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EXHIBIT “C ”

* =T

Attached to and made a part of - R s
. ACCOUNTING PROCEDURE
JOINT OPERATIONS
1. GENERAL PROVISIONS
1. Definitions

"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting Procedure

is attached. )
“Joint Operations” shall mean all oporations necessary or proper for the development, operation, protection and
maintenance of the Joint Property. :

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are 10 be shared by the Partics,

"Operator” shall mean the party designated to conduct the Joint Operations.

"Non-Operators" shall mean the Parties to this agreement other than the Operator.

*Parties” shall mean Operator and Non-Operators.

"First Level Supervisors” shall mean those employces whose primary function in Joint Operations is the direct
supervision of other employecs and/or contract labor directly employed on the Joint Property in a ficld operating
capacity,

*Technical Employces" shall mean those employees having special and specific engincering, geological or other
profcssional skills, and whose primary function in Joint Operstions is the handling of specific opcrating conditions and
problams for the benefit of the Joint Propesty.

“Personal Expenses” shall mean travel and other reasonable reimbursable cxpenses of Operator’s employees.

"Material" shall mean pcr;oml property, equipment or supplica scquired or held for use on the Joint Property. ,

"Controllable Material" shall mcan Material which at the ‘time is so classified in the Material Classification Manua! as
most recently recommended by the Council or Petroleum Accountants Socictics.

2. Statement and Billings

Operator  shall bill Non-Operators on or boforc the last day of each month for their proportionate share of the Joint
Account for the preceding month. Such bills will be accompanied by statements which identify the authosity for

' expenditure, lease or facility, and all charges and credits summarized by appropriate clamsifications of investment and
cxpense cxcept that items of Controllable Material and unusual charges and credits shall bo scparately identified and
fully described in detail. '

3. Advances and Payments by Non-Operators

A Unlcss othcrwisc provided for in the agroement, the Oporator may sequirc the Non-Operators to advance their
share of catimated cash outlay for the succeeding month's operation within thirty (30) davs fifteen—15)-days—after reccipt of the
billing or by the fimt day of the month for which the advance is required, whichever is later. Operator shall adjust
cach monthly billing to reflect advances received from the Non-Operators.

B. Each Non-Operator shall pay its proportion of all bills within days fileen-(15)-days-afier receipt. If payment is not made
within such time, the unpaid balance shall beas intercst monthly at the prirae rate / in effoct at _Chgss Menhattan Bank.. New Yerk
on the first day of the month in which delinquency occurs plus 1% or the
maximum contract rate permitted by the applicable uswy laws in the statc in which the Joint Propesty is located,

whichever is the lesser, plus sttomcy's foos, cowt costs, and other costs in connection with the collection of unpaid
amounts.

4. Adjustnents

Payment of any such bills shall not prejudice the right of any Non-Operator to protcst or question the comectness thercof
provided, however, all bills and statements renderod to Non-Operat by Operator during any calendar year shall

conclusively be presumed to be truc and comect afler twenty-four (24) months following the end of any such calendar
year, pnless within the said (wenty-four (24) month period a Non-Operator takes written cxception thereto and makes
clsim on Operator for adjustment. No adj nt favorable to Operator shall be made unlcss it is made within the same

prescribed period. The provisions of this paragraph shall' not provent adjustments resulting from a physical inventory of
Controllable Material as provided for in Section V,
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Audits

A A NonOperator, upon notice in wriling to Operator and all other Non-Operators, shall have the right to audit
Operators accounts and records relating to the Joint Account for any calendar year within the twenty-four
(24) month period following the end of such calendar yecar, provided, however, the making of an audit shall not
extend the time for the taking of written cxception to and the adjustments of  accounts as provided for in
Paragraph 4 of this Section L Where there aro two or mose Non-Operators, the Non-Operators shall make
cvery reasonable offort to conduct a joint audit in a manner which will result in a minimum of inconvenience
o the Operator. Oporator shall bear no portion of the Non-Operaton' sudit cost incurred under this
paragraph unless agroed to by the Operator. The audits shall oot bc conducted more than once each year
without prior approval of Qperator, except upon the resignation or removal of the Operator, and shall be made
at the exponsc of those Non-Operators approving such audit.

