COPAS 1084 ONSHORE
Recommended by the Cour:

o
-0 W0 M NN s RN e

of Petroleun Accountants
EXHIBIT “C

: (OPAS
Attached to and made a part of __Joint Operatin; reement dated e e April 25
Resources, Inc. as Operator, and Capstone Oil & Gas Company, L.P. et al as No rator: the

Pres. Eddy County, New Mexico

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
L Defiaitions

"Joint Property” shall mcan the real and personal property subject to the asgreement to whick this Accounting Procedurc

is attached.
“Joint Operations” shall mean  2all  operations neccsssry or  proper  for the  develop perati p 3 and
maintenance of the Joint Propesty.

"loint Account” shall mcan the account showing the charges paid and cmedits reccived in the conduct of the Joimt
Operations and which arc to be shared by the Parties.

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

"Non-Operators” shall mean the Partics Lo this agreement other than the Operator.

“Partics' shall mesn Operator and Non-Operators.

"Firt Level Supervisors” shall mean those cmployces whoss prmary fuection in  Joint Operations is the direct
mpervision  of other employees andlor contract labor directly employed on the Joint Propetty in a field operating

capacity.
"Technical Employees” shall mean thosc employees having special and  specific  engimecting, geological or  other
professional skills, and whose primary function in Joint Operations is the haodling of specific operating conditions and
problems for the benefit of the Joint Property.
"Personal Expenscs” shall mean travel and other ble reimbursable cxp of Operator’s employees.
"Material” shall mean p 1 property, cqui or sapplics scquired or held for use on the Joint Property.
"Controflable Material” shall mean Material which st the time is so classificd in the Material Classification Manual s
maost recently recommended by the Council or Petrol A Societs

2 Statement and Rillimgs

Operator  shall  bilt Non-Operstors 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 accompanied by statemenls which identify the authority for
expenditure, lease or facility, and all charges and credits sumunarized by appropriaie classifications of investment and
expense oxcept that items of Controllable Material and unususl charges and credits shall be scparately identificd and
fully described in detail.

3. Advances snd Payments by Non-Operators

A, Unlcss otherwise provided for in the agreement, the Opecrator may require the Non-Operators to  advance their
share of estimated cash outlay For the succeeding month's cperation within m_gm_@g FRoen—(15)-days-after receipt of the
billing or by the fimt dry of thc month for which the ad is required, which B later. Operator shall adjust
cach monthly billing to reflect advances received from the Non-Operalors.

B. Each Non-Opcrator ahall pay its proportion of all bills within thirty (30) duys FReen(15)-deys-after receipt. If payment is not made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at __Citibank New York, New York
on the first day of the month in which definquency occurs plus 1% or the
maximum contract rste permitted by the applicable ueury laws in the state in which the Joint Property is located,
whichever is the lesser, plus attomcys fees, coutt costs, snd other costs in ion with the collection of unpaid

amounts,

4. Adjustments

Payment of any mach bills shall not prejudice the right of any Non-Operator to protest or question the comectness thoroof)
provided, howecver, all bills and dered to Non-Op by Opecrator during amy calendar yesr ahall
conchusively be presumed to be true and comect afier twenty-for (24) monthe following the end of amy such calendar
year, unless within the ssid twenty-four (24) month period 1 Non-Operator takes written exception thereto and  makes
claim om Operator for adj No adj favorable to Operator shall be madc unless @t is made within the same
prescribed  period. The provisions of this paragraph shall not prevent adjustments resulting from a physicsl inventory of
Controllable Material 28 provided for in Section V.
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Audits

A A NonOpentor, wpon nolice in writing to Opcrator and sll other Nom-Operators, shall have the right to audit
Operato’s  asccounts and records  relating to the  Joint Account  for any calendar year within the twenty-four
(24) month pericd following the end of such calendar year; perovided, however, the making of s audit shall not
extend thc lime for the taking of written exception to and the adjustments of accounts 22 provided for in
Paragraph 4 of this Soction 1 Where there are two or more Nom-Operstom, the Non-Operstors shall muko
overy reasorable cffort to conduct a joint audit in a maoner which will result in 2 minimum of inconvenience
to the Openator. Opeator shall bear no  portion of the NomOperatos' sudit cost incarred  under this
paragraph uniess agreed to by the Opemitor. The audita shall mot b conducted morc than once cach year
without prior approval of Opentor, except upon the resignation or yomoval of the Operator, and shall be mado
t the expense of those Non-Operators approving such sudit.

