charges in paragraph SA above. Operator may elect to use average commercial rales prevailing in the immedi-
alo area of the Joint Properly less 20%. For automotive equipment, Operator may elect to use rales published by the 
Petroleum Motor Transport Association. 

f). Damages and losses to Joint Properly 

All casts or expenses necessary for the repair or replacement of Jninl Property made necessary because of damages or losses 
incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross negligence or 
wil lful misconddcl. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicable 
sifter a report thereof has been received by Operator. 

10. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
amounts paid for settlement of claims incurred in or resulting from operations under Ihe agreement, or necessary In protect 
or recover the Joint Property, except thai nn charge for services of Operator's legal staff or Tees or expense of outside aflor-
neys shall be made unless previously agreed tn by the Parties. All other legal expense is considered In be covered by Ihe 
overhead provisions of Section I I I unless otherwise agreed to by the Parlies, except as provided in Section I , Paragraph 
It. 

11. Taxes 

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof, 
or the production therefrom, am which faxes have been paid by the Operator for Ihe benefit of the Parties. If the ad valo­
rem taxes are based in whole or in part upon separate valuations of each parly's working interest, then notwithstanding 
anything lo the contrary herein, charges to the Joint Account shall be made and paid by Ihe Parlies hereto in accordance 
with the lax value generated by each party's working interest. 

12. Insurance 

Net premiums paid for insurance required to ho carried for the Joint Operations for the prelection of the Parties. In the 
event. Joint Operations are conducted in a state in which Operator may act as self-insur-er for Worker's (-omponsnlion and/ 
or Employers Liability under the respective stale's laws. Operator may, at its election, include Ihe risk under its self-
insurance program and in thai, event. Operator shall include a charge af Operator's cost nol lo exceed manual rales. 

I I I . Abandonment and Reclamation 

Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory 
authority. 

I - I , Co m nm 11 ica I io os 

('ost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 
microwave facilities directly so wing the Joint Property. In the event communication facilities/systems serving the Joint 
Property ace Opera lor owned, charges lo the Joint Account shall be made as provided in Paragraph X of this Section 11. 

1.1. Oilier Expenditures 

Any other expenditure not covered or dealt with in the foregoing provisions of this Section I I , or in Seel inn I I I and which 
is of direct benefit to the Joint "Voperty and is im:m-rfil by the Operator in Ihe necessary and proper conduct of the Joint 
Operations. 



nt. OVTUIIKAD 

Overhead - D r i l l i n g and Producing Operations 

i . As compensation fur administrative, supervision, office services and warehousing costs, Operator shall charge dr i l l ing 
and producing operations on either: 

( X ! Eixcd Kale Basis, Paragraph I A. or • 
( ) Percentage ttasis. Paragraph 11! 

Unless otherwise agreed lo hy Ihe Parties, such charge shall he in lien of coat!: and expenses nf all offices and salaries 
or wages plus applicable burr" ens and expenses of all personnel, except I hose directly chargeable under Paragraph 
HA, Section If . The cost and expense of services from outside sources in connection with mutters of taxation, t raf f ic , 
accounting or mailers before nr involving governmental agencies shall be considered as included In the overhead rates 
provided for in the above selected Paragraph of this Section I I I unless such cost and expense are agreed to by the 
Parlies as a direct charge In the .Joint Account. 

i i . The salaries, wages anil Pcrsn ud Expenses of Technical Employees and/or Ihe cost, of professional consultant services 
and contract services of technical personnel directly employed nn the .html. Properly: 

( } shall be covered by the overhead rates, or 
( y j shall not be covered by Li e overhead rales. 

i i i . The salaries, wages and Personal Expenses of Technical Employees and/or costs nf professional consultant services 
and contract services of technical personnel cither lempnrarily or permanenlly assigned to and directly employed in 
the operation of the Joint Property: 

f ) shall be covered bv the overhead rates, or 

(X) shall not he covered hy the overhead rates. An opera tor f ee of $350.00 per day shal|L 
A. (K.« !«,Wrt-^?.fX,te ar1at:K s t e d annua l ly per paragraph 3 below 

(1) Operator shall charge th .' Joint Account, at the following rates per well per month: 

Drilling Well Kale? _i9P.Q.i-Q.Q...(5.1l? month minimum) 
(Prorated for less than a ful l month) 

Producing Widi fete s35.0..0.0_JJLox_producirig and water i n j e c t i o n w e l l s ) 

(1!) Application of Overhead - Pixel! Pule liasis shall be as follows: 

(a) Dri l l ing Well Itale 

f I) ('barges for dr i l ' ing wells shall begin mi the dale the well is spudded and terminate on the date Ihe dr i l l ­
ing rig. completion rig. or other unils used in completion oT the well is released, whichever is later, except 
that no charge nhall be made t lanni i suspension of d r i l l i ng nr completion operations for fifleeu ( I M or 
more ronsecutive calendar days. 

