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EXHIBIT “C”

L

3.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

L GENERAL PROVISIONS
Definitions

*Joint Property” shall mean the real and personal property subjoct to the agreement to which this Accounting Procedure|
is attached.

“Joint Operations” shall mean all operations necessary or proper for the devel peration,  protection  aod
maintenance of the Joint Property.

"Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joiny
Opersations and which ars to be shared by the Parties.

*Operator” shall mean the party desi d to conduct the Joint Operati

“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 employoes whose primary function in Joint Operations is the
supervision of other employees and/or contract labor directly employed on the Joint Property in a field
capacity.

"Technical Employecs” shall mean those employees having special and specific  engineering, geological or  other|
professional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and|
probiems for the benefit of the Joint Property.

PusonalExpmsc: sha.llmeununvelnndothu ble reimbursable exp of Operator's employ

» I* shall mean p | property, or i ired or held for use on the Joint Property.

*Controilable Material® slmﬂmmMaxanlwbnchuﬂndmeumdamﬁedhtheMmmﬂChmﬁanonMamﬂu
mast recently recommendad by the Council or Petrot A Societi

Statement and Billings

Operstor shall bill Nog-Operators on or before the last day of each month for their proportionate share of the Joint]
Account for the preceding month, Such bills will be wpanied by which identify the authority for|
expenditure, lease or facility, and all charges and credits summarized by appropriste classifications of investment and|
expense except that jtems of Controllable Material snd unusual charges and credits shall be sepamtely identified and
fully described in detail.

Advances and Paymeats by Non-Operators

A, Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their|
shmoft:ummdmshouﬂxyform:mdmsmomhsopermonmdlmﬁﬁeen(lf)daysaﬁameelptofﬂ\c
billing or by the first day of the month for which the ady is d, whichever is later. Operator shall adjus
each monthly billing to reflect advances received from the Noo-Operators.

B. Each Noo-Operator shall pay its proportion of all bills within fifteen (15) days after reccipt. If payment is not made
within such time, the unpaid balance shail bear interest monthly at the prime rute in effect at __ Citicorp Bank, New Yodk, NY
on the firg  day of the month in which dalinquency occurs plus 1% ot the|
maximum contract rate permitted by the applicable usury laws in the state in which the Joint Property is located,
whichever is the lesser, plus attorneyy fees, court costs, and other costs in connection with the collection of unpaid
amounts,

Adjustments

Payment of any such bilis shall not prejudice the right of any Non-Operator to protest or question the comectness thereof)
provided, however, all bills and dered o Non-Op by Opemtor during any calendar year shall
conclusively be presumed to be tue and comect after twenty-fowr (2¢) months following the end of any such calendar]
year, unless within the said twenty-four (24) mouth period a Non-Opemtor tekes written exception thereto and makes

claim on Operator for adj No adj favorable to Operator shall be made unlese it is made within the same
prescribed period The provisi of this p h shall not prevent adj lting from a physical i y off
Controliable Material as provided for in Section V.
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Opesator shall charge the Joint Account with the following items:

Andits

A. A Noo-Operator, upon notice in writing to Opermtor and all other Noo-Operators, shall have the right w audif]
Operator's  accounts and records relating to the Joint Account for any calendsr year within the  twenty-four]
(24) mouth period following the end of such calendar year, provided, however, the making of an audit shall not]
extend the time for the taking of written cxception o and the adjustments of accounts 8s provided for in
Puragraph 4 of this Soction L Where there are two or more Non-Op the Non-Oj shall make|
every reasonable cffort to conduct a joint audit in & manner which will result in & mini of i i
to the Opemtor. Operator shall besr no portion of the Non-Operators' audit cost incurred under this
paragraph  unicss agreed o by the Operator. The audits shall not be conducted more than once cach year|
without prior approval of Operator, except upon the resignation or removal of the Operator, and shall bc made;
at the of those Non-Op approving such sudit.