B.  Tho Operator shall reply in writing to an audit report within 180 days afier receipt of such report.
Approval By Non-Operajors

Whetean:pprovalorothcr:pmauoflthamawNm-Oth'umulympnduderuhammofthn
Accounting  Procedure and  if the agreoment lo which  this A ing Procedure hod  comaim  no

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

Il. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1

Ecological and Environmental

thyrmmdformebmcﬁofthelo‘mﬁupeﬂynamhof, | or regulstory roqui 1o satisfy
o 1 id pplicable 1o the Joint Operations Such costs may include smrveys of as  ecologicsl or
hacotogical nature and potlution control proced 2 required by applicable laws and lati

Rentals and Royalties
Leane rentals and royaltics paid by Operator for the Joint Operations.

Lsbor

A. (1) Salarics and wages of Operators field ploy dircctly ployed on the Joint Property in the conduct of
Joint Operations,

{2}  Salarics of Finst lovel Supenvisor in the field.

(3) Salancs and wapges of Technicsl Employees directly employod on the Joint Property if such charges are
excluded from the averhead rates.

{4) Salaries and wages of Technical Employees  cither potarily or p Ty igned 1o and  direally
employedmlheopcnhonorlhelmml’mpefty|fmhchargum=xclndedflmlheavwbudnm.

B. Opentors cost of holiday, vacation, wsickness and dinsbility benefis and  other customary allowances paid 10
employecs whose safarics and  wages are chargeable to the Joint Account under Paragraph 3A of this Section I
Such costa under this Pamagraph 3B may be charged on a2 “whom and a8 paid basic” or by "percentagn amcmment”
on the amount of malarics and wages chargeadlc fo the Joint Account under Paragraph 3A of this Section I I
porcontage sssessment ia used, the rate shall be based on the Operator's cost experience.

C. Expenditwees or contnbutioms madc p to i d by g 1 authority which arc

P

applicable to Opcrator’s costa chargeable to the Joiat Account under Paragraphs 3A and 3B of this Section II.

D. Personal Expenses of those employces whose salaries and wages are chargeable to the Joint Accomnt under
Paragraptu 3A and 3B of this Section TL

Emplayee Benefits

Operator's  current  costs  or  ostablished plins  for cmployees’ group life i hospitalizati pemsion,

stock purchase, dmﬂ,bomu,mdmhcrbcneﬁfp]mafa)&emhne,apphablz!oOpcrﬂnﬂhborcmdurgublelﬂlh:
Joint Account under Paragraphs 3A and 3B of this Section I shall bo Operator's actual cost not to excced the percent
most recently recommended by the Council of Petrol A Societi

**During Producing Operations, the total allocation 1o joint property for 3.4.3, 3.A.4, 3.8, 3.C.,3D, and 4.
above, shall never exceed a gross cost in excess of the monthly producing well rate_provided in HI.1.A(1).
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10.

Materia)

Material purchssed or fumished by Operater for uee on the Joint Propety as provided under Section IV.  Oaly such
Material shall be purchased for or transferred to the Joimt Property as may be required for immediate wee and is
reasonably practical and comsistent with cfficient and cconomical operations. The accumulation of suwplus stocks shall be
avoided.

Tranaportation

Tranaportation of employoes and Material y for the Joint Operations but subjoct to the following limitations:

A If Malerial in moved to tho Joint Property from the Opeeators warchouse or other properties, no charge shall be
made to the Joint Accoont for a distance greater than the dislancc from the ncarest reliable supply sore where like
materia) is normally available of railway recciving point nearest the Joint Propecty unless agreed to by the Paties.