B.  The Operator shall reply in writing to an audit report within 180 days after reccipt of such report.

Approval By Non-Operators

Where an approval or other agreement of the Partics or Non-Qperators is expressly required under other sections of this
Accounting Procedure and if the agreement to which this Accounting Procedurs is  attached contains no

contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operators proposal, and the
agreement or approval of a majority in interest of the Non-Operators ahall be controlling on all Non-Operators.

I1. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a result of gov tal or regulatory irements to  satisfy

& *!

environmental considerations applicable to the Joint Operations. Such coets may include surveys of an ecological or
archacological nature and pollution control procedures as required by applicable laws and regulations.

Rentals and Royalties
Lcasc rentals and royaltics paid by Operator for the Joint Operationa.

Labor

" A (1) Salarics and wages of Operators ficld employees directly employed on the Joint Property in the conduct of

Joint Operations. '
(2) Salaries of First level Supervisors in the field.

(3) Salaries and wages of Technical Employecs dircctly employed on the Joint Property if such charges are
excluded from the overhead rates.

(4) Salarics and wages of Technical Employces cither tomporarily or permanently assigned to and directly
employed in the operation or the Joint Property if such charges are excluded from the overhead rates.

B. Operator's cost of holiday, vacation, sickness and disability bencfits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section IL
Such costs under this Paragraph 3B may bo charged on a “when and as paid basis or by "percentage asscsament”
on the amount of sslarics and wages chargeable to the Joint Account under Paragraph 3A of this Section I If
percentage asscasment is uscd, the rate shall be based on the Operator's cost experience.

C.  Expenditures or contributions made pursuant 1o asscesments imposed by governmental authority which arc
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section IL

D. Personal Expenses of those , cmployces whoso salarics and wages arc chargeable to the Joint Account under
Paragraphs 3A and 3B of this Section IL :

Employee Benefits

Operatar's curent costs or catablished plans for employees' group life insurance, ‘hospitalization, pension, retirement,
stock purchase, UwifRl, bonus, and other benefit plans of s like nature, applicsble to Operators labor cost chargeable to the
Joint Account undcr Paragraphs 3A and 3B of this Section I shall be Operators actual cost mnot to exceed the percent
most recently recommended by the Council of Petroleum Accountants Socictics.
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1 5. Material
2
3 Material purchased or fumished by Oporator for use on the Joint Property as provided under Section IV.  Only such
4 Material shall be purchased for or transferred to the Joint Property as may be required for immediate uso and is
5 reasonably practical and consistent with efficient and cconomical operations. The accumulation of swplus stocks shall be
6 avoided.
7
3 6. Transportation ‘
9
10 Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:
11
12 A.IfM&terialismovedtot.heJoiumpmyﬁomlhéOp«anwanhomuothapropcniu,nochugcshaﬂbe
13 made to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like
14 material is normally available or railway recsiving point ncarest the Joint Property unless agreed to by the Partics.
15
16 B. If surplus Material is moved to Operators warchouse or other storage point, no charge shall be made to the Joint
17 Account for a distance greater than tho distanco to the ncarcst relisble supply store where like material is nomally
18 available, or rmailway recciving point ncarest the Joint Property unlcas agreed to by the Partics. No charge shall be
19 made to the Joint Account for moving Material to other propertics belonging to Operator, unless agreed to by the
20 Partics.
21
22 C. In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is
23 available when the actual charge is $400 or leas excluding accessorial charges. The $400 will be adjusted to the
24 amount most recently recommended by the Council of Petroleum Accountants Socicties.
25 :
26 7 Services
27
28 The cost of contract services, equipment and utilities provided by outside sources, except services cxcluded by Paragraph
29 10 of Scction Il and Paragraph i, ii, and iii, of Section HL The cost of profcssional consultsnt services and contract
30 services of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead
31 rates. The cost of professional consultant services or contract services of technical personnel not directly engaged on the
32 Joint Property shall not be charged to the Joint Account unless previously agreed 1o by the Partics,
33
34 8. Equipment and Facilities Furnished By Qperator
35
36 A Operator shall charge the Joint Account for wsc of Operator owned oquipment and facilities at rates commecnsurate
37 with costs of owncrahip and operation Such rates shall include costs of maintenance, repairs, other operating
38 expense, insurance, taxcs, deprecistion, and intercst on gross investment less accumulated deprecistion not to
39 exceod _twelve ' percent ( 12 %) per annum. Such rates shall not exceed average commercial
40 rates currently prevailing in the immediate arca of the Joint Property.
41
42 B.  In liev of charges in Paragraph 8A above, Operator may eloct to use average commercial rates prevailing in the
43 immediato area of the Joint Property less 20%  For automotive equipment, Operator may elect to usc rates
44 published by the Petroleum Motor Tranaport Associati
45
46 9. Damages and Losses to Joint Property
47 '
48 All costs or expenses neccssary for .the repair or replacement of Joint Property madc nccessary becauss of damages or
49 loascs incumed by fire, flood, storm, theR, accident, or other cause, except thoss resulting from Operator’s gross
50 negligence o willful misconduct, Operator shall fumish Non-Operator written notice of damages or losses incurred as
51 soon as practicablo after a report thereof has been received by Operator.
52
53 10, Legal Expense
54
55 Expense of handling, investigating and scttling litigation or claims, discharging of licns, payment of judgments  and
56 amounts paid for sctticment of claims incumed in or resulting from operations under the agreement or necessary to
57 protect or recover the Joint Property, except that mo charge for services of Operator's legal staff or feces or expensc of
58 outside attomncys shall be made unless proviowsly agreed to by the Parties. All other legal cxpense is considered to be
59 covered by the overhead provisions of Section II unless otherwise agreed o by the Parties, except as provided in Section
60 1, Paragraph 3.
61
62 11, Taxes
63
64 AHuxcaofcverykindmdmm:mwdorlwieduponminmﬁonwiththeJoinxPropnty.!heopuationﬂxcmof,
65 ordwproductionﬂ\ereﬁ'om,mdwlﬁchuxuhavebeenpnidbytheOpenuxforﬂwbmeﬁtof!hehniu.lfthead
66 valorem  taxes arebludinwholeorinpanuponwpantcvaluﬁomofmhpan)’: working  intorest, then
67 notwithstanding  anything to the contrary herein, charges to the Joint Account shall be made and paid by the Partics
68 hereto in accordance with the tax valuc gencrated by cach pasty's working intcrest.
69
70
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12.