(wl (lltnrges for wr!!x undcrgointf any lytic of wnrkovcr oc ceromplollon fee :i period nf five f 'd consecutive 
work days or m ire shall be made al the dr i l l ing well rate. Such charges shall be applied for the period 
from date workover operations, with r ig nr other units used in wnrkurer, commence through dale of r i g 
or other unit release, except that no charge shall be made during suspension of upend inns for fifteen 
( I M or more consecutive calendar days. 

fb) Producing Well Pales 

(I) An active cel l cither tuviduced or injecled inlo for any fiorlion of the month shall In' rntiy/ult^n't] a.*: a one-
well charge for the entire month. 

(lil Each active completion in a rmdti-cnmplck'd well in which production is nol commingled down hole shall 
be considered as a one-well charge providing each completion I:: ennsidered a separate well by the govern­
ing regidalory tulhorify. 

(.'!) An inactive gas well sliitl. in because of overproduction or failure of purchaser lo (alee Ihe production shall 
be considered :is a one-well charge providing Ihe gas well is directly connected Iti :i permanent sides 
mi l l e t . 

(J) A one-well charge shall be made for the monlh in which plugging and .-thaudumm-nl operations are com­
pleted on any well. This one-well charge shall be made whelbcr or not (he well has ]iroduced except when 
dr i l l ing well rale applies. 

(M All other inacti ve wells (including but not limited lo inactive wells covered by unit, allowable, lease allow­
able, transferred allowable, etc.) shall not f\u:tlUy for an overhead cliarp-e. 

(:!) The well rates .shall he rdjtisLoil as of the first day nf Apri l each year following the effective dale of Ihe agreement 
In which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the ,"a(e cur-
really in use by the percentage increase or decrease in the average weekly earnings of llnide I'elroleum and (las 
Production Workers for the last calendar year compared in the calendar year preceding as shown by the index 
of average weekly earn : ngs of (Iriule Petroleum and ' las Production Workers a:; published by the United States 
Department of Labor. !lurean of bailor Statistics, or the equivalent Oanaillan index as published by Statistics 
Canada, as applicable. The adjusted rates shall be the rates cttrrently in use. plus or minus (he computed ad­
justment. 

Overhead - Percentage this Is 

f 1} Operator shall <'h:\r>,'.t' the Joint Account at the following rates 



(a) Development 

I'd-cent ( %) of l l i i ! cost of development of the Joint Properly exclusive of costs provided 

under Paragraph If) of .Section I I am! all salvage credits. 

(b) Operating 

Percent ( "'•) of the cost of operating the Joint Property exclusive of costs provided under 
Paragraphs 2 and ' 0 of Section I I , all salvage credits, the value of injected substances purchased for secondary 
recovery and all taxes and assessments which arc levied, assessed and paid upon Ihe mineral interest in and 
lo the Joint Property. 

(2) Application of Overhead - Percentage Rasis shall be as follows: 

For the pttr|xis« of determining charges on a percentage basis under Paragraph I P of this Section I I I , development 
shall include all eosls in connection wilh dri l l ing, redrilling, deepening, or any remedial operations on any or all 
wells involving the use of drill ing' r i g and crew capable of dr i l l ing to Ihe producing interval on Ihe Joint Prop­
erty; also, preliminary expenditures necessary in preparation for dri l l ing and expenditures incurred in abandoning 
when the well is nol completed as a producer, anil original cost of construction or installation nf fixed assets, the 
expansion of fixed assets and any other project clearly discernible as a rix"d asset, except Major (lonstriiction as 
defined in Paragraph - oT this Section 111. Al l other costs shall be considered as operating. 

2. Overhead - Major Construction TO BE NEGOTIATED 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of 
fixed assets, and any other project clearly discernible as a fixed asset required for the development ami operation of Ihe 
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge (he Joint 
Account for overhead based on the following rates for any Major Construct ion project in excess of $ _ : 

A '.Vi of first $|ft(l.(l()f) or total cost if less, plus 

I). % of costs in ex-ess of $ lOD.HOO but less than $ 1,0(11),01)0. plus 

0. '.V. of costs in ex ::css of $1.(1011,00(1. 