£

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

Approval By Noa-Operators
Where an approval oc other agreement of the Parties or Noo-Op i ,“'underodmrsecunnsofthxs
Accounting Proccdure and  if the  agreement o which this A ing  Proced i hed L.

contrsry provisions in regard thereto, Operator shall notify all Noo-Operators of the Operators proposal, and  the]
agreement ot approval of a majority in interest of the Non-Operators shall be controlling on all Noa-Operators.

IL DIRECT CHARGES

Ecological and Envl 1

Commumedformebmcﬁtofthelonnﬁopmyu:muhof l or regulatory requi to satisfyl
eavi d pplicable to the Joint Operations. Such costs may include surveys of an ccological od
archacological nature and poltution coatrol dures as required by applicable laws and regubati :
Rentals and Royzltics

Lease rentals and royalties paid by Openator for the Joint Opcrations.

Labor

A, (1) Salsrics and wages of Operator's field ploy directly omployed on the Joint Property in the conduct off
Joint Operations.

(2) Salaries of First level Supervisors in the field

(3) Salaries and wages of Technical Employees directly cmployed oo the Joit Property if such charges are|
excluded from the averhead rates.

(4) Salarics and wages of Technical Employees either porarify or p ty igned to and directly]
loyedm!heopemnmor&e:om?mpmyxfsuchchmmudmhdﬁomﬂwoverhe&dmm

B. Operator's cost of holiday, vacation, sickness and disability besefits and other customary allowances paid to
employces whose salarics and wages arc charpeable (o the Joint Account under Paragraph 3A of this Scction IL
Such costs under this Paragraph 3B may be charged on a "when and as paid basis" or by “perceatage assessmont”
on the amount of salaries and wages charpeable to tho Joint Account under Paragraph 3A of this Section IL If]
percentage assessment is used, the rate shail be based on the Operator's cost expericnce.

C E di or contributi made o imposed by g i authority which are]

P P

applicable to Operator’s costs chargeable to the Joint Acoount under Paragraphs 3A and 3B of this Section II.

D, Posops) Expenses of those employees whose salarics and wages arc chargeable to the Joint Account under]
Paragraphs 3A and 3B of this Section IL

Employee Bencfits

Opcrators  curmvat costs or  csteblished plans for employees’ group life insurance, hospitalization, pension, retirement,
stock purchasc, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargesble to the
JomtAccmmunderPumgmphsJAnnd3BofmkSectml]shallchpmrm‘samulcostnotmcmeedmepﬂwn
most recently recommended by the Council of Petrol A S

(OPAS
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10.

Matertal

Materiol purchased or fumished by Operstor for uso om the Joint Property as provided under Section IV, Ouly such

Material shall be purchased for or ferred to the Joint Propaty as may be required for immediate use and is
reasonably practical and i with efficient and ical operati The lation of surplus stocks shall bo
avoided.

Transportatioa

‘Transportation of employecs and Material y for the Joint Operations but subject to the following limitations:

A. If Mnterial is moved to the Joint Property from the Operator's warchouse of other propertics, no charge shall bef
made 1o the Joint Account for a distance grester than the distance from the nearcst reliable supply store where like]
material is nonnally available or railway receiving point ncarest the Joint Property unless agreed to by the Parties,

B. If suplus Material is moved to Operators warchouse or other storage point, po charge shall be made to the Joing
Account for a distance greater than the distance to the nearest relisble supply stors where like material is normally|
available, or rallway rocciving point nearcst the Joint Property unless agreed to by the Partics. No charge shall be
madc to the Joint Account for moving Material to other propertics belonging to Operator, unless agreed to by the
Partics,

C. In the spplication of subp ks A and B above, the option to equalize or charpe actual trucking cost is

availasble when the actual charge is $400 or less excluding aoccssorial charges. The $400 will be adjusted to thel
amouat most roceatly recomemended by the Council of Petro) A Societi

