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Councll of Petroleum I Accountants Sonletles

August 17,2022

COPAS Board of Directors

Standing and Special Committee Chairpersons
Society Presidents

Council Representatives

Re:  Notice of Fall 2022 Council Meeting

The 123" meeting of the Council will be held at 8 a.m. CST on Friday, October 21, to conduct
business as outlined on the attached agenda, as well as any other business that may be brought
before the Council. The voting items on the agenda meet the 60-day notice requirement. There
may be other items presented for vote that have not met the 60-day notice requirement and they
will be handled according to COPAS’ Bylaws. The noticed voting items are listed below with a
parenthetical indication of the vote required to approve that voting item.

2022 COPAS Spring Council Meeting Minutes (majority)

202X Model Form Accounting Procedure — MF-XX (2/3)

202X Model Form Accounting Procedure Interpretation — MFI-XX (2/3)

Employee Benefits Upper Limitation of 35%, effective January 1, 2023 (majority)
Election of (3) Board of Directors for 2023 - 2025 term (top 3)

Election of 2023 Nominating Committee (majority)

SNk

The Board of Directors will meet on Monday, October 17 from 1:00 p.m. to 5:00 p.m. CST,
Tuesday, October 18 from 8 a.m. to Noon CST, and from 1:30 p.m. to 5:00 p.m. CST on Thursday,
October 20.

Vice President Craig Buck will lead the COPAS Leadership Conference. It is scheduled from 1:00
p.m. to 5:00 p.m., Tuesday, October 18. The event is open to all COPAS members. An agenda will
be posted on the website when it is completed.

The full Council agenda and handouts are attached to this notice. They are also available on the
COPAS website. Please call Vanessa Galindo, COPAS Office Manager, if you have any questions
or need assistance in registering for the meeting. Registration is available by clicking the events tab
on the COPAS website. There you will also find the link to book your hotel under the group rate.

I look forward to seeing you all soon.

Sincerely,
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Dalin Error,
President
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Council of Petroleum

12374 Meeting

Council of Petroleum Accountants Societies, Inc. (COPAS)

The Westin Irving Convention Center at Las Colinas
Council Meeting Agenda
8 A.M. Friday, October 21, 2022
Call to Order
Welcome
Reading of COPAS Antitrust Policy
Roll Call

Minutes of Spring 2022 Meeting
Vote — Approval of Minutes (majority)

Financial Reports

COPAS 2022 Goals and Objectives
COPAS Board of Directors Report
Membership and Society Activity Report
Bylaws Committee Report

Research and Advisory Committee Report
Executive Director’s Report

Editorial Committee Report

Audit Standing Committee Report

Joint Interest Standing Committee Report
Vote — 202X Model Form Accounting Procedure — MF-XX (2/3)

Vote — 202X Model Form Accounting Procedure
Interpretation — MFI-XX (2/3)

Vote — Employee Benefits Upper Limitation of 35%, effective
January 1, 2023 (majority)

Education Standing Committee Report

PO Box 21272 « Wichita, KS 67208 + 303-300-1131 « fax 303-300-3733 » www

THE source of business and accounting solutions for the energy indus

Dalin Error

Dallas Society

Kirk Foreman
Kevin Launchbaugh

Kevin Launchbaugh

Kim Peyton

Dalin Error

Craig Buck

Craig Buck

Craig Buck

Melissa Gruenewald
Tom Wierman

Tom Wierman

Matt Pilkington

Patricia Ellington

Amy Whitley

.copas.org

try



copas

Council of Petroleum M Accountants Societies

Financial Reporting Standing Committee Report
Revenue Standing Committee Report

Small Oil & Gas Companies Standing Committee
APA® Program Report

CEPS Control Panel Report

John Jolly Memorial Fund Report

Desk & Derrick Liaison Report

University of North Texas Institute of Petroleum Accounting
Board of Directors Report

Ring of Honor
Eagle Award

Nominating Committee Report
Vote — Election of 2023 - 2025 Directors (3)
Vote — Election of 2023 Nominating Committee (majority)

Recognition of Retiring Board of Directors

Spring 2023 Council Meeting, COPAS Office
April 25 —27, 2023, Marriott Country Club Plaza
Kansas City, Missouri

Fall 2023 Council Meeting, Colorado Society
September 18 — 22, 2023, Cheyenne Mountain Resort
Colorado Springs, Colorado

Future Meetings
Spring 2024 Open

Fall 2024 San Antonio
Spring 2025 Open
Fall 2025 Open

Other Business

Adjournment

Ken Nollsch
Jeremy Norton
Howard Hong
Mike May

Cody Deckard
Carolyn Sczepanski
Carolyn Sczepanski

Carolyn Sczepanski

Dalin Error
Dalin Error

Dalin Error

Dalin Error

Tom Wierman

TBD

All Attendees
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Councnl of Petroleum I Accountants SOCIEtIES

Turning Energy Into Synergy

122" Meeting
COUNCIL OF PETROLEUM ACCOUNTANTS SOCIETIES, INC. (COPAS)
April 29, 2022 N
(N
San Luis Resort Galveston, Texas \\QV
e

A4
The 122°¢ meeting of the Council of Petroleum Accountants Societies, Inc. (COPAS) was

held on Friday, April 29, 2022 at the San Luis Resort in Galveston, Texas.,\
~\

Call to Order

President Dalin Error called the Council meeting to order at 8:03 @}{CST)

Jennifer Holt-McKellar thanked everyone for attending th€ 1 thg The Houston society
presented Jennifer with an award for her hard work org \'ll:\?g and planning the meeting in
Galveston. Ilene Grygar presented awards to the 3«:&3mes that contributed money for
the meeting in their Diamond group. Chevron, ngle‘éudlt and Ryan, LLC were recognized

for their generous contributions.
)
Antitrust Statement \

Rebecca Paris read the COPAS Antltr% atement

Roll Call
Secretary Kevin Launchbaug II‘ed the roll of Council Members. 14 of 25 Participating
Societies were present durin call. The following societies did not have a representative

present for the Council 2;-5 ing: Abilene, Acadiana, Anchorage, Appalachia, Ark-La-Tex,
Canada, Corpus Christ'Er ast Texas, Fort Worth, Kansas, Michigan, and New Mexico. A

quorum was prese.nt{\

\\U
Fall 2021 Cm@:ll Meeting Minutes

The minutes.of the 121% Council meeting held via Adobe Connect were distributed in the
60- day Ia)uee and presented for approval.

{hhentertamed a motion for approval of the minutes as presented. Tulsa moved and
Oklahoma City seconded the motion. Dalin asked if there was any discussion; hearing none
he requested a vote. The motion carried 14 - 0 - 0.

Financial Reports




Treasurer Kim Peyton presented the 2021 financial results, including the past five years trend
of revenues and expenses. Kim indicated that streams of revenue for COPAS are Products
and Publications, Member Assessments, Education, APA and Other. Kim also stated that
Products and Publications accounted for the majority of the income stream followed by
Member Assessments. Kim indicated that the PPP Loan was also included as a category,
but this is just a 2 year occurrence which was very helpful from a cash flow standpoint for
2021 and current year. While the PPP funds were received in previous years, the income
will not be recognized until COPAS receives Paycheck Protection Program (PPP) Loan
forgiveness.

5
S
Kim provided a breakdown of the 2021 operating revenue and expenses which J'anded
percentages for each type of expense and revenue source. Kim noted the shift '1®xpenses
from Education to marketing. Kim indicated that 2021 expenses were lowe&ue to the
decrease in travel related to COVID. Kim also presented the 2022 budget-with abreakdown
of anticipated revenue and expense source percentages. A\ ?\' :

Kim presented a graph showing the COPAS membership trend for@ecgast 5 years and noted
the significant decrease in membership for 2021 and 2022. iin also presented a graph
showing the COPAS Membership Assessment trend for(the-past 5 years and noted the
increase in the Membership Assessment rate. She also referenced the letter prepared by the
Board indicating the process for calculating the Mepa}a@ ip Assessment rate each year.

Kim presented the proposed COPAS Members ip Assessment rate of $105 for members of
Participating Societies, $140 for COPAS Limited Members and $25 for New Limited
initiation fees for 2023. Dalin entertailf motion to approve the 2023 membership
assessment rates as presented in the 60-®y\notice. Dallas moved and Tulsa seconded the
motion. Dalin asked if there was iscussion. Nancy Brown posed the question of
whether the increase in the assessiitent will have an unintended negative affect and decrease
membership. Kim responded that the Board feels that we should continue to follow the
procedure developed to ca]@@a the Membership Assessment. Nancy indicated that she
feels the Arkansas society. @ht see a decrease in membership with a COPAS Membership
Assessment at $105. ig stated that the membership dropped even when the Membership
Assessment stayea;’sf@a y. He also indicated that there are only two ways to keep the budget
steady — increase'mémbership or increase the Membership Assessment. Dalin indicated that
COPAS is fighting for its survival at this point in time, and that the increase in the
Member.sQL@Assessment increases our chances of surviving as an organization. Upon
discussiqn’eompletion, Dalin requested a vote, the motion carried 13 - 1 - 0.

CQAS 2022 Goals and Obectives
Dalin presented the COPAS 2022 goals and objectives as follows:

Membership
1) Increase COPAS membership by 10%
2) Liaise with struggling local society leadership to help re-engage members
3) Increase efforts to increase “value of membership” through discount offerings for
individual members and companies.
4) Actively advertise and educate regarding COPAS and COPAS membership to
petroleum accounting students and professors in key areas (Dallas, Houston,



Denver, OKC, Tulsa, etc.)

APA® Program
1) 25 new APAs®
2) Complete purchasable APA® review program for exam preparation
3) Engage current APAs® to recruit new candidates for the exam, including
discounts on dues or testing discounts for Societies/Companies reserving
multiple testing slots
4) Add a list of testimonials from current APAs to COPAS website

A
Education 2\
1) Complete the Revenue Audit course for Q3/Q4 presentation oO
2) Update current courses as needed to meet CPE standards »
3) Present one “Around the Block” or “Lunch-N-Learn” session each&lé r

NV
COPAS Publications N
1) AP 202X Council approval in Fall 2022 {
2) MFI-40 rewrite for Council approval in Fall 2023 Q ‘
3) Find “What’s Next” on our document frontier, eith{r’ n’Qr or reopened
4) Increase e-Publication subscriptions by 10% &
5) Increase CEPS subscriptions by 10% ) ¢/ O

Meeting Format/Scheduling/Participation g‘ :

1) Reinstitute the COPAS Mentoring\@’ogram; engage veteran past leaders to
serve in leadership mentoring rQ{e? including mentors to new Committee and
Subcommittee leaders (Deb zloff, Tammy Miller-Davison, Jeff Wright,
Wade Hopper, Nancy Brow )

2) Identify and engage @t~-least five new/recent members for near-term
organizational leadersh%roles

COPAS Board of Directdrs Activity Report
Craig presented the B of Directors Activity Report. Since the last report given at the
Fall 2021 Counc%.\’-n'é:oting, the Board has met multiple times.