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single 
project shall not be treated se laralely and the cost of dr i l l ing and workover wells and art if icial liTl equipment shall be 
excluded. 

tt. Catastrophe Overhead 

Tn compensate Operator for overhead eosl.s incurred in the event, nf expenditures resulting from a single occurrence due 
lo oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed In by the Parties, which are necessary 
lo restore the Joint Properly te the equivalent condition that exisled prior to the event causing the expenditures. Operator 
shall cither negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on 
the following rates: 

A %of total costs through $100,000; plus 

I ! % of total costs in excess id $100,000 but less than $1,000,000; plus 

('. % of lotal costs in excess of $1,000,000. 

Expenditures subject to the overheads above wil l not be reduced by insurance recoveries, and no other overhead provi­
sions of this Section I I I shall apply. 

4. Amendmenl of Kates 

The overhead rates provided for in this Section I I I may he amended from time (o lime only by mutual agreement between 
the Parties hereto if, in practice, flic rates are found to be insufficient or excessive, 

IV. P l t l O I N C OF J O I N T ACCOUNT M A T E R I A I . PURCHASES, TRANSFERS A N D DISPOSITIONS 

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move­
ments affecting the Joint Property. Operator shall provide all Material for use on the Joint Properly; however, at Operator's 
option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition uT idle and/nr surplus 
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale lo outsiders. 
Operator may purchase, but shall he under no obligation tn purchase, interest of Non-Operators in surplus condition A or 1! 
Material. The disposal of surplus Controllable Material not purchased hy the Operator shall be agreed to by lho Parties. 

1. Purchases 

Material purchased shall he charged at the price paid by Opernlnr after deduction of all discounts received. In case of 
Material found lo be defective or returned to vendor Tor any other reasons, credit shall be passed Lo the Joint Account 
when adjustment has been received by the Operator. 

2. Transfers and Dispositions 

Material furnished to the Joint Property and Material transferred from the Join! Vrtijn irly or disjiosed of by the Opernlnr, 
unless otherwise agreed to by the Parties, shall be priced fin the following basis exclusive of e.-ish discounts: 



A. Now Material (Condition A) 

(1) Tubular Cniuls Other Uian Line Pipe 

(sOTubular j*n<v1s. sized 2% nrhes 0 0 and larger, except linn pipe, shall bn priced at Eastern mi l l published 
carload base prices effect ee as of date of movement plus transportation cost using Ihe KD.ODI) pound carload 
weight tiasis to the railway receiving point nearest the .loint Property for which published rail rates for 
tubular (roods exist, If the KO.OOO pound rail rate is not offered, the 70.1)1)1) pound or '.10,000 pound rail rate 
mav be used. Freight charges for tubing wil l tic calculated from I/train, Ohio and casing from Yonngstown, 
Ohio. 

(b) For grades which arc special In one mill unly, prices shall be computed at the mill base of that mill plus trans­
portation cost from that mil l to the railway receiving point nearest the .hunt Property as provided above in 
Paragraph 2.A.(l)(a). For transportation cost from points other than Eastern mills, the HO.DOO pound Oil Field 
Maulers Association inte-stale truel; rate shall be used. 

(c) Special end finish l.tthulir grinds shall he priced at the lowest published ottt-of-stocl; price, f.o.b. Houston, 
Texas, phis transportati in cost, using Oil Field Haulers Association interstate IIO.OIII) pound truel; rale, lo 
the railway receiving poiot nearest the Joint Property. 

(d) Macaroni tubing (size lets than 2-;j inch 0 0 } shall be priced at the luwex! published out iif-s!ocl< prices f.o.b. 
tin; supplier plus transportation costs, using the Oil Field Haulers Association interstate truel; rale per weight 
of tubing transferred, to tin; railway receiving point nearest the Joint Properly. 

(2) Pine Pipe 

(a) Line pipe movements (except size 2-1 inch 01) and larger with walls inch and over) "O.OOf) pounds or more 
shall be priced under provisions of tubular goods pricing in Paragraph A.( I )!:0 as provided above. Freight 
charges shall be calculated from Lorain, Ohio. 

(b) Line pipe movements (except size 2-1 inch OD and larger with walls •].; inch and over) less than 2().(lll(! pounds 
shall be priced at Eastern mill published carload base prints effective a.s nf dale of shipment, plus 2(1 percent, 
plus transportation costs based on freight rales as set fnrth under provisions of tubular goods pricing in Para­
graph A.(l)(a) a.s provided above. Freight charges shall be calculated from l/n-ain. Ohio. 

te) Line pipe 2-1 inch OD and over and % inch wall and larger shall be priced f.o.b. the point of manufacture 
at current new published tiric.es plus transportation cost to the railway receiving point nearest the Joint 
Property. 

dl) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be 
priced at quoted prices plus freight to the railway receiving point nearest the Joint. Property or at prices 
agreed In by the Parties. 