Scrvices

The cost of coutract services, equipment and utilities provided by outside sources, except services excluded by Paragraphi
10 of Scction M and Paragraph i, &, and iii, of Section M. The cost of professional consuitant scrvices and contract]
services of technical personnel directly engaged on the Joint Proporty if such charges are excludod from the overhead
rates. Tho cost of professional consultant services or contract services of techmical personncl not directly cngaged on the
Joint Property shall not be charged to the Joint Acoount unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator

A, Operator shail charge the Joint Account for usc of Operator owned equipment and facilities at rates
with costs of owncrship and opcration. Such rates shall include costs of maintenance, repairs, other operating
i txes, deprociation, aad interst oo gross i less Iatod  deprociation oot to

<P

exceed _Twelve peroent (. 12,00 %) per annum. Such rates shall not exceed average commerciall
rates currently prevailing in the immediate area of the Joint Property.

B. In lieu of charges in Paragraph 8A above, Operator may cloct to use average commercial rates prevailing in thel
immediate area of the Joint Property less 20%. For automotive cquipment, Operator may clect to use rates|
published by the Potroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or cxpenses necessary for the repair or replacement of Joint Property made y b of d& or|
losscs incurred by fire, flood, storm, theft, accident, or other cause, cxcept thosc resulting from Operator’s  gross
negligenoe or  willful misconduct Operator shall fumish Noo-Opesator written potice of damages or losses incurred as
soon as practicable after a report thereof bas been received by Operator.

Legal Expensc

Expense of hondling investigating and sctiling litigation or claims, discharging of liens, payment of judgments and|

paid for settl of claims in d in or Iting from operati under the agreement or bpecessary tol
protect or recover the Joint Propesty, except that no charge for scrvices of Opcrators logal staff or fees or expense off
outside attorncys shall be made unless previousty agreed to by the Parties. All other legal expense is coasidered to bef
covered by thc overhead provisions of Section HI unless otherwise agreed to by the Parties, except as provided in Section
L, Paragraph 3.

Taxes

All taxes of cvery kind and nature assessed or levied upon or in comnection with the Joint Property, the operation thereof
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Partics, If the ad
valorem taxes are based in whole or in pat upoun scparate valuations of cach partys working interest, then
notwithstanding anything to the contrary herein, charges to the Joint Accoumt shall be made and paid by the Parties|
hereto in accordance with the tax valuc gencreted by cach party's working intorest.

(OPAS
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1 12 Insurance
2
3 Net premiums peid for insurance required to be camried for the Jomnt Opersti for the pr ion of the Puartics, In the
4 event Joint Opcrations are cooductod in 8 state in which Opermator may act as scif-inswer for Workers Compensation
5 and/or Employers Liability under the respective state’s laws, Operator may, at its election, include the risk under its seif-
6 insurance progrum and in that event, Operntor shall include a charge at Opertor's cost not to excocd manual rates,
7
8 13 Aband and Reclaroath
9
10 Costs incurred for ubandonment of the Joint Propesty, including costs required by go I or other regulatory]
11 authority,
12
13 14, Commaunications
14
15 Cost of acquiring, leasing, installing, operating repairing and intaim fcati inctuding radio and
16 microwave facilities directly scrving the Joint Property. In the cvent communication fasilitics/systems serving the Joint
17 Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section I1.
18
19 15 Other Expenditures
20
21 Agy other expenditure not covered or dealt with in the foregoing provisions of this Section I, or in Section I and which|
2 is of direct benefit to the Joimt Property and is incumed by the Operator in thc necessary and proper conduct of the Join
23 Operations.
24
25
26 . OVERHEAD
27
28 1. Overhead - Drilling and Producing Operntions
2
30 i As p i for administrative, supervision, officc services and warchousing costs, Operator  shall
31 drilling and producing operations on cither: ""'VT
32
33 ( X )Fixed Rate Basis, Paragraph 1A, or
34 4 ) Percentage Basis, Paragraph [B
3s
36 Unless othorwise agreed to by the Parties, such charge shell be in licu of costs and cxpenses of all offices and
37 salarics or wages plus applicablc burdens and expenscs of all persoancl, except those dircetty chargeable under]
38 Paragraph 3A, Section I The cost and expensc of services from outside sources in connection with matters off
39 taxation, traffic, accounting or matters before or involving g I apgencies shall be considercd as included in
40 the overhcad rates provided for in the above sclected Paragraph of this Section II unless such cost and cxpense are
41 agreed to by the Partics as a direct charge to the Joint Account.
42
43 ii. The salarics, wages and Personal Exp of Technical Employ and/oc the cost of professional fta
a scrvices and servioes of technical p { directly employed ou the Joint Property:
45
46 ( ) shall be covered by the ovethead rates, or
47 ( X ) shall not be covered by the averhicad rates.
48
49 iii. The salaries, wages ond Personal Exp of Technical Employ and/or costs of profcssional consultant services|
50 and contract scsvices of technical p I cither porarily or ly igned to and directly cmployed in
51 the operation of the Joint Property:
52
53 { X ) shall be covered by the averhead ratrs, or
54 () shall not be covered by the overhead rates.
55
56 A Overhead - Fixed Rate Basis
57
58 (1) Operator shall charge the Joint Account at the following rates per well per month:
59
60 .
o1 Drilling Weit Rate $. 5.500
62 (Prorated for less than a full month)
63
64 Producing Well Rate $___§550
65
6 (2)  Application of Overhead - Fixed Rate Basis shall be as follows:
67
68