The Board m ecember 6, 2021, and took the following actions:
. Aﬁpﬁved the July 12, 2021 and August 18, 2021 Board meeting
minutes.
“Approved a COPAS member vs. Non-member pricing for ePublications.
\> Approved COPAS Accounts advertising price increases.
e Approved a Board meeting date change from March 17, 2022 to March 23, 2022.
e Approved the COPAS National Office holiday schedule.
e Approved the Board liaison assignments for 2021 —2022.
e Approved the COPAS President goals and objectives for 2021 — 2022.

The Board met January 21, 2022, and took the following actions:
e Approved the December 6, 2021 Board meeting minutes.



e Approved the COPAS Economic Factor workers’ compensation calculation
renewal.
e Approved the COPAS Membership Assessment rates.

The Board met February 16, 2022, and took the following actions:
e Approved the 2022 COPAS Budget.
e Approved the 60-day notice for the Spring 2022 COPAS meeting.

The Board met March 4, 2022 via email, and took the following actions: N .
e Approved the Initial Project Notification Form for the Education Committee&
proposed Training Reference project for the COPAS Model Form Accol{@zg

Procedures Cross-Reference. b

N
L
The Board met April 25, 2022, and took the following actions: oY
e Approved the January 21, 2022, February 16,2002 and Mard@) 2022 Board meeting

minutes. \L\\
e Approved the formation of the COPAS Mentorilfg @Visory Program with Deb
: )]
Retzloff as the chair.

e Approved moving to one in-person Fall CO national meeting and 3 virtual
national meetings each year (spring, summ\ér{ln winter).

The Board met April 28, 2022 and took the wing actions:
e Approved the registration fee for the'Fall 2022 COPAS meeting.
e Approved an in-person Spring COPAS meeting.

Membership and Society Sup ()Yt"’
Craig Buck reported that the @y Self-Assessments were sent out to Society Presidents
in February and that all 25soeieties returned the forms. Craig stated that 5 societies were
not in compliance in 2021\ Fhe Board is working with 4 of the societies in an effort to bring
them back into comp{%ce.

N
The Abilene sociéty has indicated that they do not wish to continue as a COPAS society.
Dalin elgir;g':? a motion to suspend the Abilene Society as a Participating Society. Tulsa
moved and ¢ lahoma City seconded the motion. Dalin asked if there was any discussion.
Dalin jndiéated that suspension will remove Abilene from voting and eventually lead to the
di@l@on of the society. The motion carried 14 - 0 - 0.

Bylaws Committee Report
Craig indicated that there was no new business to report for this committee.

Leadership Conference Report

The leadership conference was held on Tuesday, April 26" from 1:00 to 5:00. There were
54 members in attendance. The meeting kicked off with reading the COPAS Antitrust
Statement, followed by introductions and recognition of first-time attendees. Our first
speaker was Deb Retzloff who discussed COPAS Mentoring, Keeping Mentoring Viable in
All Meeting Environments. She provided a brief background of COPAS’ mentoring efforts




Pre-Pandemic. Deb followed that up by discussing opportunities to expand mentoring in a
virtual meeting environment. She concluded by breaking the attendees into groups and
having them list potential action plans to offer virtual mentorship at their local societies.

Our second speaker was Wade Hopper who presented on Parliamentary Procedures,
specifically Robert’s Rules of Order. During his presentation, Wade listed the traits of
effective leadership, described methods for planning and executing effective meetings, and
concluded by discussing the formal steps in handling a motion.

Our last speaker was Christle Butler, who discussed steps in planning a National M%[ing
and provided unique insights on effective methods to garner sponsorships. Christ red
her firsthand experiences in planning the National Meeting in Washington D. o@ld went
into detail on several items that were to be different for that meeting than previous ones.
)
First Timers’ Breakfast Report A\ ?\' N
The First Timers’ Breakfast was held on Wednesday, April 27" frem.6:30 - 8:00. Of the
total 36 registered as First Timers for the conference, 25 were in a%gnce. All but 1 of the
29 Mentors registered were also in attendance. The Commi hairs or their assigned
Board Liaisons provided excellent consolidated reports Of when their committees were
meeting this week and what issues or publications woul@e discussed.
y

Everyone participated in the getting to know ohf‘gavenger Hunt” and Deb Retzloff
provided a few clues as to where scavenger huP{gnswers could be located and hints as to
individual mentors, Board members, and hostifig society representatives who could help out.
Tom Wierman also took a group photo ofthe-First Timers that will be included in a future
ACCOUNTS edition. The first and secé place finishers of the Scavenger Hunt received
gift cards at the Banquet Thursday n@g)

O~

Research and Advisory Committee Report
Melissa indicated that there‘@g‘{lo new business to report for this committee.

Nominating Committee™ -

Melissa indicated.thatthe Nominating Committee lost a member and the Council needed a
recommendation\fof the Nominating Committee. OKC nominated Carolyn Szcepanski.
Dalin entertai a motion to appoint Carolyn to the Nominating Committee. Arkansas

moved and allas seconded the motion. The motion carried 14 - 0 - 0.
N

@(ﬁye Director’s Report
Tom Wierman was not present at the Council meeting for personal reasons. Melissa read
Tom’s Executive Director’s Report.

I apologize that I am unable to be with you this morning. A big thank you to Melissa
Gruenewald for making my reports today, and to Vanessa Galindo for taking care of the
loose ends following the meeting.

It was SO great to see everyone after all this time. I know you all enjoyed seeing each other
as well. T hope to dedicate a few pages of the Summer ACCOUNTS to photographs. A big



thanks to Houston for your patience in the on-again, off-again meeting situation. The
meeting was fantastic.

This was our first meeting without Angie, at least in-person. She is doing well and loving
her new job. She sends her greetings to everyone. Vanessa has taken on the administration
and execution of our educational programs and is doing phenomenal. A BIG thank you to
her for that.

I wanted to explain the video crew that was here on Thursday. We are working on two
marketing videos. Both focus on recruiting, but one is more for general inquiry and seciety
use and the other will be available to help companies who are not members under&& the
value and benefits of being a COPAS member company. ,o\
Along with the video, you’ll soon see some website changes. Our board éeﬁ#gs for some
time now have a “Big Rocks” discussion. During this time we have an epp rtuﬁity to discuss
a pressing situation or to think about and plan for the future. At our December board meeting
we got off on marketing. We were asking what we could do«to.address the declining
membership trends and found a vein that really led us to be hnderstand our audience.
From that our marketing company helped us to identify @ﬁey areas and in February
settled on a plan to start marketing to Audience “A” (the under 30’s) and Audience B (the
experienced members). These groups search websites rently, so we envisioned changes
to our site to cater to those audiences. I anticipate thﬁt by mid-Summer we’ll be rolling out
a different look to our website, with these group?q mind. We also experienced a hiccup in
a website enhancement our marketing co y was testing. What was to be a small,
controlled website update turned into telling-most of you that you needed to renew your
membership. Uh, yeah, we see some o@ou shaking your head yes. That was a frightful
few hours. We got everything stoppébut I realized from reading some passionate emails
from members (including copies ‘0f-cancelled checks!) you really value your membership
and felt threatened that it might not be in effect. That was my a-ha moment and it was a
great message to take to the‘&ting meeting where we were discussing our next steps.
As we progressed with the'changes we identified Audience “C” that being the non-member
companies. We’re working on resources that we can use to make company visits and explain
the organization. ,THank you to those members who helped us in the video interviews, or to
those of you who.ditin’t mind having a camera in your face during a committee meeting or
break. I’'m excited to see the finished product but knowing we have a lot to do to get there.
Along wi Q site changes we recognize that not everyone has time to read an email, but
1f a text@gwes you are quick to grab your phone to read that. We won’t bombard your
unnecessary texts, but we envision texting as a way to quickly connect you to
thing important, like the release of the 2022 economic factors. (Now economic factors
web page that is racking up the page visits!) We have a decent response to our request
of providing your cell phone but we extended our contest until May 6. We have a $100 gift
card and four personalized insulated drink cups to award, in a random drawing, on May 9.
Please text COPAS to 833-597-0023 for your chance to win.

Our Oil and Gas Accounting Podcast that I co-host with Phil Sherwood is to about 8,000
downloads and 30+ episodes. It’s been much more fun than I anticipated, and we have a lot
of fun putting that together. Phil’s team does the heaving lifting in editing the final product



and managing the distribution of the episodes. I’d love for you to give me topical ideas and
or potential guests we should have on.

For those of you who have been longing for an APA® review course, I planted a stake in
the ground and started summarizing the vast study material into something more condensed
and useful. It’s well underway, but also has work to be done. I feel like I can relate to what
a project team goes through. Please stay tuned for that. I anticipate that we’ll be ready for
the September exam window.

A thank you to Rick Jones and Cindy Heymans for conducting the 2021 financial r
They will be looking to hand this off to another set of volunteers after performmg the& 1ew
for two years.

ePub renewals were due March 31. That is going well, but several co %s have not
completed that renewal yet. Don’t lose your access to this important I\te ial. If you fail to
renew you have to begin a new subscription and a substantially hlg@r price. If you don’t
know that status of your subscription, contact the COPAS office. K

\ S
Education is going well. I mentioned earlier that Vanessg hds-taken the administration of
that on. Some of the courses have been repackaged 2022 and we have had good response.
If you need education, and the course you are interested is has already run, call the office
and ask to buy the recording. CPE can’t be granted f'or viewing the recording on your own,
but you can obtain the knowledge that you are 1 ng for. Our course content is top-notch.
We can also address your training needs use if you have the need. Call us for a
discussion of what training you are lookln{%)r and a price quote.
It's been my privilege to be your E Ve Dlrector for the last 10 years. I began my 11%
year on March 1. If there is anything that we can help you with, please contact the office.
We’d love to help. (o
Editorial Committee Re
Melissa stated that the deadline for COPAS Accounts is May 6. Melissa indicated that Tom
Wierman hopes to.#icltide many pictures in the next installment of COPAS Accounts and
asked that the m mbErship send any pictures taken during the COPAS Spring meeting to

him. @

Audit St dlng Committee Report

T}ﬁ nterest and Audit Standing Committees had a joint morning session on Thursday,
28™ that commenced at approximately at 8:00 AM (CST). There were 114 attendees

frg& 14 societies. The COPAS Antitrust Statement was read.