(It) Oilier Material shall be priced tit the current new price, in effect al. dale of movement, as listed by a reliable supply 
store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, lo the railway 
receiving point nearest Llic Joint Property. 

(J) Moused new Material, except tubular goods, moved from the Joint Property shall be priced al the current new 
price, in effect nn dale nf movement, as listed by a reliable supply shire nearest the Jninl Property, or point of 
manufacture, plus transportation costs, if applicable, (o (he railway receiving point nearest, the Joint Property. 
Unused new lobulars wi l l ie priced as provided above in Paragraph 2 A (I) and (2). 

H. Cooil Used Material (Condition P,) 

Material in sound and serviceable condition and suitable for reuse without reconditioning: 

(1) Material moved to the Joi r t Properly 

A l seventy-five percent (7f";'.) of current new price, as determined by Paragraph A. 

(2) Material used on and moved from the Joint Property 

fa) At seventy-five percent (7f>"A) of current new price, as determined by Paragraph A. if Material was originally 
charged to Ihe Joint .Account a.s new Malerial or 

(b) At sixty-five percent (Ofi'".) of current, new price, as delerniined by Paragraph A. if Malerial was originally 
charged to the Joint Account as used Malerial. 

(.'!) Material not used on and noved from the Joint Properly 

A I. seventy-five percent (?7.-.) of riwrci]!. new price as determined by Paragraph A. 

The cost of reconditioning, if any, shall be absorbed by the transferring properly. 

C. Other Used Malerial 

(11 Condition (.' 

Malerial which is not in sound and serviceable condition and nol. suitable for ils original function until after recon­
ditioning shall be priced : I f i f ty percent (.ri(l%) of current new price as determined by Paragraph A. The cost of 
reconditioning shall lie chnrged lo the receiving properly, provided Condillon C value plus cost of reconditioning 
does not exceed Condition It value. 



(2) Condition D 

Material, excluding junk, nn lunger suitable for its original purpose, but usable for some other purpose shall be 
priced on a basis commensurate with its use. Operator may dispose of Condition I) Material under procedures 
normally used by Operator without prior approval of Non-Operators. 

(a) Casing, tubing, or d r i l l pipe used as line pipe shall be priced as tirade A and P seamless line pipe of com­
parable si'/.e and weight. Used casing, tubing or d r i l l pipe utilized as line pipe shall be priced at used line 
pipe prices. 

(b) Casing, tubing or dr i l l pipe used as higher pressure service lines than standard line pipe, e.g. power oil lines, 
shall tie priced under normal pricing procedures for casing, tubing, nr d r i l l pipe. Upset tubular gnnds shall 
be priced on a non upset basis. 

CD Condition E 

.lunk shall be priced al. prevailing prices. Operator may dispose of Condition Is Malerial under procedures nor­
mally utilized hy Operator without prior approval of Non-Operators. 

0. Obsolete Material 

Malerial which is serviceable and usable for its original function but condition anil/nr value of such Malerial is nol 
equivalent tn thai which would justify a price as provided above may be specially priced a.s agreed lo by the Parties. 
Such price should result in .he Joint Account being charged with the value of the service rendered by such Material. 

E. Pricing Conditions 

11) 1 j ad ing or unloading costs may be charged to the Joint Account af the rale of twenty-five eon Is (2fiT) per hundred 
weight on all lubular goods movements, in lien of actual loading or unloading costs sustained at the stocking 
point. The above rale shall be adjusted as of the first day of Apri l each year following January I , IIIXS by the same 
percentage increase or decrease used to adjust overhead rates in Section I I I , Paragraph I.A(.'i). Each year, (he 
rate calculated shall he rounded tn the nearest cent and shall be the rate in effect until the first day of Apr i l next 
year. Such rale shall be published each year by the Council of Petroleum Accountants Societies. 

CJ) Malerial involving erection cosl.s shall be charged til applicable percentage of the current linoeked-tlown price of 
new Material. 