69
70

(a) Drilling Well Rate

(1} Charges for drilling wells shall begin on tho dato the well is spudded and termibate om the date]
the drilling rig, completion rig, or other units used in completion of the well is released, whichever]

(OPKS
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is Ioter, except that no charge shall bo made during suspeasion of drilling or completion operations|
for fifteen (15) or more consccutive calendar days.

(2) Charges for wells undergoing aoy type of workover or recompletion for a period of fivo (5)
consecutive work days or more shail be made at the drilling well rate Such charges shall be;
applied for the period from date workover operations, with rig or other units used in  workover,
commence through date of rig or other unit rclease, cxoept that no charge shall be made durin,
suspension of operations far fiftcea (15) or more consecutive calendar days.

(b) Producing Well Rates

(1) An gctive well cither produced or injected into for any portion of the month shall be considercd as|
8 one-well charge for the entire month.

(2) Each octive complction in a multicompleted well in which production is oot commingled down
hole shall be considered as a one-well chargs providing each pleti is idered 2 scp:
well by the governing regulatory autharity.

(3) An insctive gas well shut in bocause of overproduction or failure of purchaser to teke the
production shall be considersd as a ono-well charge providing the gas well is dircctly comnected tof
a permancat sales outlet

(4) A one-well charge shall bo made for the month in which plugging and aband D
are compicted on any well This onc-well charge shall be made whether or not the well has
produced except when drilling weil rate applies.

(5) All other inactive wells (including but not limited to inactive wells d by unit allowable, lease
llowable, ferred all e, ctc.) shall not qualify for an overhead charge,

(3) The well rates shall be adjusted as of the first day of April each year following the cffective date of the)
agreement t0 which this A ting F d is hod. The adj shall be p by ‘g;
the ratc cwrrently in use by the p tage i or d in the age  weckly ings of Crude;
Pctroleum and Gas Production Workers for the last calendar ycar pared to thc calendar year preceding as
shown by the index of average weckly eamings of Crude P and Gas Production Workers as published)
by the United States Dopartment of Labor, Burcau of Labor Statistics, or the oquivalent Canadian index s
published by Statistics Canada, as applicable. The adjusted rates shall be the rates cwremtly in use, plus of
minus the computed adjustment.

B.  Overhead - Percentage Basis

(1) Operator shall charge the Joint Account at the following rates:

(a) Development

Percent (. %) of the cost of development of the Joint Property exclusive of costs
provided under Paragraph 10 of Section Il and all salvage credits,

(t) Operating

Pescent (. %) of the cost of operating the Joint Property cxclusive of costs provided|
under Parmagraphs 2 and 10 of Section II, all salvage crodits, the value of injected sub purchased|
for sccondary recovery and all taxes and assessmcots  which are levied, asscssed and paid upon the
mineral interest in and to the Joint Property.