The joint session began with introductions and recognition of First Timers. Deb Retzloff
recognized the MFI-57 drafting team. Next, we had a social event of bingo networking.
This networking event was a way to celebrate our first in-person meeting since 2019 and
provided an opportunity for the committee members to get to know one another a bit more
and mingle. Education Committee updates were provided by Amy Whitley. A CEPS
overview and update was given by Cody Deckard. A presentation/discussion was led by
Matt Pilkington about the COPAS Publication Review Initiative.



After the JI and Audit combined session on Thursday, April 28", the Audit Committee met
separately. Matt Pilkington commenced the meeting at 10:30 AM (CST). There were 66
members in attendance from 11 societies and 36 companies. The COPAS Antitrust
Statement was read. Lucas Vaughn gave the Emerging Issues Subcommittee Report, which
included three case studies and a lightning round. Carolyn Sczepanski gave the COPAS
Board of Directors’ report.

We reviewed the audit committee charter and voting procedures, and voted and approved
the following:

1. Fall 2021 Meeting Minutes (Acclamation) .O
2. Winter 2022 Meeting Minutes (Acclamation) b
3. Audit Per Diem Rate Effective April 1, 2022 (Majority) o\ ™
4. Model Form-XX 2022 Accounting Procedure (Majority) . \7\' N
5. Model Form Interpretation-XX 2022 Accounting Proce@e (Majority) - As
amended by the Joint Interest Committee C
O

We had a discussion on how audits and the audit process ha{é ged over the past two years
and discussed some positives and negatives and ongoing &hallenges. The meeting adjourned
at 12:06 PM (CST). y
(CST) ¢0O

Joint Interest Standing Committee Report 8\ :

The Joint Interest and Audit Standing Com '?j:s had a joint morning session on Thursday,
April 28", There were 114 attendees fQ 4 societies. The joint session began with
introductions and recognition of Fl%?“s Deb Retzloff recognized the MFI-57 project

team. Next, we had a social event ingo networking. This networking event was a way
to celebrate our first in-person mgeting since 2019 and provided an opportunity for the
committee members to get ter.know one another a bit more and mingle. Education
Committee updates were pr@ ed by Amy Whitley. A CEPS overview and update was
given by Cody Deckard, A{presentation/discussion was led by Matt Pilkington about the
COPAS Publication Revjew Initiative.

AR\

After a break, tlg Joint Interest Standing Committee met independently from the Audit
Standing Con@ttee and Patricia Ellington commenced the meeting at 10:34 AM (CST).
There wg:(e\g attendees from 13 societies.

N
T(Q@}sghe gave the COPAS Board of Directors Report. Cody Deckard gave an update
on the Vehicle Rates Subcommittee and Danyelle McClellan gave an update on the Materials
Subcommittee. A few members gave a brief description of the duties of the Materials
Subcommittee as they are looking for a few volunteers. Three people have volunteered to

join the Materials Subcommittee.
The Joint Interest Committee voted on numerous items:
e Approval of Model Form-XX 2022 Accounting Procedure — 2/3rds required

e Approval of the Amended Model Form Interpretation-XX 2022 Accounting
Procedure — 2/3rds required



e Approval of the calculated increase in Overhead Adjustment Factor of .4% —
Unanimous
e Approval of the recommended Loading/Unloading Rate at $.93 per hundred weight—
Unanimous
e Approval of the recommended Workers” Compensation Manual Rates - Unanimous
e Approval of the recommended Excluded Amount of $2,300 — Unanimous
e Approval of the recommended Vehicle Rates — Unanimous
e Approval of COPAS JI Standing Committee Minutes for Fall 2021 — Unanimous
e Approval of COPAS JI Standing Committee Minutes for Winter 2022 — Unanimous
\
The voting began with the Model Form-XX 2022 Accounting Procedure. The Aﬁémting
Procedure passed unanimously. The amended version of Model Form Interp& ion-XX
2022 Accounting Procedure was passed with a 12-1 vote. The economic fac Wnd meeting
minutes were passed by acclimation. During the voting process there was-atdiscussion on
how the overhead adjustment factor is calculated. There was sonie_concern the small
increase (.4%) in overhead is not reflective of the current 1nﬂat10n€zﬁe and that operators
may not be fully recovering their costs. It was further explained‘that overhead is primarily
based on labor statistics and calculated on a one-year lag, not take into account the
current rate of inflation. The meeting adjourned at 11:28 zlt/l%ST)

Education Standing Committee Report Z O

The Education Committee met Thursday, Apri ~Z§ 2022 Amy Whitley commenced the
meeting at 3:30 PM (CST). The committee diScussed the COPAS Accounting Procedure
summary project, and the committee hopes @ake good progress on the project by the Fall
2022 COPAS meeting. The meeting wa _?ourned at 5:00 PM (CST).

Financial Reporting Standing andSmall Oil and Gas Companies Committee Reports
The Financial Reporting and Small"Oil and Gas Companies Committees met jointly on
Thursday, April 28th. The meéting was called to order by Nancy Brown at 1:30 PM (CST)
who also read the COPAS~Aatitrust Statement. Kirk Foreman and Kim Payton gave the
board report for their {eﬁﬁctive liaison committee assignments. Ken Nollsch briefly
addressed the group a@hair of the Financial Reporting Committee. Nancy then introduced
Howard Hong ag™the new Chair of the Small Oil & Gas Committee. Howard is already
known to most as ‘the former vice chair of the committee. The meeting was then turned over
to Howard. é
O

After traditional networking session. Howard introduced the first presenter. Dustin
Babbitt-with BKD held an open presentation and discussion on Innovation. After a short
break, Ken called the meeting back to order and introduced the second presenter. Gregg
Laswell with Opportune gave an in-depth presentation about Acquisition Due Diligence.
The meeting was adjourned at 3:50 PM (CST).

There were 24 attendees from & different societies. There were 2 hours of CPE credits
offered.

The committees discussed plans to expand this meeting to include 3 hours of CPE in the fall,
and in continued fall meetings.



Revenue Standing Committee Report

The COPAS Revenue Standing Committee and the Revenue Subcommittees held our first
conference back in person this week on Wednesday and Thursday, April 27" and 28%,
respectively. On Wednesday, Rebecca Paris provided the COPAS Board of Directors
updates including letting us know that the Board has approved one in person meeting per
year. The Committee then began our CPE presentations with topics ranging from the impacts
of crypto mining on an oil and gas lease to legislative updates. Over the two-day period, we
had nine (9) different presentations offering ten (10) hours of CPE. Both days were well
attended with thirty — six (36) in attendance on Tuesday and forty (40) on Wednesday from
ten (10) different societies. (;)\

Wednesday morning, we resumed the COPAS tradition of introductions at our fi person
meeting in two years. This was very exciting to get to hear from everyone and§¢g'some new
faces. After Rebecca’s Board of Directors update, we launched into our fit ;\ gentation of
the day on crypto mining on oil and gas leases and potential issues, that{it can cause. We

followed that presentation up with a virtual presentation from Office of Natural
Resources Revenue where we learned about the system moderm(a n project, they have
upcoming. ®

Thursday was a full day where we offered seven (7) hours of ()JPE and did COPAS business
as well. We began with a discussion of issues that can at the points where upstream and
midstream entities intersect. Our very own Dan Hodgson (Chair of the Midstream
Subcommittee) and Melissa Gruenewald (curre it GOPAS Director) led and facilitated this
lively discussion. Following their presentatio 1a Downing with Martindale Consultants
provided us a thorough overview of what é&»{pect in the different types of revenue audits
and things to look for when conducting tl@l.\We then gained an understanding of the history
of Galveston and its future from Nei rphy with the Galveston Island Park Board. Nate
Wolf, our subcommittee chair forvt Regulatory Affairs, stepped us through pending and
passed legislation at the state ]%el that could impact oil and gas production and severance

taxes. ‘Q

After lunch, Mark Fi with Rice University provided us a strategic view of the oil and
gas sector as it curténtly exists, and we discussed where things could go in the future. He
reminded us that thelonly thing that is certain is that the future is uncertain. Following Mark’s
presentation, @ndy Keith with the Texas Comptroller’s Office gave us an update on two
new prog that are available to Texas severance tax payors, the rate per MCF marketing
cost dedec;’)on and the managed audit.

I'weapped up the day with a discussion on the Accounting Procedure and Model Form
Inkfpretatlon discussion. We reviewed the provisions from the AP and MFI that impact
revenue and noted the amended version of the MFI that was passed out of the Joint Interest
and Audit committees. We held a vote in the Revenue Committee where we had eight (8)
voting societies in attendance. All eight voted in the affirmative to pass both the AP and
MFI. Following the vote, I provided an update on pending and passed legislation that could
impact royalty reporting. Following the presentation, the Revenue Committee adjourned.

I would like to say a big THANK YOU to PASH for organizing and hosting our 60™
Anniversary conference in Galveston this week! We learned a lot and had some good fun
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along the way! Also, THANK YOU, to Tom and Vanessa in the COPAS office for
coordinating our CPE and all that you do for us in COPAS!

APA® Program Report
Mike May provided an update on the APA® Program.

The Board of Examiners met Tuesday from 1:00 to 4:00 PM (CST). Mike May, Dan
Hodgson and Vicki Cromer on site. Other members participated through Zoom.

Tom Wierman, Melissa Gruenewald and Vanessa Galindo were present for discussion{gthe
viability and effectiveness of the exam review course. Topics and points of diseussion
during the meeting included the following: 1) Is the material presented in the ¢ @e on the
exam without obvious teaching to the exam? 2) The need to maintain the int‘%rity of the
exam by not giving too much information to COPAS was included in ¢hé\discussion. 3)
Discussion with BOE member who recently passed the exam 1ndlcate§~{he eview course did
present material needed to pass the exam.

Discussion among the BOE members included additional \eting opportunities. The
importance of recruiters and company hiring departments @c ing the APA® on their job
posting was discussed. Work continues for the validation 6f'exam questions referenced in
the Oil and Gas Accounting Manual. Form 2 of the;e (amt will be administered for the first
time during the May window. ~ {

O

Additional discussions during the conferene¢e,with recent exam takers gives anecdotal
evidence that the review course does 11101{ e correct materials and is an effective tool.
The BOE recommends that COPAS bee)@narketmg the review course including a fee to be

charged to the test applicants. 0

S
Melissa G. stated that they hope to*have the APA® Review Program developed by summer
2022. Mike also presented . ® certificates to the most recent test passers Ruth Strange

and Steven Oaks and recognged Melissa G. for her assistance with the APA® Program.

Vanessa Gahndo(;pr&@d an update on the APA® Program including the APA® Review
and noted the testing ‘window in J uly.

CEPS CQKQ)%anel Report
Cody D c}ard provided an updated on the CEPS Control Panel. The Panel has not made
@(@tmen‘[s in 2022 as the 6% increase threshold has not been reached. If it is reached
or exceeded, a corresponding adjustment will be made. The Panel will meet again in
Au st to administer and distribute the surveys.