B. If swplus Material is moved to Operators warchouse or other storage point, no charge shall be made to the Joint
Account for a distance greater than the distance to the ncarcst reliable supply store whers like material is normally
available, or milway receiving poinl nearest the Joint Property uniess agrocd to by the Parties No charge shall be
made to the Jomt Account for moving Matcnal to other propertics belonging to Operstor, unlcss agreed to by the
Partics.

C. In the application of mbparsgrapls A and B above, the oplion to oqualize or charge asctual tracking cost is
aviilable when the actual charge is $400 or less excluding asccessorial charges. The $400 will be adjusted to the
xmoant most recently recommended by the Council of Petrolesm A Societi

Services

The cost of scrvices,  equir and  wtilitiee provided by outside sources, except services oxcluded by Panagraph
10 of Section 0 and Paragraph i, ii, and iii, of Section M. The cost of professional consultant services and contract
scrvices of technical p i directly d on the Joint Property if such charges are excluded from the overhead
naies. Tho cost of profemsional consuitant services or contract services of technical personnel not directly engaged on the
Joint Property shall not be charged 10 the Joint Account unless previoualy agreed 1o by the Partics.

Equipment and Facilities Furnished By Operator

A Openator shall charge the Joint Account for uee of Operater owned equipment and facilities st rates commensurate
with costs of ownership and operation. Suck rates ahall inchude costs of maintenance, repairs, othcr openating
cxpense, insurance, laxes, deprecistion, and inlercst on  gross i Jess lated  depreciati not o
exceed _twelve percent ( 12 %) per annum. Such rates shall not cxceed average commercial
raics corrently prevailing in the immediate arca of the Joint Property.

B. In lieu of charges in Paragraph 8A above, Operator may elect to wse aversge commercial rates provailing in the
immediate area of the Joint Property less 20%. For sutomolive equipment, Opcrator may clect fo use rates
publishcd by the Petroleum Motor Transport Associalion.

Damages and Losses to Joint Property

All costs or cxpenses nccessary for the ropair or replacement of Joint Propety made ncccssary because of damages or
losses incumcd by fire, flood, stormy, theft, accident, or other cause, cxcept those remilting from Operator’s gross
ncgligence  or  willful misconduct. Operator shall fumish Non-Operator  written nolice of damages or losscs incwred as
300n as practicable after a report thersof has been received by Operator.

Legwl Expense

Expensc of handling, imvestigating and scfiling litigation or clsima, discharging of licos, payment of judgments and
amounts paid for sctilement of claims d m or tting from operti uwder the agreement or mecessary o
protect or recaver thc Joint Property, except that no charge for services of Openator's legal staff or fees or expense of
culside attorncys shall bc made unless previously agreed to by the Parties. All other legal coxperse is considered to be
covered by the overhead provisions of Scclion W0 unkss otherwisc agreed 1o by the Parties, except s provided in Section

I, Paragraph 3.

Taxes

All taxes of every kind and nsture asmscascd or levied upon or in comncction with the Joint Property, the operation thercof,
or the production thercfrom, and which taxes have been paid by the Operator for the benefit of the Parties. I the ad
valorem taxcs arc based in whole or im part upon sepanate  valuations of cach partys working inlcrest, then
notwithstanding anything 1o the contrary hercin, charges to the Joint Account shall be made and paid by the Parties
hereto in accordance with the tax value generated by cach party's wocking interest.