13.

14,

15.

Insurance

Net promiums paid for inswance required to be camied for the Joint Operations for the protection of the Pagtics. In the
cvent Joint Operations are conducted in a state in which Operator may act as self-insurer  for Workers Compensation
and/or Employers Liability under the respective state's laws, Operator may, at its eclection, include the risk under its aclf-
insurance program and in that event, Operator shall include a charge at Operator's cost not to exceed manual rates.

Abandonment and Reclamation

Costs i ¢ for sbandonment of the Joint Property, including costs required by govemmental or other regulatory
authority.

Communications

Cost of acquiring, lcasing, insullinﬁ, operating, rcpairing and maintaining communication  systoms, including radio and
microwave facilities directly serving the Joint Property. In the cvent communication facilities/systems serving the Joint
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section IL

Other Expenditures

Any other expenditure not covered or dealt with in the forcgoing provisions of this Scction II, or in Section Il and which
is of direct benefit to the Joint Property and is incurred by the Operator in the nccesaary and proper conduct of the Joint
Operations.

Iil. OVERHEAD
Overhead - Drilling an.d Producing Operations

i. As compensation for administrative, supervision, officc services and warchousing costs, Operator shall charge
drilling and producing operations on cither:

( xx ) Fixed Ratc Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph IB

Unless otherwise agreed to by thc Pasties, such charge shall be in lieu of costs and cxpenscs of all offices and
salsries or wages plus applicable burdens and expenses of all personnel, ecxcept those directly chargeable under
Paragraph 3A, Scction I. The cost and ecxpemse of services from outside sources in comnection with matters of
taxation, traffic, accounting or matters before or involving govemmental agencies shall be considered as included in
the ‘overhcad rates provided for in the above sclected Paragraph of this Scction II unless such cost and expense are
agreed to by the Partics as a direct charge to the Joint Account.

ii. The salarics, wages and Personal Exponsss of Technical Employecss and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property:

( ) shall be covered by the overhcad rates, or
( xx ) shall not be covered by the overhead rates. -

iii. The salaries, wages and Personsl Expenses of Technical Employces andlor costs of profeasional consultant scrvices
and contract scrvices of technical pemonnel cither temporarily or permancntly assigned to and directly employed in
the operation of the Joint Propesty:

( xx ) shall be covered by the overhead rates, or
( ) shall not be covered by the overhead ratcs.