Industry Liaison Report
Carolyn presented the Industry Liaison Report.

Association of Desk and Derrick

The Association of Desk and Derrick Clubs was formed over 70 years ago. For the past few
years, it has faced the challenges of diminishing membership renewals similar to other
professional organizations. Lack of individuals willing to serve in leadership roles has
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resulted in the disbanding of some Clubs. The various Clubs in the organization continue to
try different types of meeting and meeting formats to draw upon new potential members.

John Jolly Memorial Fund

Mr. Hojoong Kim was selected as the John Jolly Fellow for 2022. He is a doctoral candidate
in Department of Accounting at UNT. As a John Jolly fellow, Mr. Kim is doing research in
the Oil and Gas industry and will be publishing his results. The topic of his research is “How
do oil price changes relate to investment efficiency in the oil and gas industry.”

The Institute of Petroleum Board N\ .
Due to the demand from industry and accounting firms, the Institute for Pq@kum

Accounting (IPA) is developing more graduate courses. .

\
IPA was approved for a Certificate program in Energy Accounting at UNT, )dltlining the
course work details are in process with a launch date likely in Fall 20?{. \7"' N

An Oil and Gas Accounting course is being offered at Graduate levclq;a) Fall 2022. Dr. Akhil

Kumar is the instructor. OQ\
IPA continues to collaborate and work with the AICPA,{& and COPAS of Dallas.
y

Fall 2022 Meeting ¢ /O
Jeff Wright announced the next meeting wi?‘d at Westin Irving Convention Center at

Las Colinas in Irving, Texas from OctoberI7, 2022 through October 21, 2022. The
registration fee will be $325 and the room ra 11 be $209 per night. Jeff anticipates having
a similar schedule as the Spring 2022 m rfg in Galveston. They hope to offer 2 live CPE
events including a potential lunch a rn. The reservation link will be available in the
next couple weeks. Jeff also shO\‘e promotional video for the meeting.

Future COPAS Meetings %
Tammy provided an updafs %n the Fall 2023 COPAS meeting hosted by the Colorado
society. The meeting will*b€ held in Colorado Springs at the Cheyenne Mountain Resort.
Tammy stated that the hotel rate will be $189 per night. The meeting will be September 18,
2022 through Seftember 22, 2022.

Dalin prov&%n update on the Board’s decision to hold one in-person COPAS meeting
and 3 virtndl COPAS meetings going forward. Dalin discussed the Spring 2023 COPAS
meeting and indicated that no societies have volunteered to host that meeting. Dalin opened
th&pportunity up to the Council to see if any societies were willing. Nancy Brown
indicated that Arkansas may be willing to host the meeting if another society was willing to
work with them. Nancy did indicate that she was in discussions with some other societies
regarding co-hosting. Dalin indicated that if Arkansas was able to do so, the COPAS
National Office and Board would assist Arkansas to organize and plan an in-person Spring
2023 meeting. If not, the Board in conjunction with the COPAS National Office would host,
organize and plan the Spring 2023 meeting as an in-person event. Dalin indicated that the
COPAS Board and National Office will not host or plan any in-person national meetings
after the Spring 2023 meeting, and all such meetings will be virtual.

12



Dalin indicated that there are no hosting societies for the Spring 2024 or Fall 2024. Kirk
Foreman indicated that San Antonio may be willing to host the Fall 2024 meeting. He
indicated that he is going to attempt to get another society to assist with the organization and
planning of that meeting.

Vanessa Green indicated that the Tulsa society would be willing to host the Fall 2029
meeting, as that will be the 100™ anniversary of the society.

Other Business

There was no other business presented. (;)\
Adjournment QO

N\
Dalin entertained a motion to adjourn, Tulsa moved and Arkansas second@%‘ﬁhé%otion. The
motion carried 14 - 0 - 0. The meeting was adjourned at 9:41 AM (CS{Q.

Respectfully Submitted, \

\»
Rewin Launchbaugh (';O

COPAS Secretary \
,,O

2,
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COPAS 202X Accounting Procedure

EXHIBIT « ”

ACCOUNTING PROCEDURE
JOINT OPERATIONS

Attached to and made part of

I. GENERAL PROVISIONS

1. DEFINITIONS

The following capitalized terms have the meaning ascribed to them in this Section I.1. However, if the
term is expressly defined in the Agreement, the definition in the Agreement controls.

“AFE” means an Authority for Expenditure prepared by a party to the Agreement for thé i % of
estimating the costs to be incurred in conducting an operation under the Agreement. \ g
.

“Affiliate” means for a person, another person that controls, is controlled by, or is under common control
with that person. For the purposes of this definition, “control” means the oﬁmp by one person,
directly or indirectly, of more than 50% of the voting securities of a corporati&l orpfet other persons, the
equivalent ownership interest (such as a partnership interest), and “person”. means an individual,
corporation, partnership, trust, estate, unincorporated organization, association, mther legal entity.

“Agreed Interest” means interest, compounded monthly, at the ratxer anpum equal to the prime rate
published by The Wall Street Journal, or by the Federal Reserve if The Wall Street Journal is not
published, on the first business day of the month in which payment is“due, and afterwards on the first
business day of each succeeding month, plus three percentage points. If the aforesaid rate is contrary
to any applicable usury Law, the interest rate will be the maximum rate permitted by Law.
®

“Agreement” means the operating agreement, farmo»égreement, or other contract between the Parties
to which this Accounting Procedure is attaghed. y

“Catastrophe” means a sudden calami ouileﬁ bringing damage, loss, or destruction to property or the
t, explosion, fire, storm, hurricane, or other disaster.

environment, such as an oil spill, &
“Controllable Material” means\Material that, at the time of acquisition or disposition by the Joint
Account, as applicablﬁi is s‘) c@iﬁ&l by the Council of Petroleum Accountants Societies, Inc. (COPAS).

“Environmental/Project” means a project to investigate and remediate environmental conditions, or
to prevent envirommental' claims, that is necessary and proper for the direct benefit of the Joint
Operations. Environmental Project does not include routine operations, such as exploration,
appraisal, dévelopment, production, maintenance, repair, Major Construction projects, or Catastrophe
projects e,

e
“Field !) ”” means a structure, or portion of a structure, whether a temporary or permanent installation,

Xprimary function of which is to directly serve operation of the Joint Property and which serves as a
s

taging area for directly chargeable employees and contractors who operate the Joint Property.

“First Level Supervision” means those individuals whose primary function in Joint Operations is the
direct oversight of directly chargeable employees and contractors who operate the Joint Property. First
Level Supervision functions may include:

e Responsibility for employees and contractors engaged in field operations activities, such as
production operations, maintenance, construction, well remedial work, equipment movement
and drilling

Responsibility for day-to-day direct oversight of rig operations

Responsibility for day-to-day direct oversight of construction operations

Coordination of job priorities and approval of work procedures

Responsibility for optimal resource utilization (equipment, Materials, personnel)
Responsibility for meeting production and operating expense targets

Representation of the Parties in local matters involving community, vendors, regulatory
agencies, and landowners, as an incidental part of the supervisor’s operating responsibilities

1
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COPAS 202X Accounting Procedure

e Responsibility for all emergency responses with employees and contractors who operate the
Joint Property

e Responsibility for ensuring employees and contractors operate the Joint Property in compliance
with company policies and procedures

e Responsibility for employment decisions and performance appraisals for employees who
operate the Joint Property

e Oversight of sub-groups for operations functions such as electrical, HSE, communications,
instrumentation, measurement, which may have group or team leaders.

“HSE” means health, safety, and environment.

“Joint Account” means the account showing the charges paid and credits received in the conduct of the
Joint Operations that are to be shared by the Parties, but does not include the account pertaining to volumes
or proceeds attributable to hydrocarbons and by-products produced under the Agreement.

“Joint Operations” means all operations necessary or proper for the exploration, ,appraisal,
development, production, protection, maintenance, repair, abandonment, and restoration of the Joint

Property. .
’ Q‘y
“Joint Property” means the real and personal property subject to the Agreement, reg@ss ocation.

“Laws” means any laws, rules, regulations, decrees, and orders of the United S f America or any
state thereof and all other governmental bodies, agencies, and other authoritigs having jurisdiction over
or affecting the provisions contained in or the transactions contemplated by the Agreéement or the Parties
and their activities and operations under the Agreement, whether such daws I,N exist or are hereafter
amended, enacted, promulgated, or issued.

T,
“Major Construction” means a project to construct and install /expand, or modify fixed assets, beyond
the wellhead, that are required for Joint Operations, or tlb-disman%gnt, abandonment, removal, and
restoration of platforms, production equipment, and otherjoperating facilities.
“Material” means personal property, equipmenf supplieXr consumables acquired or held for use in
Joint Operations. @ y

F

“Non-Operators” means the Parties other than thetperator.

o
“Offshore Facilities” means platfor% sr?ace and subsea development and production systems, and
other support systems such as oiltandigas handling facilities, living quarters, offices, shops, cranes,
electrical supply equipment and s‘,&ls, fuel and water storage and piping, heliport, marine docking
installations, communicationsfacilitics, navigation aids, and other similar facilities necessary in the
conduct of offshore).lﬁat‘)n§l of which are located offshore.

“Operator” means the Pafty designated pursuant to the Agreement to conduct the Joint Operations.
~ .o, . . . .
“Parties” means legal entities signatory to the Agreement or their successors and assigns. Parties are
referred to ifdividually as “Party.”
W

“I{arti(ipati g Interest” means the percentage of the costs and risks of conducting an operation under
e Agreement that a Party agrees, or is otherwise obligated, to pay and bear.

“Payl(oll Burden and Benefits” means payroll-related costs other than salary and wages, such as payroll
taxes, employee benefits, workers’ compensation insurance, unemployment taxes, and time-off pay.

“Personal Expenses” means costs for transportation, meals, lodging, temporary living accommodations,
relocation, and other expenses reimbursed under the usual practice of the Operator or its Affiliate, as
applicable.

“Remote Technology Center” means a facility, regardless of location, having dedicated technical and/or
operations staffing, that directly monitors and/or controls Joint Operations on a real-time basis.

“Shore Base Facilities” means onshore support facilities that provide such services to the Joint Property
as a receiving and transshipment point for Material; debarkation point for operations personnel and
services; communication, scheduling, and dispatching center; and other associated functions serving Joint
Operations.

COPAS 202X Model Form AP
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COPAS 202X Accounting Procedure

“Technical Services” means engineering, geosciences, or other professional services (such as those
performed by engineers, geologists, geophysicists, HSE specialists, technicians) that handle or address
specific operating conditions or problems for the benefit of Joint Operations. Technical Services also
includes design and drafting. Technical Services does not include those functions specifically identified
as overhead under the second paragraph of Section III (Overhead).

