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SCHEDULE OF UNLEASED MINERAL
AND LEASEHOLD INTEREST

T-16-S, R-37-E
Section 28: E/2 NE/4
LEA COUNTY, NEW MEXICO

OWNER INTEREST ACRES STATUS
Felmont 0il Corp. .05625 4.5 Leased to
minerals Amerind
Sohio Petroleum Corp. .09375 7.5 Leased to
minerals Amerind
J.R. McGinley, Jr. .0104167 .8333
minerals
Cleroy, Inc. .0104167 .8333 -
minerals
Lanroy, Inc. .0104167 .8333
minerals
Shell Western E&P, Inc. .046875 3.75 R
Leasehold
Harry J. Schafer .0020833 .1666 Verbal Agree-
minerals ment, Lease to
Amerind
Dorothy Jeanne Van Zant .0078125 .625 Verbal Agree-
Sanders minerals ment, Lease to
Amerind
Pennzoil Company USA .1891825 15.1346 e
Leasehold -
/'/<
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SCHEDULE OF UNLEASED MINERAL
AND LEASEHOLD INTEREST

T-16-S, R-37-E
Section 28: W/2 NE/4
LEA COUNTY, NEW MEXICO

OWNER INTEREST ACRES STATUS
Felmont 0il Corp. .05625 4.5 Leased to
minerals Amerind
Sohio Petroleum Corp. .09375 7.5
minerals
J.R. McGinley, Jr. .0104167 .8333
minerals
Cleroy, Inc. .0104167 . 8333
minerals
Lanroy, Inc. .0104167 .8333
minerals
Shell Western E&P, Inc. .046875 3.75 — nu"“‘/L’be
Leasehold
Harry J. Schaler .0020833 .1666 Verbal Agree-
minerals ment, Lease to
Amerind
Dorothy Jeanne Van Zant .0078125 .625 Verbal Agree-
Sanders minerals ment, Lease to
Amerind




AMERIND OIL CO.

Authorization for Expenditure

Carter No. 1

At a legal location in the E/2 of NE/4
28 - 1oS - 37E
Lea County, New Mexico

To drill and complete in the Strawn Formation:

Pumping
INTANGIBLE Casing Point Completion Total
Drilling 11,600' @ $16.00 -$186,000 $ . $
Daywork - 3 @ $4,500 14,000
Drilling mud and water 30,000
Location and surface damages 25,000
Drill stem test - Strawn 5,000
Log and perforate 30,000 6,000
Cementing - surface 400 sx 8,000
- inter. 1,900 sx 15,000
- prod. 300 sx 8,000
Supervision 5,000 5,000
Geological 3,000
Contract services and equipment rentals 5,000 30,000
Completion unit (10 days @ $1,500) 15,000
Acid treatment - 5,000 gal MOD-202 10,000
Drilling and completion overhead 4,000 2,000
TOTAL INTANGIBLE : $330,000 $ 76,000 $406,000
TANGIBLE
Casing
Surface. 400' 13 3/8" 54.5# H40STC $ 6,000 $ $
Inter. 2,200' 8 5/4" 24.0# K55STC 20,000
2,100' 8 5/8" 32.0# K55STC 27,000
Prod. 11,600' 5 1/2" 20.0# NSOLTC 90,000
Tubing 11,400 2 7/8" 6.5# N8O T&C 42,000
Rods 25,000
Pumping unit 50,000
Pump, tbg anchor, etc 5,000
Wellhead 6,000 7,000
Tank battery & misc. 35,000
Electric power installation 7,000
TOTAL INTANGIBLE v $ 59,000 $261,000 $320,000
Contingencies 20,000 15,000 35,000
TOTAL $409,000 $352,000 $761,000
RECOMMENDED BY: APPROVED BY:
Date: jn.«. ralre Date:
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AMERIND OIL CoO.

Authorization for Expenditure

Carter No.

2

At a legal location in the W/2 of NE/4
28 - 165 - 37t
Lea County, New Mexico

To drill and complete in the Strawn Formation:
INTANGIBLE

Drilling 11,600' @ $16.00
Daywork - 3 @ $4,500
Drilling mud and water
Location and surface damages
Drill stem test - Strawn
Log and perforate
Cementing - surface 400 sx

- inter. 1,900 sx

- prod. 300 sx
Supervision
Geological
Contract services and equipment rentals
Completion unit (10 days @ $1,500)
Acid treatment - 5,000 gal MOD-202
Drilling and completion overhead

TOTAL INTANGIBLE
TANGIBLE

Casing
Surface 400' 13 3/8" 54.5# H40STC
Inter. 2,200' 8 5/48" 24.0# K55STC

2,100' 8 5/8" 32.0# K55STC

Prod. 11,600' 5 1/2" 20.0# N8OLTC

Tubing 11,400' 2 7/8" 6.5# N80 T&C

Rods

Pumping unit

Pump, tbg anchor, etc

Wellhead

Tank battery & misc.