A Overhead - Fixed Rate Basis
(1)  Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Ratc § §000.99
(Prorated for less than a full month)

Producing Well Rate $___600.00

(2)  Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date
the drilling rig, completion rig, or other units used in completion of the well is released, whichever

COPAS
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is later, axcept that no chargo shall b made during susponsion of drilling or completion operations
for fifteen (15) or more consccutive calendar days.

Charges for wells undergoing any type of workover or recompletion for a period of five (5)
consccutive work days or moro shall be made at the drilling well rate. Such charges shall be
applied for the period from date workover operations, with rig or other wnits used in workover,
commence through date of sig or other unit relesse, excopt that no charge shall be made during
suspension of operations for fiftcen (15) or mors consecutive calendar days. :

(®) Producing Well Rates

M

@

©)]

O]

)

An active well cither produced or injected into for any portion of the month shall bo considesed as

a one-well charge for the entire month.

Esch active completion in a multicomploted woll in which production is not commingled down
hole shall be considercd as a one-well charge providing each completion is considered a scparate
well by the governing regulatory authority.

An insctive gas well shut in because of overproduction or failure of purchaser to take the
production shall be considered as a onc-well charge providing the gas well is directly connected to
a permanent sales outlet.

A one-well charge shall be made for the month in which plugging and abandonment operations
arc completed on any well. This omc-well charge shall be made whother or not the well has
produced except when drilling well rate applics.

All other inactive wells (including but not limited o inactive wells covered by unit allowable, leass
allowable, transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April cach ycar following the cffective datc of the
agreement to which this Accounting Procedure is attached.  The adjustment shall be computed by multiplying
the rate cwrently in usc by the percontage increase or decrease in ihe average weckly camings of Crude
Petroleum and Gas Production Workers for the last calendar year compared to the calendar year preceding as
shown by the index of average weekly camings of Crude Petroleum and Gas Production Workers as published
by the United States Department of Labor, Burcau of Labor Statistics, or the cquivalont Canadian index as
published by Statistics Canada, as applicable. The adjusted rates shall be the rates cumrently in yse, plus or
minus the computed adjustment.

Br—0Overhead—Percontage-Basis

Overhead - Major Construction

To compensate Operator for overhcad costs incumed in the construction and installation of fixed assets, the expansion of
fixed assets, and any other project clearly discemible as a fixed assot required for the development and operation of the
Joint Property, Operator shall cither negotiate a rate prior to the beginning of comstruction, or shall charge the Joint

COPKS
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Account for overhead based on the following rates for any Major Construction project in excess of $____25,000.00

A 18 % of first $100,000 or total cost if less, plus
B. __33____ % of costs in exccss of $100,000 but less than $1,000,000, plus

C. £2 % of costs in excess of $1,000,000.

'
Totsl 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 scparately and the cost of drilling and workover wells and artificial Liff equipment shall be
excluded.

Catastrophe Overhead

To compensate Operator for overhcad costs incurred in the ovent of expenditures resulting from a single occumence due
to oil spill, blowout, ycxploaion, fire, storm, humricane, or other catastrophes as agreed to by the Parties, which are

Yy t the Joint Property to the oquivalent condition that cxisted prior to the ovent causing the
expenditures, Operator shall either negotiste a rate prior to charging the Joint Ascount or shall charge the Joint Account
for overhead based on the following rates:

A 35 % oftotal costs through $100,000; plus
B. __3 __ %oftotal costs in cxcess of $100,000 but less than $1,000,000; plus
C. 82 % of total costs in excess of $1,000,000.

Expenditurcs  subject to the overhcads above will not be reduced by insurance recoveries, and no other overhead
provisions of this Section III shall apply.

Amendment of Rates
The overhead rates provided for in this Section II may be amended from time to time only by mutual agreement

between the Partics hereto if, in practice, the rates are found to be insufficient or excessive.