2. STATEMENTS AND BILLINGS

The Operator shall bill each Non-Operator on or before the last day of the month for its proportionate
share of the Joint Account for the preceding month. Bills and statements must identify the AFE, lease or
facility, and all charges and credits summarized by appropriate categories of investment and expense, and
a summary, by major Material classifications, of all Controllable Material. Intangible drilling costs, audit
adjustments, and unusual charges and credits shall be separately and clearly identified.

The Operator will make available to Non-Operators any statements and bills required under Section 1.2
or Section 1.3.A (Advances and Payments) by electronic means or by paper copy. The Operator shall
provide the Non-Operators instructions and any necessary information to access and receive the
statements and bills within the timeframes specified herein. An electronic statement or bill will be deemed
as delivered 24 hours (exclusive of weekends and federal holidays) after the Operator notif;lw on-
Operator that the statement or bill is available. Upon request from a Non-Operator, Operator shall provide
the bills and statements to such Non-Operator in another media, if reasonably availabléto Operator.

3. ADVANCES AND PAYMENTS . ( \

A. Except as otherwise provided for in the Agreement, the Operator may; qui?pne or more of the Non-
Operators to advance their share of the estimated cash outlay for the suceeeding month’s operations.
Each such statement and invoice for the payment in advance ofesti expense will be submitted
on or before the 20th day of the preceding month. Each Non-Oper shall pay to Operator its
proportionate share of such estimate within 30 days after receipt e advance request. The Operator
shall adjust each monthly billing to reflect advances received f;)m ¢ Non-Operators for such month.
If a refund is due, the Operator shall apply the refund t¢ the subsequent month’s billing or advance,
unless the Non-Operator sends the Operator/@ywritten request for a cash refund. The Operator shall
remit the refund to the Non-Operator within 30 d@of receipt of such written request.

7

B. Except as provided below, each Non—()ﬂerato&'hall pay its proportionate share of each bill in full
within 30 days of receipt. If the due da‘is on a weekend or on a federal holiday, the payment will
be due the following business day/ [fpayment is not made within such time, the Non-Operator shall
pay interest at the Agreed Interestirate on the unpaid balance, if requested by Operator. Agreed
Interest on late payments acc he day after the due date until the date the Operator receives
payment. In addition, the delinguent Party shall reimburse Operator for attorney’s fees, court costs,
and other costs incurréd by Operator in connection with the collection of unpaid amounts. Non-
Operator may (éﬁmd c delay payment as a result of inquiries or anticipated credits unless the
Operator has agreed. Notwithstanding the foregoing, the Non-Operator may reduce payment to the
extent such redu‘caor} is caused by being billed for:

(1) an iﬁ(’:orrect working interest or Participating Interest that is higher than such Non-Operator’s
actual werking interest or Participating Interest, as applicable; or
Ve (2)\a project or AFE requiring approval of the Parties under the Agreement, that the Non-Operator
has'not approved or is not otherwise obligated to pay under the Agreement; or
(3) aproperty in which the Non-Operator no longer owns a working interest, except for costs which
” remain the responsibility of the Non-Operator according to the transfer of interest requirements
in the Agreement; or
(4) charges outside the adjustment period, as provided in Section 1.4 (Adjustments).

If the Non-Operator reduces payment pursuant to items (1) through (4), it must furnish Operator
documentation or explanation prior to the payment due date. If any amount withheld pursuant to
this provision is determined to be due and payable, and is paid after the due date, such delinquent
amount is subject to the Agreed Interest, at the discretion of the Operator.

4. ADJUSTMENTS

A. Payment of a bill shall not prejudice the right of any Party to protest or question the correctness
thereof; however, all bills and statements, including payout statements, rendered during any calendar
year shall conclusively be presumed to be true and correct, with respect only to expenditures, after 24
months following the end of any such calendar year, unless within said period a Party takes specific
detailed written exception thereto making a claim for adjustment. The Operator shall provide a

3
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p asS
1 written response to all written exceptions, whether or not contained in an audit report, within the time
2 periods prescribed in Section 1.5 (Expenditure Audits).
3
4 B. All adjustments initiated by the Operator, except those described in items (1) through (4) of this
5 Section 1.4.B, must be made no later than 24 months following the end of the calendar year in which
6 the original charge appeared or should have appeared on the Joint Account statement or payout
7 statement. Adjustments that may be made after such 24-month period are limited to those resulting
8 from any of the following:
9
10 (1) a physical inventory of Controllable Material as provided for in Section V (Inventories of
11 Controllable Material),
12 (2) an offsetting entry (whether in whole or in part) that is the direct result of a specific written
13 exception or inquiry relating to another property or agreement;
14 (3) aretro-active adjustment resulting from an audit or assessment by a government entity; or
15 (4) a working interest ownership or Participating Interest adjustment.
16
17 C. Any allocation or reallocation of preliminary project costs or costs for shared equipment, ‘facilities or
18 services among wells or projects receiving benefit should appear on the Joint Account s&tem@ or
19 payout statement when the well or project receives benefit. Examples include: ¢
20 e Location staking '\ 0
21 e Permitting fees Son.
22 e Rights of way and easement payment (\
23 e Environmental assessments o |
24 o Shared pads o
25 e Production facilities = O 4
26 ¢ Drilling support facilities.
: N
28 5. EXPENDITURE AUDITS
29 s ?
30 A. A Non-Operator, upon written notice to the Operator ‘and all'other Non-Operators, has the right to
31 audit the Operator’s accounts and records relating to algpills rendered, unless otherwise provided in
32 the Agreement. The audit must be cond&mted no later than 24-months following the end of such
33 calendar year in which such bill was rendered. ucting an audit will not extend the time for the
34 taking of written exception to and ﬂ? a?ijuv‘) nt of accounts as provided for in Section 1.4
35 (Adjustments). )
36 e
37 Any Party that is subject to payouﬁu»rting under the Agreement has the right to audit the accounts
38 and records of the Party respefisiblefor preparing the payout statements, or of the Party furnishing
39 information to the Party responsible for preparing payout statements. Audits of payout accounts may
40 include the volumes of@hydrecarbons produced and saved and proceeds received for such
41 hydrocarbons ?g&ﬁar ‘s they pertain to payout accounting required under the Agreement. Unless
42 otherwise proyided in the"Agreement, audits of a payout account statement must be conducted no
43 later than 24 months following the end of the calendar year in which the payout statement was
44 rendered. .
45 ){
46 The Ng{l-Operators shall make every reasonable effort to conduct a joint audit in a manner that will
47 A resylt ifta minimum of inconvenience to the Operator. The Operator will bear no portion of the Non-
48 Op‘r@j s audit cost. The audits may not be conducted more than once each year without prior
49 "\ approval of the Operator, except upon the resignation or removal of the Operator.
50
51 que Non-Operator leading the audit (“lead audit company”’) shall make good faith efforts to issue the
52 audit report within 90 days after completion of the audit testing and analysis; however, the 90-day
53 period will not extend or shorten the 24-month requirement for taking specific detailed written
54 exception as required in Section 1.4.A (Adjustments) above. All claims shall be supported with
55 sufficient documentation.
56
57 A timely filed written exception will, with respect to the claims made therein, preclude the Operator
58 from asserting a statute of limitations defense against such claims, and the Operator waives its right
59 to assert any statute of limitations defense against such claims for so long as any Non-Operator
60 continues to comply with the deadlines for resolving exceptions provided in this Accounting
61 Procedure. If the Non-Operators fail to comply with the deadline in Section 1.5.C, the Operator's
62 waiver of its rights to assert a statute of limitations defense against the claims brought by the Non-
63 Operators will lapse, and such claims will then be subject to the applicable statute of limitations.
64
65 B. The Operator shall provide a written response to all exceptions in an audit report within 180 days
66 after Operator receives such report. Denied exceptions should be accompanied by a substantive
4
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written response. Ifthe Operator fails to provide a substantive written response to an exception within
this 180-day period, upon request by Non-Operator the Operator will owe Agreed Interest on that
exception or portion thereof, if ultimately granted, from the date Operator received the audit report
until the date the Non-Operator receives payment or credit on its joint interest bill.

. The lead audit company shall reply in writing to the Operator’s response to an audit report within 90

days of receipt, and the Operator shall respond in writing to the lead audit company’s follow-up reply
within 90 days of receipt; provided, however, each Non-Operator has the right to represent itself if it
disagrees with the lead audit company’s position or believes the lead audit company is not adequately
fulfilling its duties. If the Operator fails to provide a substantive written response to an exception
within this 90-day period, upon request by Non-Operator the Operator will owe Agreed Interest on
that exception or portion thereof, if ultimately granted, from the date it received the audit report until
the date the Non-Operator receives payment or credit on its joint interest bill.

. Ifany Party fails to meet the deadlines in Sections I.5.B or 1.5.C or if any audit issues are outstanding

15 months after Operator received the audit report, the Operator or any Non-Operator participating
in the audit has the right to call a resolution meeting, as set forth in this Section [.5.D or it may invoke
the dispute resolution procedures included in the Agreement, if applicable. The meeting will require
one month’s written notice to the Operator and all Non-Operators participating in the audit. he
meeting will be held at the Operator’s office or mutually agreed location, and shalt‘be ded by
representatives of the Parties with authority to resolve such outstanding issues. Afy Party who fails
to attend the resolution meeting shall be bound by any resolution reached at the.meeting. The lead
audit company shall make good faith efforts to coordinate the response a positions of the Non-
Operator participants throughout the resolution process; however, each Non-Operator has the right to
represent itself. Attendees shall make good faith efforts to resolve outstanding issues, and the Parties
must present substantive information supporting their position. A gesolution meeting may be held as
often as agreed to by the Parties. Issues unresolved at one mee'ﬂg be discussed at subsequent
meetings until each such issue is resolved.

by negotiation, any Party to the dispute may request t ter be submitted to mediation. In such
event, promptly following one Party's writtefurequest for mediation, the Parties to the dispute shall
choose a mutually acceptable mediator @nd share the costs of mediation services equally. The
Parties shall each have present at the mediatio least one individual who has the authority to
settle the dispute. The Parties shal?'ma\k&easonable efforts to ensure that the mediation
commences within 60 days after rece?f ?e mediation request. Notwithstanding the above, any

If the Agreement contains no dispute resolution proce%jes audlt issues cannot be resolved

Party may file a lawsuit or co f the Parties are unable, after reasonable efforts, to
commence mediation within fter receipt of the mediation request, (2) for statute of
limitations reasons, or (3) te se preliminary injunction or other provisional judicial relief, if in
its sole judgment an injunction,or other provisional relief is necessary to avoid irreparable damage
or to preserve th tatl‘s qui

O [OPTIONAL PROVISION — FORFEITURE PENALTIES]

THIS PROVIS APPLIES ONLY IF THE PARTIES EXPRESS THEIR INTENT TO
INCLU IT BY A TYPED, PRINTED OR HANDWRITTEN INDICATION. THIS
PROVISION WILL NOT FORM A PART OF THIS ACCOUNTING PROCEDURE, AND
NOANEERENECE MAY BE MADE CONCERNING THE PARTIES’ INTENT IF THEY

A FA*LJ) INDICATE THEIR INTENT TO ADOPT IT.