(2) Application of Overbead - Percentage Basis shall be as follows:

For the puwpose of determining charges oo a percentage basis under Paragraph 1B of this Section I,
development  shall inchade' all costs in conncction with drilling redrilling, deepening, or any remedial
opemion:onmyoraﬂwcllxinvdvinglhemeofdriﬂingdgundmwnpablcofdﬁnmgmthcpoducinq
interval on the Joint Propesty; also, preliminary  cxpendi y in p jon for drilling and|
expenditures  incurred in  abandoning when the well is not completed as a producer, and original cost off
construction or installation of fixed assets, the oxpansion of fixed assets and any other project clearly,
discemible as a fixed asset, except Masjor Construction as definod in Paragraph 2 of this Section IML All other]
costs shall be considered as operating.

Overhead - Major Couastruction

To compensate Operator for overhcad costs incured in the construction and installation of fixed asscts, the cxpansion of]
fixed assets, and any other project clearly discernible as a fixed assct roquired for the devel and jon of thel

Joint Property, Opcrator shall cither nogotinto & rate prior to the beginning of construction, or shall charpe the Joint|

COPKS
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40
41
42
43
44
45
46
47
43
49
50
st
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
63
69
70

Account for overhead based on the following rates for any Major Construction project in excess of §

A b3 % of first $100,000 or total cost if less, plus
B. 3 % of costs in excess of $100,000 but less than $1,000,000, plus

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

Totl cost shall mean the gross cost of any omc projoct. For the purpesc of this p uph, the 1p parts of a single,
project shall not bc treated scparately and the cost of drilling and workover wells and artificial lift equipment shall bo
excludod.

3 Catastrophe Overhead

To compensate Oporator for overhead costs incurred in the cvent of expenditures resulting from a single occurrence duef
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agrood to by the Parties, which arc
pocessary to restore the Joint Property to the oquivakent condition that cxisted prior to the cvent causing the
expeoditures, Operstor shall cither negotitc a mate peior to charging the Joint Account or shall charge the Joint Account]
for overhead based on the following rates:

A. 5 % of total costs through $100,000; plus
B. 3 % of total costs in excess of $100,000 but less than $1,000,000; plus
C. ____2____ %ofwal costs in excess of $1,000,000.

Expcaditres  subject to the overheads above will not be reducod by insurancoe recoveries, and no other  overhead
provisions of this Section I shall apply.

4 Amendmeat of Rates

The overhcad rates provided for i this Section [0 may be amcnded from time to time only by mutual agr
betwoen the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

v. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Materis! and shall make proper and timely charges and credits for all Material
movements  affecting the Joint Property. Operator shall provide all Material for usc oo the Joint Property; however, at
Operator's option, such Material may be supplied by the Non-Operator. Opcrator shall make timely disposiion of idle and/or
surplus  Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale tof
outsiders. Operator may pirchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus oondition|

A or B Material. The disposal of surplus C {able Material not purchased by the Operator shall be agreed to by the Parties.
1. Purchases
Material purchased shall be charged at the price paid by Opcrator after deducti of all d ived. In case of]

Material found to be defective or returned to vendor for any other rcasons, credit shall be passed to the Joimt Account!
when adjustment has been recoived by the Operator.

2. Trausfers and Dispositions

Matcrial furnished to the Joint Property and Material transferred from the Joint Property of disposed of by the Operator,
unlcss otherwise agreed to by the Parties, shafl be priced on the follawing basis exclusive of cash di:

A, New Material (Condition A)

(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2 3/8 inches OD and larger, excopt linc pipe, shall be priccd at Eastern mill
published carload base prices cffective as of date of movement phus transportation cost using the 80,000)
pound carfoad weight basis to the rmailway recciving point nearest the Joint Property for  which
publisbedmilmnformbulargoodacxis&Xflth0,000pmmdmilmisuotoﬂ'uud,mcm,OOOpound
or 90,000 pound rail cate may be usod. Freight charges for tubing will be calculated fom Lorain, Ohio
and casing from Youngstown, Ohio.