IV, PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is regponsible for Joint Account Material and shall make proper  and timely charges apd credits for all Material
movements  affecting the Joint Property. Operator shall provide all - Mateial for use on the Joint Property; however, at
Operator’s option, such Material may be supplicd by the Non-Operator. Operator shall make timcly disposition of idle and/or
suplus  Material, such disposal being made cither through sale to Operstor or Non-Operator, division in kind, or sale to

outsiders. Operator may pwchass, but shall be under no obligation to purchase, interest of Non-Operators in surplus  condition

A or B Matcrial. The disposal of surplus Controllable Material not purchascd by the Operator shall be agreed to by the Parties.

1

Purchases

Matcrial purchased shall bc charged at the pricc paid by Operator—efles—deduction—of—all—discounto—rossived. In case of
Material found w be defective or retuned w vendor for any other rcasoms, credit shall be passcd 0 the Joint Account
when adjustment has been received by the Operatar. o

Transfers and Dispositions

Materia) fumished to the Joint Property and Material transfered from the 'Joh;t Property or disposcd of by the Operataor,
unless otherwise agreed 10 by the Partics, shall be priced on the following basis cxclusive of cash discounts:

A.  New Material (Condition A)

(1) Tubular qudn Other than Line Pipe

(@) Tubulargooda,aized23/8imlmODmdhtgct,cmptlinspipe,aballbepﬁccduF.utcmmill
published carload base prices effective as of date of movement plus transportation cost using the 80,000
pound carload weight basis to the railway rocoiving  point mearest the Joint Property for which
published rail rates for tubular goods exist, If the 80,000 pound rail ratc is mot offercd, the 70,000 pound

or 90,000 pound rail rate may bo used. Freight charges for tubing will be calculated from Lorain, Ohio
and casing from Youngstown, Ohio.

(b) For grades which are special to one mill only, priccs shall be computed at the mill base of that mill plus
transportation cost from that mill to the nrailway recciving point noarcst the Joint Property as provided
above in Paragraph 2A(1Xa). For transportation cost from points other than Eastern mills, the 30,000

C0PAS;
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)

3)

@

pound Oil Ficld Haulers Associstion intorutatc truck rate shall be uscd.

(c) Special ¢énd finish tubular goods shall bc priced at the lowest published out-of-stock price, f.ob. Houston,
Texas, plus transportation cost, ysing Oil Ficld Haulers Association interstate 30,000 pound truck rate,
to the railway receiving point nearest the Joint Property.

(@) Macaroni tubing (size less than 2 3/8 inch OD) shall be priced at the lowest published out-of-stock prices
fob. the 'supplicr plus transportation costs, using the Oil Ficld Haulers Association interstate tuck rate
per weight of tubing transferred, to the railway recciving point nearest the Joint Property.

Line Pipe

(s) Linc pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or
more shall be priced under provisions of tubular goods pricing in Paragraph A.(IXa) as provided above.
Froight charges shall be calculated from Lorain, Ohio.

() Linc Pipc movements (excopt size 24 inch OD) and larger with walls % inch and over) less than 30,000
pounds shall be priced at Eastem mill publishod carload base prices offective as of date of shipment,
plus 20 percent, plus transportation costs based on freight rates as sct forth under provisions of tubular
goods pricing in Paragraph A.(INa) as provided above. Freight charges shall be calculated from Lorain,
Ohio.

(c) Line pipe 24 inch OD and over and % inch wall and larger shall be priced fob. the point of
manufacture at cwrent now published priccs plus transportation cost to the railway receiving point
nearest the Joint Property.

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall
be priced at quoted prices plus ficight to the railway recciving point ncarest the Joint Property or at
prices agreed to by the Parties.

Other Material shall be priced at the cument new price, in effect at date of movement, as listed by a reliable
supply store ncarcat the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the
railway receiving point nearest the Joint Property.

Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the cument
new price, in offect on date of movement, as listed by a rcliable supply storc ncarcst the Joint Property, or
point of manufacture, plus transportation costs, if applicable, to the railway iving point t the Joint
Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2).