50 ‘\If the Non-Operators fail to meet the deadline in Section 1.5.C, any unresolved exceptions that were

not addressed by the Non-Operators within one year following receipt of the last substantive response
of the Operator are deemed to have been withdrawn by the Non-Operators. If the Operator fails to
meet the deadlines in Section 1.5.B or 1.5.C, any unresolved exceptions that were not addressed by
the Operator within one year following receipt of the audit report or receipt of the last substantive
response of the Non-Operators, whichever is later, are deemed to have been granted by the Operator
and adjustments shall be made, without interest, to the Joint Account.

APPROVAL BY PARTIES

. General Matters

When an approval or other agreement of the Parties or Non-Operators is expressly required under
other Sections of this Accounting Procedure, the Operator shall notify all Non-Operators who are
eligible to vote of the Operator’s proposal. Except for approvals required under Sections IV.2.A.(5)
(Transfers) and 1V.3 (Disposition of Surplus) or as provided in the Agreement, the agreement or

COPAS 202X Model Form AP
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approval of a majority in interest of the Non-Operators who are eligible to vote and not an Affiliate
of the Operator shall be controlling on all Non-Operators.

If Material being transferred to the Joint Property is priced under Section IV.2.A(5) — agreed to
pricing — approval of a majority in interest of the Parties who will be charged for such Material is
required; provided, however, if Operator and its Affiliates own a majority in interest, approval
requires vote of one other Party. If Material being transferred from the Joint Property is priced
under Section IV.2.A(5) —agreed to pricing — or being disposed of under Section IV.3 (Disposition
of Surplus), approval of a majority in interest of Parties owning the Material is required, provided,
however, if Operator and its Affiliates own a majority in interest, but less than 90%, approval
requires the vote of one other Party owning an interest in the Materials.

This Section 1.6.A applies to specific situations of limited duration where a Party proposes to deviate
from this Accounting Procedure. Approval of a deviation under this provision does not constitute an
amendment.

. Amendments A )

amended by an affirmative vote of Operator and or more Non- Operator wh not an

Affiliate of the Operator, having a combined working interest of at least which

approval shall be binding on all Parties. If the Parties fail to specify the pefqtage vote required,
\

If the Agreement contains no contrary provisions in regard thereto, this Accounting Procedi
e
_Ag\ ",
an amendment will require unanimous approval. .

II. DIRECT CHARGES =R y
o N

27  The following costs are directly chargeable to the Joint Account:
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2. LABOR ad 4

RENTALS AND ROYALTIES % %’

Rentals, royalties, rights of way, and easement§,paid by‘perator on behalf of the Parties, for Joint
Operations. ®

Yy
o/

A. Salaries and wages, including era?s established incentive compensation programs that are
- i icS are an integral part of salary programs, other than burdens on

based on pre-determined met
production, for Operator’s /eni&ees:

(1) directly er%d i‘l op}ti‘r‘;g the Joint Property;

(2) directly engaged in operating Shore Base Facilities, Offshore Facilities, or other facilities
serving the Jm; Property if such costs are not included in the rates charged under Section I1.6
(Equipment and Facilities Furnished by Operator) and are not a function covered under
Secfion 111 (Overhead);,

N

/(3)\directly engaged in First Level Supervision of operations employees chargeable under

IT2°A.(1) and (2);

(4) directly engaged in providing Technical Services for:

(1) design and drafting for a Major Construction or Catastrophe project, or Environmental
Project, or technical design for the drilling, completing, sidetracking, deepening, or
extending of a well; or

(i1) handling or addressing specific operating conditions or problems for:

e drilling, redrilling, deepening, plugging back, recompleting, or sidetracking
operations, through the latter of completion, or through plugging and abandonment if
the well is a dry hole

e workovers, remediation, repairs, or reworks

isolating, decompleting, or securing a well to protect it from operations conducted on
an offset well

Major Construction projects

Catastrophe projects

Environmental Projects

implementing new, or non-routine updates to, HSE Laws or standards required or
recommended by governmental authorities having jurisdiction; or

6
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¢ plugging and abandonment operations.

(5) directly engaged in performing the following functions for Joint Operations:

e Negotiating with landowners to acquire surface and subsurface rights to build, install, and
access wells and other operations infrastructure; but excluding negotiations to acquire
leasehold or mineral rights

e Meeting with landowners or regulatory personnel, and survey crews to select sites for

conducting Joint Operations and related infrastructure needed to carry out operations
Overseeing surveying and staking of locations, and line locating

Acquiring water rights

Assessing damages in the field and negotiating settlements with landowners
Conducting inspections in the field to verify compliance with surface use agreements or
Laws.

Charges for the Operator’s employees identified in Section I1.2.A will be based on the employee’s
actual salaries and wages, or in lieu thereof, a day rate representing the Operator’s average salaries
and wages of the employee’s specific job category. &

N y

Charges under this Section II.2.A for employees who are foreign nationals may’ @xceed
comparable compensation paid to an equivalent U.S. employee pursuant to this &nc;&)n -2, unless
approved by the Parties pursuant to Section 1.6.A (General Matters).

( \

B. Operator’s cost of holiday, vacation, sickness, and disability benefits, ‘{:Eld other customary
allowances paid to employees whose salaries and wages are chargeableto the Joint Account under
Section 11.2.A, excluding severance payments or other terminatiod Mw’{ces. Such costs under
this Section 11.2.B may be charged on a “when and as-paid basis®or by “percentage assessment”
on the amount of salaries and wages chargeable to the Joinmc%under Section I1.2.A. If
percentage assessment is used, the rate shall be basee:)n thee ﬁtor’ cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority
that are applicable to costs chargeable to the.Joint Account under Sections I1.2.A and B.

D. Personal Expenses of employees whose.sglarie?nd wages are chargeable to the Joint Account
under Section II.2.A when the expenses are incurred in connection with directly chargeable
activities; provided however, relocatio?ﬁos’ts at result from reorganization or merger of a Party,
or that are for the primary benefitsof the Uperator, shall not be chargeable to the Joint Account.
Extraordinary relocation costs, s*a ose incurred as a result of transfers from remote locations,
such as Alaska or overseas, sl%) be charged to the Joint Account unless approved by the Parties
pursuant to Section 1.6.A (General Matters).

W
E. Costs incurre?)ﬁsr ‘o@tional, technical, HSE, government-mandated, or government-
recommended training for employees whose salaries and wages are chargeable under Section
II.2.A. This training ¢harge includes the salary or wages and Payroll Burden and Benefits of the
person being trained, training course costs, and Personal Expenses incurred for the training. The
training‘bst will be charged to the properties directly benefiting from the training. Charges to the
Joint Account for training course costs may not exceed prevailing commercial rates, where such

P ratis ijvgi/lable.

Operator’s current cost of established plans for employee benefits, including group life insurance,
health care plans, retirement/401K contributions, stock purchase, savings plans, bonus, tuition
assistance, applicable to the Operator’s labor costs chargeable to the Joint Account under Sections
II.2.A and B, based on the Operator’s actual cost not to exceed the employee benefits limitation
percentage most recently published by COPAS. If COPAS ceases or fails to publish an employee
benefits limitation percentage, the upper limit on employee benefits will be based on a replacement
index and methodology that reflects substantially the same data.

G. Award payments to employees whose salaries and wages are chargeable under Section II.2.A, to
the extent such awards (i) pertain to services directly benefitting Joint Operations, (ii) are an
established award program that is not part of incentive pay compensation, and (iii) are based on
pre-determined metrics.

3. MATERIAL

Material purchased or furnished for use in Joint Operations, as may be required for immediate use or is
reasonably practical and consistent with efficient and economical operations. The Operator shall make
good faith efforts to avoid the accumulation of surplus stocks.

7
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4. TRANSPORTATION

Transportation of the Operator’s, Operator’s Affiliate’s, or contractor’s personnel and Material
necessary for Joint Operations, subject to Section IV.2.B (Freight).

5. SERVICES

The cost of third-party services, equipment, and utilities used in Joint Operations, except as follows:

e goods and services provided by Operator’s Affiliates, which are covered by Section 1.7 (Affiliates);
e services covered by Section I1.9 (Legal Expense); and

o functions specifically identified in Section III (Overhead) as covered by overhead.

Notwithstanding the foregoing, chargeable costs include incidental administrative and other costs
incurred by the third-party vendor that are an integral part of providing chargeable services.

Awards paid to contractors whose goods or services are chargeable under this Section I1.5 are/chargeable
to the Joint Account if they (i) pertain to services directly benefitting Joint Operations,.(ii) an
established award program, and (iii) are based on pre-determined metrics. The cost of, tional,
technical, HSE, government-mandated, or government-recommended training are chazé&)le(me Joint
Account, for third parties who are chargeable under this Section IL.5.

6. EQUIPMENT AND FACILITIES FURNISHED BY OPERATOR ( )

The Operator shall charge the Joint Account for use of equipment and faeilities-furnished by Operator,
including production facilities, Shore Base Facilities, Offshore Facilities, Field Offices, and Remote
Technology Centers. The cost of Field Offices are chargeable /otily e extent the Field Offices
provide direct service to individuals who are chargeable pursuant to)Section 11.2.A (Labor), Section
IL.5 (Services), or 11.7 (Affiliates), as applicable. 1 {

In the absence of a separately negotiated agreement, equip%nt Zgld facilities furnished by the Operator

will be charged as follows: . A

A. Charges for use of such equipment and faciliti S%ﬁl be made at rates commensurate with the cost
of ownership and operation. Such ratgs maylg'clude labor, maintenance, repairs, other operating
expense, insurance, taxes, depreciatiomyusing straight line depreciation method, and interest on
gross investment, less accumulated ?preciation, not to exceed % per annum; provided,
however, depreciation shall be charged when the equipment and facilities investment has been
fully depreciated. The r,atm include an element of the estimated cost for abandonment,
reclamation, and dismantlement. Such rates shall not exceed the commercial rates currently
prevailing in t}%ea ‘f l‘%loint Operations.