) Forgudu»\midlmspecialwmmﬂlonly,primsballbocomwmdntmcmiubascofmnlmil]plus
transportation cost from that mill to thc milwey receiving point ncarest the Joint Property as provided)
sbovo in Paragrph 2A.((Xa). For transportation cost from points other than Eastern mills, the 30,000

COPAS




v LUPAS 1884 ONSHORE
Recommended by the Council
of Petroleum Accountants
Socleties

- R Y A A N

S2B8Y8RIBBRRBRBEBSER

SZT¥BRIROURUB2BEEREEEODEBY YRS

3822

69
70

()

@

pound Oil Field Haulers Association interstate truck rate shall be used.

(¢) Special eod finish tubular goods shall be priced at the lowest published out-of-stock price, fo.b. Houston,
Texas, plus transportation cost, using Oil Field Hawers Association interstate 30,000 pound truck rate]
1o the railway receiving point nearest the Joint Property.

(d) Macaroni tubing (size less than 2 3/8 inch OD) shall be priced at the lowest published out-of-stock prices
fob. the supplier plus transportation costs, using the Oil Ficld Haulers Associstion interstate truck rato]
per weight of tubing transferred, to the railway receiving point nearest the Joint Property.

Linc Pipe

(2) Line pipe movements (cxcept size 24 inch OD and larger with walls % inch and over) 30,000 pounds of]
more shall be priced under provisions of tubular goods pricing in Pamgraph A(lXa) as provided above
Preight charges shall be calculated from Lorain, Ohio,

(b) Line Pipe movements (except size 24 inch OD) and larger with walls % inch and over) less than 30,000
pounds shail be priced st Esstern mill published carioad base prices cffective as of datc of shipment,
plus 20 percent, plus transportation costs based on freight rates as sct forth under provisions of tubular|
goods pricing in Paragraph A.(1Xs) as provided asbove. Freight charges shall be calculated from Lorain,
Ohio.

(c) Line pipc 24 inch OD and over snd % inch wall and larger shall be priced fob. the point off
manufacture at curreat ncw  published prices plus transportation cost to the reilway recciving  point]
nearest the Joint Property.

(d) Linc pipe, including fabricated line pipe, drive pipe and  conduit not listed on published price lists shali
be priced st quoted priccs plus freight to the railway receiving point nearest the Joint Property o  at;
prices agreed to by the Parties.

Other Material shall be priced at the current new price, in effect at date of movement, as listed by & reliable
supply storc nearest the Joint Property, or point of f plus portation costs, if applicable, to the|
railway recciving point nearcst the Joint Property.

Unused new Material, except tubular goods, moved from the Joint Property shall be pricod at the current|
new price, in effect on date of movement, as listed by a mliable supply store nearest the Joimt Property, or|
point of manufacture, plus transportation costs, if applicable, to the reilway receiving point nearcst 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 maved to the Joint Property

At scventy-five percent (75%) of current new price, as determined by Paragraph A

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

(2) At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was
originally charged to the Joint Account &s new Material or

(b) At sixty-five percent (65%) of cumrent new price, as detcrmined by Paragraph A, if Material was
originally charged to the Joint Account as used Material

(3) Material not used on and moved from the Joint Property
At seventy-fivo pereent (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) Condition C
Matcrial which is not in sound and serviceable coudition and not suitable for its original function until
aﬁumcondizioningshallbepaieednﬁﬁypum(so%)ofmnmtncwpﬁecmdmminedby

Paragraph A, The cost of rcconditoning shall be charged to the iving property, provided Condition,
C value plus cost of reconditioning does not exceed Condition B value,

(OPKS
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The Operator shall mzintain detailed records of Controliable Material,

. Periodic Inventorics, Notice and Representation

" {2) Condition D

Material, excluding junk, no longee suitable for its original purpose, but usable for some othor purpoese
shall be priced on a hasis commensurate with its use. Oporstor may dispose of Condition D Material
under procedures normally used by Operator without prior approval of Non-Operators.