Electric power installation

TOTAL INTANGIBLE
Contingencies

TOTAL

RECOMMENDED BY:

THLL S

Date:_',‘A'A. 2 /784

Pumping
Casing Point Completion Total
-$186,000 $ $
14,000
30,000
25,000
5,000 :
30,000 6,000
8,000
15,000
8,000
5,000 5,000
3,000
5,000 30,000
15,000
10,000
4,000 2,000
$330,000 $ 76,000 $406,000
$ 6,000 $ $
20,000
27,000
90,000
42,000
25,000
50,000
5,000
6,000 7,000
35,000
7,000
$ 59,000 $261,000 $320,000
20,000 15,000 35,000
$409,000 $352,000 $761,000

APPROVED BY:

Date:
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Recommended by te
Council of Petrolesm

w 80], TULBA  T7410% : Accountonts Societies ¢f

1.

North Americo

EXHIBIT "

Attached to and made a part of Operating Agreement dated
January..l..1985, between_ Amerind Qi) Co.. as Operator, and

Pennzoil Company.._et _al. as Non-Operator, covering T-16-
R-37-E, Sect{on 28: NE/4, Lea County, New_Mexng__S:

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS
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 operations 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 to be shared by the Parties.

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

“Technical Employees” 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 condi-

tions and problems for the benefit of the Joint Property.
“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

Statement and Billings

Operator shall bill Non-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 accompanied by statements which identify the author-
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep-
arately identified and fully described in detail.

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing
to reflect advances received from the Non-Operators.

Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (129 ) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joirt
Property is located, whichever is the XQan%eplus attorney’s fees, court costs, and other costs in connection wita
the collection of unpaid amounts. greaier,

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months followirg
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
writlen exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shzll
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevezt
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator's 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 year; provided, however, the making of an audit shall not extend tte
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of ths
Section 1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort o
cor.duct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Operz-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agresd
to by the Operator.

Approval by Non-Operators
Where wn approval or other agreement of the Parties or Non- eraé j W ui &w;;\ﬁzr 54-
tions of this Accounting Procedure and if the agrecment to \f‘hic thi ﬁ«ﬁfiﬁp JHO ﬁnﬁ AT ntzifs
ro contrary provisions in regard thereto, Operator shall notify all Nong‘?pe}:ﬁ-&q‘;g ??t‘M'QMaM I?,f.rﬂ,R?Sal. Rr
the agreement or approval of a majority in interest of the Non-(@peral <sirafl Becontrolling on all’ Non-Operi-

tors. . .
§ : L o
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I1. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1

2,

Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.
Labor

A, (1) Salaries and wages of Operator's field 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 Employees directly employed on the Joint Property if such charges are
excluded from the Overhead rates.

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage assessment is used, the rate shall be based on the Operator's cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion II.

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 2A of this Section II.

Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual

cost not to exceed twenty -three percent (23%), or the percent most recently recommended by the

ﬁﬂﬂﬂﬁlﬂ of Petroleum Accountants Societies of North America.

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
and is reasonably practical and consistent with efficient and economical operations. The accumulation of sur-
plus stocks shall be avoided.

Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limita-
tions:

A. If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed
to by the Parties.

B. If surplus Material is moved. to Operator’s warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties.

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
of $200 or less excluding accessorial charges.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
tract services of tecknical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consultant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by

the Parties.

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (85)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

B.. In .ieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 20<.. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator’s
gross regligence or willful misconduct. Opecrator shail furnish Non-Operator written notice of damages or lotses
incurrcd as soon as practicable after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgmen:s
and amounts paid ‘or settlement of claims incurred in or resulting from operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal sta!f
or fees oy expense of outside attorneys shall be made unless previously agreed to by the Parties. Al other lcgel
expernse is considered to be covered by the overhead provisions of Section III unless otherwise agreed to by the
Partice, except as provided in Scction 1, Paragraph 3.

N



10.

11.

12,

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thercof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties.