B. In lieu of charges in Section 11.6.A, the Operator may elect to use commercial rates prevailing in
the area of the Joint Operations, less 20%. If equipment and facilities are charged under this Section
11.6.B, thy Operator shall adequately document and support commercial rates and shall periodically
review And update the rate and the supporting documentation. For automotive equipment, the
Operator may elect to use rates published by COPAS. If COPAS ceases or fails to publish such

/ rates, Operator may charge vehicle rates based on a method comparable to that most recently used

,a\by COPAS.
7.

AFFILIATES

All work performed, or materials supplied, by an Affiliate of Operator shall be performed or supplied
at competitive rates and terms, and in accordance with customs and standards prevailing in the industry
unless otherwise agreed to by the Parties under Section 1.6.A (General Matters).

Charges to the Joint Account for goods and services provided by an Affiliate in a Competitive
Transaction may be made without approval of the Parties, unless required under the Agreement. Each
of the following is considered a Competitive Transaction:

(1) for an Affiliate that routinely conducts business with unaftiliated customers, the rates and terms
charged the Joint Account are representative of rates and terms the Affiliate charges non-
affiliated customers;

(i1) Affiliate labor charged on the same basis as if provided by Operator under Section 11.2 (Labor);

(ii1) Affiliate equipment and facilities charged on the same basis as equipment and facilities
provided by Operator under Section I1.6 (Equipment and Facilities Furnished by Operator);

8
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(iv) Affiliate equipment, facilities or Materials charged at rates and terms that are competitive with
unaffiliated third parties, in accordance with customs and standards prevailing in the area of
Joint Operations;

v) charges to the Joint Account for the Affiliate’s goods and services used in Joint Operations that
are less than or equal to $

The threshold in (v) applies separately to each Affiliate and it applies separately to each:

e project or operation requiring an AFE or other authorization from Non-Operators under the
Agreement; or

e calendar year, for Joint Operations not requiring an AFE or other authorization under the
Agreement.

If the Parties fail to designate a dollar amount in (v), the amount deemed adopted by the Parties is the
amount established as the Operator’s expenditure limitation in the Agreement. If the Agreement does
not contain an Operator’s expenditure limitation, the amount deemed adopted by the Parties is $0.

Charges to the Joint Account for goods and services provided by an Affiliate that are not cd‘nsidered a
Competitive Transaction require approval of the Parties under Section 1.6.A (General Matters). y

Nothing in this Section I1.7 authorizes charges to the Joint Account for services coveré&by@uon IL.
9 (Legal Expense) or functions covered by Section III (Overhead).

The Operator may not charge the Joint Account for expediting, purchasing ;ec &ther mark-up for
Affiliate goods and services.
N y

8. DAMAGES AND LOSSES TO JOINT PROPERTY

abandon Joint Property resulting from damages or lossessincurre cept to the extent such damages

o N
Costs or expenses, other than those covered by Section 111 (Overheag,séssary to repair, replace or
or losses result from a Party’s or Parties’ gross neghgenYr \yl ful'misconduct, in which case such

Party or Parties shall be solely liable.

A

9. LEGAL EXPENSE 1 »’

’\

A. Costs incurred by Operator in procurjfﬁ'g abs%cts, fees paid to attorneys and landmen for title
examinations (including preliminary, supplemental, shut-in royalty opinions, division order title
opinions), and title curative Wo*e as 1imited by the Agreement. If the Agreement is silent

1rect1y chargeable to the Joint Account.

hearings before ntal agencies for securing of spacing or pooling orders or any other orders
necessary an proper to nduct Joint Operations, except as limited by the Agreement. If the
Agreement is silent regarding chargeability, these costs are directly chargeable to Parties on whose
behalf Operator wtmg

regarding chargeability, these*
B. Costs incurred by Oper 3 ineluding fees paid to outside attorneys, which are associated with
e

C. Attorney’s fees, court costs, and other legal costs incurred to collect amounts due under this
agreément, /in accordance with the Agreement and Section 1.3.B (Advances and Payments).
/“Recording fees to file of record liens and security interests granted under the Agreement, except as

,\limit y the Agreement.

D. The costs of handling, settling, or otherwise discharging litigation, claims, and liens incurred in or
resulting from Joint Operations, or necessary to protect or recover the Joint Property, and which
are not covered by paragraphs A, B, and C, to the extent permitted under the Agreement. Costs of
the Operator’s or Affiliate’s legal staff or outside attorney fees and expenses, are not chargeable
unless approved by the Parties pursuant to Section 1.6.A (General Matters) or otherwise provided
for in the Agreement.

10. TAXES, PERMITS AND STATUTORY FEES

All taxes, import duties, licenses, bonds, and permitting fees of every kind and nature, assessed or
levied upon or in connection with Joint Operations, Joint Property, or the production therefrom, and
which have been paid by the Operator for the benefit of the Parties, including penalties and interest,
except to the extent the penalties and interest result from the Operator’s gross negligence or willful
misconduct.

COPAS 202X Model Form AP
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If a Law requires the Operator to provide a service and prescribes a fee payable to the Operator for such
service, such fee will be a direct charge to the Joint Account or to the affected Party or Parties, as
applicable.

If ad valorem taxes paid by the Operator are based in whole or in part upon separate valuations of each
Party’s working interest, then notwithstanding any contrary provisions, the charges to the Parties will
be made in accordance with the tax value generated by each Party’s working interest.

Costs of tax consultants or advisors, the Operator’s employees, or Operator’s Affiliate employees in
matters regarding ad valorem or other tax matters, are not permitted as direct charges unless approved
by the Parties pursuant to Section 1.6.A (General Matters).

Charges or credits to the Joint Account resulting from sales or use tax audits, including extrapolated
amounts and penalties and interest, are permitted, provided the Non-Operator has the right, upon
request, to review the tax auditors’ reports and the calculation of the extrapolated amount for the various
properties which served as the basis for tax charges or credits and to determine that the correct amount
of taxes was allocated to the Joint Account. If the Non-Operator is not permitted to re‘(de\w such
documentation, the sales or use tax may not be directly charged unless the Operator can cg&cluvely
document the amount owed by the Joint Account. 4 0
JQ

Net premiums paid for insurance required to be carried for Joint Operations @16\ protection of the
Parties. If Joint Operations are conducted at locations where the Operator acts as self<insurer in regard to
its workers” compensation and employers’ liability insurance obligationgthe ?erator shall charge the
Joint Account manual rates for the risk assumed in its self-insurance program subject to applicable state
and federal workers’ compensation Laws. The manual rates will behe rates’published by COPAS, or as
provided by an actuary if COPAS ceases or fails to publish manualyrates: Themanual rates of the adjacent
state will be used for employees performing work offshote, adjust the U.S. Longshore and Harbor
Workers” Compensation Act or Jones Act surcharge, if ap?cvabls,

11. INSURANCE

Operator shall credit the Joint Account with settléments received from insurance it carried for the benefit
of the Parties. Each Party’s share of the settlethent will be based on its Participating Interest share of the
operation giving rise to the settlement; provided,showever, if such settlement is derived from insurance
purchased by the Operator for fewer than a]rPartiz&such settlement will be credited to those Parties for
whom the insurance was purchased, in tI‘ py)por[ion of their respective contributions toward the

insurance coverage. & y
12. COMMUNICATIONS A \ :

>
Costs of acquiring, 1 sin‘, installing, operating, repairing, maintaining dismantling, and abandoning
communication fa?ﬂ%s 0 ms directly supporting Joint Operations. Such costs include hardware,
software, labor, field buildings that house the communication system, and communication links.

13. HEALT‘I?, SAFETY AND ENVIRONMENT

Costs ineurred for:
A3) \ well containment, pollution containment and pollution removal equipment that is in the same

actual costs of control, cleanup and resulting responsibilities of spills, or discharges from
permitted outfalls, as deemed appropriate by Operator for prudent operations; or
(ii1)) HSE assessments, surveys, or testing.

ogram area and capable of serving Joint Operations, whether used or on standby; or
"N
y’

14. OTHER EXPENDITURES

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II (Direct
Charges), or in Section 11l (Overhead) and which is of direct benefit to Joint Operations and is incurred
by the Operator in the necessary and proper conduct of the Joint Operations; provided, however, the
charge requires approval of the Parties, pursuant to Section 1.6.A (General Matters), if it exceeds
$ . If the Parties fail to designate an amount, the amount deemed adopted by the Parties is the
amount established as the Operator’s expenditure limit in the Agreement. If the Agreement does not
contain an Operator’s expenditure limit, the amount will be deemed to be $100,000.

10
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III. OVERHEAD

The Operator is entitled to charge overhead fees to the Joint Account, in accordance with this Section,
as reimbursement for costs incurred by it that are not directly chargeable to the Joint Account. The
overhead fees are reimbursement for the functions listed in the next paragraph, and any other
expenditures not classified as directly chargeable under Section II (Direct Charges).

Functions included in the overhead rates regardless of whether performed by the Operator, Operator’s
Affiliates or third parties and regardless of location, include the following:

e warehousing, other than for warehouses that are jointly owned under the Agreement

e costs of conducting inventories that are not chargeable under Section V (Inventories of Controllable
Material)

procurement

administration

accounting and auditing A
pipeline nominations and scheduling

human resources

N

N Y
management > 0
supervision not directly chargeable under Section 1.2 (Labor) Q)\
legal services not directly chargeable under Section 11.9 (Legal Expense)
handling tax matters, other than those costs identified as directly chargeable under Section I1.10
(Taxes, Permits and Statutory Fees) P
e permitting and regulatory work not directly chargeable under the Agreement or Section 11.9 (Legal
Expense), such as: preparation and monitoring of permits or certig%ti s; preparing regulatory
reports; reviewing, interpreting, or submitting comments on @b ing with respect to Laws or
proposed Laws
¢ land and division order services that are not chargeablggndef th%feement, or Sections 11.2 (Labor)
or I1.9 (Legal Expense)
e Technical Services not chargeable under Section 11.2.A(4). 7
A
Overhead charges are considered reimbursement for all costs and expenses associated with functions
not directly chargeable, including the salaries orwages plus applicable Payroll Burden and Benefits,
and Personal Expenses of individuals pelfﬂrm\in}Such functions, as well as their office and other

support costs. \

1. OVERHEAD—DRILLING ﬁP@DUCING OPERATIONS

As reimbursement for costs incﬁrred not chargeable under Section II (Direct Charges) and not covered
by other provisions of.this €e®1 111, the Operator shall charge overhead using:

O (Alternative 1) Fixed Rate Basis, Section III.1.A.
O (A}ternatlve 2) Percentage Basis, Section II1.1.B.
o

A. Overlmad—'F ixed Rate Basis
e

,\(1)\1%perat0r shall charge the Joint Account at the following rates per well per month:

" Drilling Well Rate per month $ (prorated for less than a full month)

Producing Well Rate per month $

(2) Application of Overhead—Drilling Well Rate shall be charged as follows:

(a) Charges for onshore drilling wells begin on the date of initial penetration of the ground by
any rig or unit to commence drilling the wellbore, (“spud date”) and terminate on the latter
of the date the drilling or completion equipment used on the well is released. Charges for
offshore and inland waters drilling wells begins on the date the first drilling or completion
equipment arrives on location and terminates the earlier of (i) the date the last drilling or
completion equipment moves off location, or (ii) the date the equipment is released. No
charge may be made during suspension of drilling or completion operations for 15 or more
consecutive calendar days.