COPAS
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1 12 Insurance
2
3 Net p paid for i quired to be camied for the Joint Operati for thc protection of the Patties. In the
4 event Joint Operstions are conducied in » state in which Operator may act ss seifvinsurer for Workers Compensation
s and/or Employers Liability under tho rspective statc’s laws, Opcrator may, at it eloction, include the risk under its sclf-
6 inanrance program and in that event, Opcrator shall inchude a charge st Operator’s cost not to exceed manual rates.
7
8 13. Abandonment snd Reclamation
9
10 Costs incuwred for abandonment of the Joint Property, including costs requirod by g 1 or other regulatory
11 anthority.
12
13 t4. Communicstions
14
18 Cost of mequiring, leasing, installing, operating, repairing  and irtaing icati stems,  includi radio  and
16 microwsve facilitios dirctly serving the Joint Property. In the event jcation  faciliti sorving the Joint
17 Propesty are Operator owned, charges ta the Joint Account shalf be made as provided in Pasagraph 8 of this Section I
18
19 1s Other Expenditures
20
21 Any other expenditure not covered or dealt with in the foregaing provisions of this Section I, or in Section I and which
22 is of direct benefit to the Joint Property and is incumed by the Operator in the nccessary and proper comduct of the Joint
2 Operations.
24
25
26 1Il. OVERHEAD
27
28 1. Overhend - Drilking and Producing Operations
2
30 i As P ¥ for administrative, supcrvision, office sorvices and  warchousing  costs, Operator  shall charge
n drilling and producing aperations on cither:
32
3 { xx ) Fixed Rate Basis, Paragraph 1A, or
34 { )} Parcenisge Banis, Parsgraph 1B
35
£ Unless otherwisc agreed to by the Parties, such charge ahall be in liew of costs and cxpenses of il offices and
37 malaries or wages plus applicable burdens and cxpenses of all personnel, excopt those directly chargeable under
38 Paragraph  3A. Section L. The cost and expense of scrvices from outside sources in connection with matters of
39 taxation, traffic, accounting or matters before or involving povemmental agencics shall be considered as included in
40 the overhead rates provided for in the above selected Paragraph of this Section II unlcss such cost and cxpense arc
41 agroed to by the Parties as a dircet charge to the Joint Account.
42
43 ii. The salarics, wages and Personal Expenses of Technical Employees andior the cost of professional consultant
44 sceviees and contract services of technical p 1 directly employed on the Joint Property:
45
46 ( } shall be covered by the overhead rates, or
47 { xx ) shail not be covered by the overhead rates.
48
49 iti. The salsrics, wages and Pemons] Exp of Technical Employ snd/or costs of professional comultart scrvices
50 and contract scrvices of technical p | cither tomporarily o p ly amigned to and diroctly employed in
51 the operation of the Joint Property:
52
53 { xx )shall be covered by the overhead rates, or
54 { } shall not be covered by the overhead rates.
535
36 A Overhead - Fixed Rate Basis
57
58 (1) Operator shall charge the Joint Account at the following rates per well por month:
59
60 Drilling Well Rate §_ 5000.00
61 (Prorated for lcss than a full month)
62
63 Producing WellRate S___ 508600 =~
64
65 (2) Application of Overhead - Fixed Rate Banis shall be as follows:
66
67 (3) Drilling Well Rate
68
[34 (1) Charges for dritling wells shall begin on the date the well is spudded and terminste on the dsie
70 the drilling rig, completion rg, or other units used in completion of the well is released, whichever
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is later, except that no charge shull be mado during suspenwion of drilling or completion operstions
for fifteen (15) or more consccutive calendar days.

(2) Chargea for wellh undergoing any type of workover or recompletion for 3 period of five (5)
comsecutive work days or more shall be made ot the drilling well rate. Such charges shall be
applicd for the period from dale workover opcrations, with rig or other units used in  workover,
commence through date of rig or other unit release, cxcept that no charge shall be made during
suspension of operations for fifieen (13) or more consccutive calondar days.

() Producing Well Rates

(1) An active well either produced or mjocted into for any portion of the month shall be comidered as
2 onc-well charge for the entire month.

(2) Each active pletion in 3 fti-completed well in  which prodction is not commingied dovn
bole shall be idered a1 a 11 charge providing each wpietion s Mered a2 sep
well by the goveming regulatory aulhority.

(3) An imactive gas well shnt in became of overproduction or failure of purchaser to take the
production shall be idered 83 2 onc-well charge providing the gas well is directly connected to
a permanent sales owtlet.

(4) A onc-well charge shall be made for the month in which plugging and asbandonment operations
src completed on any well This one-well charge shall be made whether or not the well has
produced except when drilling well rate applies.