Insurance

Net premjums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men's Compensation and/or Employers Liability under the respective state’s laws, Operator may, at its electior,
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator’s
cost not to exceed manual rates.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section 1I, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

III. OVERHEAD

Overhead - Drilling and Producing Operations

i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:
( X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragreph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not ( ) be ccvered by the Overhead rates.

A. Overhead - F:xed Rate Basis

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

Drilling Well Rate $_4000.00
Producing Well Rate $400.00

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

(a) Drill:ng Well Rate . .
re-entry or be for a minimum of one month to _
[1] Charges for onshore/dnlling wells shall/begm on the date the well is spudded and terminate on

the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more consecutive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipmert
arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during susper.-
sion of drilling operations for fifteen (15) or more consecutljve days

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release, excef:
<hat no charge shall be made during suspension of operations for fifteen (15) or more consecutive
days.

(b) Producing Well Rates

[1]) An active well either produced or injected into for any portion of the month shall be considered
as a one-well charge for the entire month.

[2] Each active completion in a multi-completed well in which production is not commingled down
hole shall be considered as a one-well charge providing each completion is considered a separz:a
well by the governing regulatory authority.

[3] An-inactive gas well shut in because of overproduction or failure of purchaser to take the produc-
tion shall be considered as a one-well charge providing the gas well is directly connected to a pe--
manent sales outlet.

[4] A one-well charge may be made for the month in which plugging and abandonment operatio=s
are completed on any well.

[5] Al other inactive wells (including but not limited to inactive wells covered by unit allowatle,
lease 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 each year following the effective date of t-e
agreement 1o which this Accounting Procedure is attached. The adjustment shall be computed by mulii.
plving the rate currently in use by the percentage increase or decrcase in the average weckly earnings c¢
Crude Petroleum and Gas Production Workers for the last calendar ycar compared to the calendar yez:
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Flgld‘s Produz-
tion Workers as published by the United States Department of Labor, Bureau of Lal?or Statistics, or =2
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall te
the rates currently in use, plus or minus the computed adjustment.

—3




2.

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 8 of Section II and all salvage credits.

(b) Operating

e _Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
era! interest in and to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as des.ned in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

Overhead - Major Construction T0 BE NEGOTIATED

pans s, and any other project clearly discernible as a fixed asset required for the development and
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shzall
unt for Overhead based on the following rates for any Major Construction project in excess

A. 9, of total costs if costs are more than $ but less than § ; plus

B. but less than $1,000,000; plus
C 9, of total costs in excess of $1,000
Total cost shall mean the gross cost of any one project. Fer _the purpose of this paragraph, the component parts

of a single project shall not be treated separately and the cost of drillJing and workover wells shall be excluded.
Amendment of Rates
The Overhea

s-qnly by mutual agreement

1V. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-QOperator, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties.

1.

Purchases

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

Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-

counts:
A. New Material (Condition A)

(1) Tubula:- goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest
publishad price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available.

(2) Line Pipe
(2) Mcvement of less than 30,000 pounds shall be priced at the current new price, in effect at date of

movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

(b) Mcvement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV.

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliatle
supply store or f.0.b. railway receiving point nearest the Joint Properly where such Material is normaily

available.
B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property
{a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV,
(2) Mazterial moved from the Joint Property

(a) At seventy-five percent (75¢¢) of current new price, as determined by Paragraph 2A of this Section IV,
if Material was originally chaigcd to the Joint Account as new Material, or

— 4




(b) at sixty-five percent (659 ) of current new price, as determined by Paragraph 2A of this Section
1V, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%) of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until
after recondijtioning shall be priced at fifty percent (50%) of current new price as determined by Para-

graph 2A of this Section 1V, The cost of reconditioning shall be charged to the receiving property, pro-
vided Cendition C value plus cost of reconditioning does not exceed Condition B value.

(2) Condition D

All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval
of Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material. -

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

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

3. Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
required Material at the Operator’s actual cost incurred in providing such Material, in making it suitable for use,
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non-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 furnish in kind all or part of his share
of such Material suitable for use and acceptable to Operator.

4. Warranty of Material Furnished by Operator

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

V. INVENTORIES
The Operator shall maintain detailed records of Controllable Material.

1. Periodic Inventories, Notice and Representation

At reasonable intervals, Inventories 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 inven-
tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.

2. Reconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountable only for shortages due to lack of reasonable diligence.

3. Special Inventories

Special Inventcries may be taken whenever there is any sale or change of interest in the Joint Property. It shall
be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

4. Expense of Conducting Periodic Inventories

The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.