Good Used Material (Condition B)
Material in sound and scrviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Propesty

At seventy-five percent (75%) of current now price, as determined by ngn.ph A
(2) Material used on and moved from the Joint Property

(a) At soventy-five porcent (75%) of curent new price, as dctermined by Paragraph A, if Matcrial was
ariginally charged to the Joint Account as new Material or

() At sixty-five percent (65%) of cument new price, as " determined by Paragraph A, if Material was
osiginally charged to the Joint Account as uscd Matorial

(3) Material not used on and moved from the Joint Property
At scventy-five percent (75%) of current new price as determined by Paragraph A-

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

Other Used Material

(1) ConditionC
Mateial which is not in sound and serviceable condition and not suitable for its original function until
afer reconditioning shall be priced at fifty porcont (50%) of cument pew price a8 determinod by

Paragraph A. The cost of reconditioning shall be charged to the recciving property, provided Condition
C value plus cost of reconditioning docs not exceed Condition B value.

C0PAS;
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(2) ConditionD

Material, oxcluding junk, no longer suitable for its original purpose, but usable for some other purpose
shall be priced on a basis commensurate with its usc. Operator may dispose of Condition D Material
under procedures nomally used by Operator without prior approval of Non-Operators.

(3) Casing, tubing, or drill pipe used as line pipc hall be priced as Grade A and B seamloss line pipe
of comparable size and woight.  Used casing, tubing or drill pipe utilized as line pipe shall be
priced at used line pipe prices.

(b) Casing, tbing or drill pipe vsed as higher pressurc scrvico lines than slandard line pipe, e¢.g.
power oil lines, shall be priced under nommal pricing procedures for casing, tubing, or drill pipe.
Upset tubular goods shall be priced on a non upect basis.

(3) ConditionE

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under
procedures normally utilized by Operator without prior approval of Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or valus of such Material
is not oquivalent to that which would justify s pricc as provided above may be specially priced as agreed to by
the Pastics. Such pricc should result in the Joint Account being charged with the value of the service
rendered by such Material.

E.  Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢)
per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs
sustained at the stocking point. The above ratc shall be adjusted as of the first day of April each year
following January 1, 1985 by the samc peorcentage increasc or docreasc used to adjust overhead rates in
Section I, Paragraph 1.A.(3). Each ycar, the rmate calculated shall be rounded to the nearest cent and
shall be the rate in offect until the first day of April next year. Such rate shall be published ecach year
by the Council of Petrolecum Accountants Societics,

(2) Material involving ecrection costs shall be chargod at applicable percentage of the cument knocked-down
price of new Material.

" Premium Prices

Whenever Material is not readily obtainable at published or listed priccs because of national cmergencies. stsikes or other
unusual causcs over which the Opcrator has no control, the Operator may charge the Joint Account for the required
Materisl at the Operators actual cost incumed in providing such Material, in making it suitable for use, and in moving it
o the Joint Property; provided notice in writing is fumished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material.  Each Non-Operator shall have the right, by so clecting and notifying Operator within
ten days after recciving notice from Operator, to fumish in kind all or pat of his share of such Material suitable for use
and lcéephbletoOpemtot. .

Warranty of Material Furnished By Operator

Operator does not warrant the Material fumished. In case of defective Material, credit shall not be passed 10 the Joint
Account until adjustment has been received by Operator from the manufacturess or their agents.

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

Perlodic Inventories, Notice and Representation

At reasonable intervals, inventorics shall be taken by Operator of the Joint Account Controllable Material. Written notice
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that
Non-Operators may be represcnted when any inventory is taken. Failwe of Non-Operators to be represented at an
inventory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconcilistion of a physical inventory shall be made within six
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for
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overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

Special Inveatories

Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint
Property. It shall be the duty of the party sclling to notify all other Partics as quickly as possible after the tramsfer of
interest takes place. In such cases, both the scller and the purchaser shall be govemed by such inventory. In cases
involving a change of Operatd, all Partics shall be govemed by such inventory.

Expense of Conducting Inventories

A.  The expense of conducting periodic inventorics shall not be charged to the Joint A t ual greod to by the
Partics. )

B. The ecxpense of conducting special inventories shall be charged to the Parties rsequesting such inventorics, except
inventorics required duc to change of Operator shall be charged to the Joint Account.
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