(3) Al other imactive wells (including but not limited to inactive wells covered by unit allowsble, lcase
llowable, ferred allowable, etc.) shall not qualify for an overhead charge.

3) The well mtes shall be adjustod as of the fint day of April each year following the cffoctive date of the
agrcement lo which this A ing Proced in hed The adj shall be computed by mwltiplying
the rate cumently in uso by the percentage increase or decrease in the average weekly camings of Crude
Petrol ind Gas Production Workers for the last cakondar year ! to the calendsr year p

P

ding =
ding

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 Statisti or the equival Cansdian index
published by Statistics Canada, as applicable. The adjsted rates shall be the rates cumently in use, plus or

mints the computed adjustment.
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Overhesd - Major Comatruction

To compensate Operator for overhead costa incurred in the comtrction and installation of fixed amets, the expansion of
foced asscts, and any other project clearly discomible as & fixed asset required for the devolop nd tion of the

Joint Property, Operator shall cither ncgotiate a rate prior to the beginning of comtruction, or shall charge the Joint
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Account for overhesd based on the following rates for any Major Comstruction project in excesaof §___ 25,800,00 :
A 1 % of first $100,000 or total cost if less, phos

B. 2 % of costs in excess of $100,000 but less than $1,000,000, plus

C. 2 “%ofcosis in excess of 51,000,000

Total cost shall mean the gross cost of any onc project. For the purposc of this paragraph, the component parts of a single
project shall not be treated separately and the cost of drilling and workover wells and adificial LR cquipment shall be
excluded,

3 Catastrophe Overkead

To compensate Operstor for ovarhead costs incurred i the evert of cxpenditores rowolting from 2 single ocowrence due
to oil spill, blowouwt, explcsion, fire, storm, hueri or other ph as agreed to by the Parties, which are
necemary to rostore the  Joint  Property lo  the equivalent condition that cxisted prior to the event causing the
expenditures, Operator shall cither negotiate 2 nate prior to charging the Joint Account or shall charge the Joint Account
for averhead based on the following rates:

A 1 %6 of 10ial costs through $100,000; phus
B. 2 3% of total costs in excess of 100,000 but Jess than $1,000,000; plus
(o8 b %% of todal costs in cxcess of 51,000,000,

Expenditures subject to the overhcads above will not be reduced by insurance recoverics, snd no other overhesd
provisions of this Scction I shall apply.

4. Amendment of Rates

The overhead rates provided for jn this Section M may be amended from time to time only by mutual agreemont
betwoen the Partics hereto if, in practice, the matcs are found to be insufficient or excessive.

. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is  responsible  for  Joinl  Acgount Material and  shall make proper and  timely charges and credits for all  Material
movements  sffecting  the  Joinl  Property. Operator  shall provide afll Material for usc oo the Joint Property, however, at
Operator's  option, such Material may be supplicd by the Non-Operator. Operator shall make timely disposition of idle and/or
suplus  Material, mch disposal being made cither through sale to Operator or Nom-Operator, division in kind, or male to
outriders.  Operator may porchase, bul shall be under no obligation to purchase, intcrest of Non-Operators in  suplus  condition
A or B Matcrial. The disposal of surplus Controllable Material pot puschared by the Operator shall be agreed to by the Parties.

1L Purchases

Malerial purchased shafl be charged at the price paid by Openator after deduction of all di fved. In case of
Material found 1o be defectivo or retumed to vendor for any othor rcasoms, <redit shall be passed to the Joint Account
when adjustment has deen received by the Opesator.

2. Transfers and Dispositions

Matcrial firnished to the Joint Property and Material {renafered from the Joint Property or disposed of by the Openator,
unkss otherwise agreed to by the Parties, shall be priced on the fellowing basis exclusive of cash discounts:

A New Material (Condition A)
(1) Tubular Goods Other than Linc Pipe

(3) Tobular goods, sized 2 3E inches OD and larger, cxcopt line pipe, shall bo priced at Esstem mill
published carfoad basc prices cffective as of date of plus portation cost wsing the 80,000
pound carload weight basis 1o the milway receiving point neareat the Joint Property for which
published rail rates for tubular poods cxist. If thc 80,000 pound rail e i not offered, the 70,000 pound
or 90,000 pound rail rate may be vsed. Freight charges for tubing will be calculated from Lorain, Ohio
and casing from Youngstown, Ohio.