(a) Casing, tubing or drill pipc used as linc pipe shall be priced as Grade A and B seamless line pipe
of compamblc sizc and weight  Used casing, tubing or drill pipe utilized a8 line pipe shall be|
priced at usod line pipe prices.

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard linc pipe, ez
power oil lines, shall be priced under nommal pricing procedurcs for casing, tubing, or drill pipe
Upset tubular goods shall be priced on a noa upset basis.

(3) Condition B

Junk shall be priced ot prevailing prices. Operstor may dispose of Condition E Material under|
procedures nonnally utilized by Operator without prior approval of Noo-Operators.

D.  Obsolete Material

Material which is serviceable and usable for its original function but condition andfor value of such Material
is not equivalent to that which would justify a pricc as provided above may be specially pricod as agreed to by
the Partics. Such price should result in the Joint Account being charged with the value of the service
rendered by such Material.

E.  Pricing Conditions
(1) Loading or unlosding 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 liew of actual loading or unloading costs
sustained at the stocking point. The above mate shall be adjusted as of the first day of Aprl cach year]

foﬂowin,g]anu‘ryl.l985by!hcnme, i or d used to adjust overhead rates in
Section III, Paragraph 1.A.(3). Each ycar, the mate cal d shall be ded to the nearest cent and
shall be the ratc in cffoct until the first day of April next year. Such rate shall bo published cach year]
by the Council of Petrol A Societi

(2) Material involving crection costs shall be charged at applicable percentage of the current knocked-down
price of new Material.

Premium Prices

Whenever Material is not readily obminable at published or listed prices because of national emergencics. strikes or other]
unusual causes over which the Operator hss no control, the Operator may charge the Joint Account for the required
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving i
to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billinj
Noo-Operators for such Material.  Each Non-Operator shall have the right, by so electing and notifying Operator within|
ten days after receiving notice from Operator, to fumish in kind all or part of his share of such Matcrial suitable for usel
and accepiable to Operator.

Warranty of Material Farnished By Operator

Operator does not warrant the Material fumnished. In case of defective Material, credit shall not be passed to the Joint
Account until adjustmeat has been reccived by Operatar from the manufacturers or their agents.

V. INVENTORIES

At reasonable imtervals, inventories shall be tken by Operator of the Joint Account Controllable Matcrial. Written notice
ofinmnﬁontotalccinvenlorysha.llbcgivmbyOpuamrnlumtbiny(JO)dmbcfmnnyimcnloryismbcginsothat
Non-Opcrators may be roprosented when any inventory is taken  Failure of Non-Op to be rep d at an
inventory shall bind Non-Operators to acocpt the iventory taken by Operator.

Reconcillation and Adjustment of Inventories

Adjustments to the Joint Account rosulting from the reconcilision of 8 physical inventory shall be made within six|
months following the taking of the inventory. Invemtory adjustments shall be made by Operator to the Joint Account for

(OPKS
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averages and shortages, but, Operator shall be held bl oaly for sh due to Inck of blo diligence,

Special Inrventories

Special inventories may be taken whenever there is any sale, change of interest, or change of Opermtor in the Joint]
Property. It shall be the duty of the party selling to notify all other Partics as quickly as possibic afier the transfer of]

interest takes place. In such cascs, both the scller and the purchaser shall be govemoed by such inventory, I cascs
invotving a change of Operator, all Parties shall be governed by such inventory.

Expense of Conducting Inventories

A The expense of couducting periodic inventories sball not be charged to tho Joint Account unless agreed to by the
Partics.

B. The exp of ducting specinl i ies shali be charged to the Parties requesting such invemtories, excopt|
inventaries required due to change of Operator shall be charped to the Joint Account.
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