,'t. Premium Prices 

Whenever Material is not readi'y obtainable at published or listed prices because of national emergencies, strikes or other 
unusual causes over which the Operator has no control, the Operator may charge the Joint Account, for the required 
Malerial al the Operator's actual cost incurred in providing such Material, in making it suitable for use. and in moving 
if lo the Joint Properly; provided notice In wri t ing is furnished lo Non-Oporntnrs oT the proposed charge prior to bi l l ing 
Non-Operators for such Material. Each Non-Operator shall have Ihe right, by so electing and notifying Operator within 
ten clays after receiving notice from Operator, to furnish in kind all or part of his share of such Materia! suitable fur use 
and acceptable to Operator. 

4. Warranty of Material Furnisher! Py Operator 

Operator does not warrant Ihe Material 'furnished. In case of defectivc Material, oredil shall not be passed to the Joint 
Account until adjustment has been received by Operator from Ihe manufacturers or their agents. 

V. I N V E N T O R I E S 

The Operalor shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice ami Representation 

At reasonable inlervals, inventories shall he taken by Operator of the Jninl Account Cuntrollable Malerial. Written notice 
of intention In taker invenlory shall be given by Operalor at least thirty C'.fl) days before any inventory is lo begin so thai 
Non-Operalnrs may be represented when any inventory is taken. Failure of Non Operators to be represented al. an inven­
lory shall bind Non-Operator's lo accept Hie invenlory laken by Operator. 

l i , l ieconriliation and Adjustment of Inventories 

Adjustments In Ihe Joint Account, resulting from the reconciliation of a physical inventory shall be made within six 
months following the hiking nf the invenlory. Inventory adjustments shall be made by Operator to Ihe Joint Aoennnt for 
overages and shortages, but. Operator shall be held accountable only for shortages due lo lack of reasonable diligence, 

II. Special Inventories 

Special inventories may he taken whenever there is any sale, change of interest, or change of Operalor in the Joint Property. 
I t shall be the duly of the party selling In notify all other Parlies as quickly as possible afler Ihe transfer of interest lakes 
place. In such eases, boll) the seller and the purchaser shall be governed by such inventory. In cases involving : i change 
of Operator, all Parties shall !><: governed by such inventory. 

• I . Expense of Conducting Inventories 

A. The expense of conducting periodic inventories shall not be charged lo the Jninl Account unless agreed lo by the 
Parlies. 

II . The expense of conducting special inventories shall be charged lo Ihe Parties requesting such inventories, except in­
ventories required due tr change of Operator shall be charged to Ihe Joint Account. 



E x h i b i t MF 

ATTACHED TO AND MADE A PART OF UNIT OPERATING AGREEMENT dated 
, 2002 covering the EK Penrose Sand U n i t , Lea 

County, New Mexico 

INSURANCE 

Operator s h a l l at a l l times during the term o f t h i s Agreement 
c a r r y insurance t c p r o t e c t the p a r t i e s hereto as f o l l o w s : 

1. Workmen's compensation and occupational disease 
insurance, as r e q u i r e d by the laws of the s t a t e or 
s t a t e s i n which operations w i l l be conducted, and 
employers l i a b i l i t y insurance w i t h a l i m i t of not les s 
than $100,000.00. 

2. Comprehensive general p u b l i c l i a b i l i t y insurance, w i t h 
c o n t r a c t u a l coverage, and amount of $500,000.00 f o r 
each occurrence f o r personal i n j u r i e s and death. 

3. Automobile p u b l i c l i a b i l i t y insurance covering a l l 
automotive equipment used i n performance of work under 
t h i s Agreement i n the amount of $500,000.00 f o r each 
person and $500,000.00 f o r each accident f o r personal 
i n j u r i e s and death, and $500,000.00 f o r each accident 
f o r l o s s or damage t o p r o p e r t y . 

A l l premiums pa i d on such insurance s h a l l be charged t o the 
j o i n t accoun*:. Except by mutual consent o f the p a r t i e s , no 
other insurance s h a l l be maintained f o r the j o i n t account, 
and a l l losses not covered by such insurance s h a l l be 
charged t o the j o i n t account. 

Operator s h a l l not be l i a b l e t o Non-Operators f o r l o s s 
s u f f e r e d on account of the i n s u f f i c i e n c y of insurance 
c a r r i e d , nor s h a l l Operator be l i a b l e t o Non-Operator f o r 
any loss accruing by reason of Operator's i n a b i l i t y t o 
provide or m a i n t a i n the insurance abovementioned; provided, 
however, t h a t i f a t any time d u r i n g the l i f e of t h i s 
agreement Operator i s unable t o o b t a i n or m a i n t a i n such 
insurance, Operator s h a l l promptly n o t i f y Non-Operators i n 
w r i t i n g of such f a c t . 