(®) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus
transportation cost from that mill to the railwsy receiving point nearest the Joint Propeaty as provided
above in Psragraph 2.A.(1Xa). For tramsportation cost from points other than Eastern mills, the 30,000

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

(©) Special end finish tobular goods shall be priced at the lowest published out-of-stock price, fob. Houston,
Texas, plus tramsportstion cost, oeing Oif Ficld Haulen Amocistion interstate 30,000 pound truck rate,
ta the nailway receiving point nearest the Jaint Property.

(d) Mocaroni tubing (size lom than 2 378 inch OD) shall be priced at the lowest published out-ofstock prices
fob. the supplier plus transportation costa, wing the Oil Ficld Haulom Associstion irierstate trock mic
per weight of tabing d, to the railway receiving point nearest the Joint Property.

Line Pipe

() Line pipe movements (excopt size 24 inch OD and larger with walls % inch and over) 30,000 pounds or
more shall be pricod under provisiom of tubular goods pricing in Pargraph A(IXa) s provided above.
Freight charges shall be cakculated from Lorain, Ohio.

(b) Linc Pipe movements {(except size 24 inch OD) and larger with walls % inch and over) less than 30,000
pounds shall be priccd at Eastem mill published carlosd basc prices effective a3 of date of shipment,
plus 20 percent, phm tramsportation costs based on freight rates av set forth wnder provisiom of tubular
goods pricing in Parsgraph A(IX2) a4 provided sbove. Froight charges shall be csleulated from Lowai,
Ohio.

(c) Linc pipe 24 inch OD and over and % inch wall and larger shall be priced fob. the poimt of
manafactore st coment  new  peblished prices  plus  tramaportation cost o the milway receiving  point
nearest the Joint Property.

(@) Linc pipe, including fabricated linc pipe, drive pipe and  conduit not listed on published price lists shait
bcpricednquxiedyieespluﬁeiglﬂlothcnilw:ymcivhgpoiﬂmrukﬂn]o&d?mpqtymn
prices agreed to by the Partica.

Other Matcrial shall be priced at the current new price, in effect at date of movement, as listed by & reliable
supply dtore nearest the Joint Property, or point of uf; plua portation coats, if spplicable, to the
railway receiving point nearest the Joint Property.

Uruacd new Material, except tubulsr pgoods, moved fom the Joint Propety shall be priced at the coment
pew price, in coffcct on date of movement, a8 listed by a roliablc supply sorc nearcst the Joint Propaty, or
point of fs plos portation costs, if applicable, to the milway receiving point ncarest the Joint
Property. Unused ncw 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 reusc without reconditioning:
(1) Material moved to the Joint Property

At scventy-five percent (75%) of current new price, as determined by Paragraph A.
(2) Material nscd on and moved from the Joint Property

(3) At scventy-five pereent (75%) of currcnt new price, as determined by Paragraph A, if Materisl was
originally charged to the Joint Account as ncw Material or

() Al sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was
originally charged to the Joint Account as wsod Materist

{3) Maicrial not uscd on and maved 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 propesty.

Other Used Material

(1) Condition C
Materiat which is nrot in sound and srviccable condition and not suitable for its original fonction wetil
sfter reconditioning shall be priced at fifty porcent (50%) of cument uew price as  determined by

Paragraph A The cost of reconditioning shalt be charged 1o the recciving property, provided Condition
C value plus cost of reconditioning does not excecd Condition B value,
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(2 Condition D

Material, excluding junk, no longer suitable for its original puwpose, but usable for some other purpose
shall be priccd on # basis commensurate with its use. Operator may dispose of Condition D Material
under procedurcs normally used by Operator without prior approval of Nen-Oporators.

(a) Casing, tobing, or drill pipe used & line pips shall be priced ss Grade A and B scamlow line pipe
of comparablc size and weigtt  Used casing, tubing or drill pips utilized aa lme pipo shall bo
priced at used line pipe prices.

(b) Casing, ftubing or drill pipc used as kigher pressure service linos than standard line pipe, og
power oil lines, shall bo priced under normal pricing procedures for casing, tubing, or drill pipe.
Upsct tubular goods shall be priced on & non upsct basis.

(3) ConditionE

Junk shall be priced at prewailing prices.  Operator may dispose of Condition E  Material  under
procedures nommally utilized by Operator without prioe approval of Non-Operators,

D.  Obsolcta Material

Material which s sorviceable and usble for its original function but condition and/or value of wnch Material
itnotequivalem(othﬁwhichwwldju-t':fytpriceuprvvidedlb(msmybelpeeiallypicedulwdloby
the Patica. Such price should Towlt in the Joinl Accowt boing charged With the valus of the servica
rendered by wuch Material.

E.  Pricing Conditions

(€3] Loadingmmludiﬂgcod.lmybcnhngedmt}wloimmmal!hentcof!wmy-ﬁveeaﬂl(”t)
per hundred  weight on all tubular goods movements, in lica of actnal losding o unloading costs
rutained at the stocking point. The bove rte shall be adjusted as of the fint day of April cach year
following Jamuary 1, 1983 by the smc percemtage increase or decrsasc used to adjuet overhead rates in
Section T, Paragraph LA(3) Esch year, the mate calculated shall be rounded to the nearest oo and
shall be the ratc in effect until the fimt dsy of April next yewr. Such ratc shall bo published esch year
by the Council of Petroleum A ieti

(2) Material imvolving ercclion costs shall bc charged st applicable percentage of the cument knocked-down
price of now Material.

Premium Prices

Whenever Material i not readily obizinable at published or lised prices becsuse of national emergencies. strikes or other
umisual causes over which the Operator has no contral, the Operstor may charge the Joint Account for the required
Material at the Operator's actual cost i d in providing such Material, in making it sitable for wse, and in moving it
to the Jnint Property, provided notice m writing is fumished to Non-Oper of the proposed charge prioc to billing
Non-Op for such Matcrial Each Non-Operstor shall have the right, by so clecting and notifying Openator within
ten dsys after receiving nofice from Operator, to fumish in kind all or pat of his sharc of such Material suitable for use
and acceptable to Operator.

Warranty of Materisl Fumnished By Operator

Opecrator does not wamant the Material fumished. In casc of defective Material, credit shall not be passed to the Joint
Account until adjustment has been received by Operator from the manufactuscrs or their agents.

V. INVENTORIES

‘The Operator ahall maintain detaited recorda of C tlable Material.

Periodic Inventories, Notice snd Representation

At teasonable intervals, inventories shall be taken by Operator of the Joist Account Controflsble Material. Written notice
of intention to take imventory shall be given by Operator at least thity (30) days before sny inventory is to begin so that
Non-Operaton  may be rcpresented when any invemtory s taken. Failue of Non-Operators lo be ropresenied ot an
imventory shall bind Non-Operators 10 scoept the inventory taken by Operator.

Reconciliation and Adjustment of [nventories

Adjustments to the Joint Account resulting from the reconciliation of  a physicat inventory shall be made within eix
months following the taking of the inventory. Inventory adjustmcnis 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 Inventories

Special invenlories may be taken whenever there is any sle, change of interest, or change of Operator in the Joint
Property. It shall bo the ity of the party sclling to notify all other Parties ss quickly @ possible afier the transfer of
interest takes place. In such cases, both the sclier and the purch shall bc g d by such inventory. In cases
involving a change of Operator, all Partics shall be governed by such inventory.

Expense of Conducting [nventories

A The oxpeme of conducting periodic inventorica shall not be charged 10 the Joint Account unloss agieed to by the
Parties.

B. The expense of conducting spocisl inventories shall be charged to the Parties roquesting much invemtorics, except
inventories required due to change of Operator thall be charged to the Joint Account.
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