11
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(b) Charges for any well undergoing downhole work, including abandonment, for a period of
five or more consecutive workdays shall be made at the Drilling Well Rate. Such charges
shall be applied for the period from date operations, with rig or other units used in operations,
commence through date of rig or other unit release, except that no charges shall be made
during suspension of operations for 15 or more consecutive calendar days.

Application of Overhead—Producing Well Rate shall be charged as follows:

(a) An active well that is produced, injected into for recovery or disposal, or used to supply water
for Joint Operations for any portion of the month qualifies for a one-well charge for the entire
month, except as provided in II1.1.A.(3)(b).

(b) With respect to a multi-completed well, each completion that is considered a separate well
by the governing regulatory authority counts as a separate well for overhead purposes.

(c) A one-well charge will be made for the month in which plugging and abandonment
operations are completed on any well, unless the Drilling Well Rate applies, as 2r0\(ided in
Sections III.1.A.(2)(a) or (b). This one-well charge applies even if the well qggliﬁ%for
producing overhead in that same month. 4

(d) A well that is capable of producing but shut-in for the entire monthdbecause of (i) an
overproduced allowable, (ii) inability of a purchaser, processor, transporter to take
production, or (iii) legal restrictions on flaring or venting qualiﬁes. for a one-well charge.

The well rates will be adjusted on April 1 each year following the e&cﬁyda‘[e of the Agreement;

provided, however, if this Accounting Procedure is attached toer otherwise governing the payout

accounting under a farmout agreement, the rates shall be adjuste April 1 each year following
the effective date of such farmout agreement. The adjusted rates be the initial or amended
rates agreed to by the Parties, increased or deereased bée cumulative adjustment factor
published by COPAS from the effective date of suchatesto April 1 of the current year. If

COPAS ceases or fails to publish the overhead a(()lksatment factor, the adjustment will be based

on the same methodology or a replacenfént index that reflects substantially the same data.

®

B. Overhead—Percentage Basis . »

(1

2

N

Y

Operator shall charge the Joint Acc‘nvt the following rates:

(a) Development Rate %f k cost of development of the Joint Property.
A
(b) Operating Rate % :! the cost of operating the Joint Property.

Application of ngr —Percentage Basis shall be as follows:

1

(a) Subject MI.I.B.Q)(C), the Development Rate applies to the directly chargeable costs in
cpnnection with:
;.

"9, ¢ drilling, redrilling, sidetracking, plugging back, recompleting or deepening of a well;

e awell undergoing downhole work for a period of five or more consecutive work days;

e abandonment and restoration of a well not completed as a producer;

e construction or installation of fixed assets, the expansion of fixed assets and any project
clearly discernible as a fixed asset, other than a project that qualifies for overhead
under Sections II1.2 (Overhead—Major Construction and Catastrophe) or 111.3
(Overhead—Environmental Project); and

e activities in preparation for any of the above operations.

(b) The Operating Rate applies to all other directly chargeable costs in connection with Joint
Operations, except those subject to Sections III.1.B.(1)(a), III.1.B.(2)(c), Section II1.2
(Overhead — Major Construction and Catastrophe), or Section IIL.3 (Overhead —
Environmental Project).

(¢) The Development Rate and Operating Rate do not apply to the following:
o legal fees covered by Section 11.9 (Legal Expense)
e Material salvage credits
e costs covered by Section I1.1 (Rentals and Royalties)
e the value of injected substances purchased for secondary or tertiary recovery

12
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e property taxes, ad valorem taxes and other taxes and assessments levied, assessed,
and paid upon the mineral interest in and to the Joint Property

e payments to or receipts from third parties in settlement of claims

e production handling fees, infrastructure access fees, or operating and maintenance fees
paid for production handling facilities not owned by the Joint Account.

e deferred production payments paid by Operator on behalf of the Parties

e premiums for insurance acquired for the Joint Account, other than workers’
compensation and employers’ liability insurance

e costs in excess of $5,000,000 cumulative per well operation, paid to one or more
marine well containment vendors to have equipment available on a stand-by basis in
case of an incident

e guarantee deposits

e fines and penalties.

2. OVERHEAD—MAJOR CONSTRUCTION AND CATASTROPHE

The Operator may charge an overhead fee to reimburse it for costs not directly chargeable underSection
IT (Direct Charges), which it incurs in connection with a Major Construction project that‘&estsy()re
than the Operator’s expenditure limit under the Agreement, or for any Catastrophe regardless’of the
amount. Ifthe Agreement does not contain an expenditure limit, Major Constructio O%h will be
assessed for any single Major Construction project costing more than $100,000 gfoss™The overhead

rates for Major Construction and Catastrophe projects are: \
4

(i) % of the first $100,000; plus o

(ii) % of the next $900,000; plus = O 4

(ii1) % of costs in excess of $1,000,000. —

The rates apply to the total gross cost charged under Section L irect Charges), for each Major
Construction or Catastrophe project. To calculate Maj 0&0nstrw£0verhead, the components of a
single Major Construction project must be aggregated, the cost of drilling and downhole well
operations and cost of purchasing and installing‘pumpingﬁits and downbhole artificial lift equipment

are excluded. -

For Catastrophes, the overhead rates apply the f}:gross costs chargeable under Section II (Direct

Charges), incurred in responding to and restoring the Joint Property and environment to the equivalent

condition that existed prior to the Catagstre sheThe rates apply separately to each Catastrophe. For the

purposes of calculating Catastrophﬁve ad, the cost of drilling relief wells, substitute wells, or
C

conducting other well operations ytesulting from the Catastrophe are included.
A

Notwithstanding anything/t ¢“contrary in the foregoing, Major Construction and Catastrophe
overhead rates do (?App tgle following:
o legal fees covered by Section 11.9 (Legal Expense)
e Material salvage credits
e payments to and*teceipts from third parties in settlement of claims
e premiums for insurance acquired for the Joint Account, other than workers’ compensation and
employets’ liability insurance

L iara?ee deposits
o) fi nd penalties.

}er{ditures that qualify for Major Construction or Catastrophe Overhead do not qualify for overhead

under any other overhead provisions.
3. OVERHEAD - ENVIRONMENTAL PROJECT

Operator may either negotiate an overhead rate or charge the Joint Account the following rates as
reimbursement for costs not directly chargeable under Section II (Direct Charges), which it incurs in
connection with an Environmental Project that costs more than the Operator’s expenditure limit under
the Agreement. If the Agreement does not contain an expenditure limit, Environmental Project
overhead will be assessed for any single Environmental Project costing more than $100,000 gross.
Expenditures that qualify for Environmental Project Overhead do not qualify for overhead under any
other overhead provision.

The overhead rates for an Environmental Project are:

(1) % of the first $ 100,000; plus
(i) % of the next $ 900,000; plus
(iii)) % of costs exceeding $ 1,000,000.

13
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Environmental Project overhead rates do not apply to the following:
e legal fees covered by Section I1.9 (Legal Expense)
e Material salvage credits
e payments to and receipts from third parties in settlement of claims
e premiums for insurance acquired for the Joint Account, other than workers’ compensation and
employers’ liability insurance
guarantee deposits
e fines and penalties.

4. AMENDMENT OF OVERHEAD RATES

The overhead rates provided for in this Section III may be amended if, in practice, they are found to be
insufficient or excessive, in accordance with Section 1.6.B (4dmendments).

A
N
zglits

The Operator is responsible for Joint Account Material and shall make proper and timely chqﬁ‘e,s
fi

IV. MATERIAL PURCHASES, TRANSFERS, AND DISPOSITIONS

for direct purchases, transfers, and dispositions. The Operator shall provide all Material'formse in the
conduct of Joint Operations; however, Material may be supplied by the Non-Operators, atsthe Operator’s
option. Material furnished by any Party shall be furnished without any exprezﬁﬂm}ilied, or statutory
warranties. The Operator shall maintain documentation to support charges and credits for Materials.

1. DIRECT PURCHASES = O 4

Direct purchases shall be charged to the Joint Account at the price/paid e Operator after deduction
of all discounts taken. The Operator shall make good faith effortsito take discounts offered by suppliers,
but will not be liable for failure to take discounts except tosthe ext{sﬁch failure was the result of the
Operator’s gross negligence or willful misconduct. A direct purchase is deemed to occur when an
agreement is made between an Operator and a_third pa%to acquire Material specifically for Joint
Operations. Material provided by the Operator under vendor stocking programs, where the initial use
is for Joint Operations and ownership of the Materiahdoes not pass from the manufacturer, distributor,
or agent until usage, is considered a direct pur¢hase. If Material is found to be defective or is returned
to the manufacturer, distributor, or agent foé:ly other reason, credit shall be passed to the Joint Account
within 60 days after the Operator has reeeivedsadjustment from the manufacturer, distributor, or agent.

2. TRANSFERS \
P

A transfer is determined tosoceurwhen the Operator (i) furnishes Material from a storage facility or
from another ope;?a&prc‘)en (i1) has assumed liability for the storage costs and changes in value,
and (iii) has ownefship of the*transferred Material. Similarly, the removal of Material from the Joint
Operations site to,a storage facility or to another operated property is also considered a transfer;
provided, however, Matetial that is moved from the Joint Operations site to a storage location for safe-
keeping pending disposition may remain charged to the Joint Account and is not considered a transfer.
Material shall, be disposed of in accordance with Section IV.3 (Disposition of Surplus) and the

A;reen\wrﬁ.‘ y

»\PRI G

Tﬁe pricing of Material transferred should generally reflect the market value on the date of transfer.
When higher than specification grade or size Material is used in Joint Operations, the Operator
shall charge the Joint Account at the equivalent price for well design specification Material, unless
such higher specification grade or sized Material is approved by the Parties pursuant to Section
1.6.A (General Matters). Transfers of Material will be priced using one of the following pricing
methods for new Material; provided, however, the Operator shall use consistent pricing methods,
and not alternate between methods for the purpose of choosing the method most favorable to the
Operator for a specific transfer:

(1) prices published in COPAS’ Computerized Equipment Pricing System (CEPS), including the
transportation cost from manufacturer to rail point as defined in Section IV.2.B (Freight);

(2) a price paid by the Operator in the 12-month period prior to the transfer for like Material in
the vicinity of the Joint Operations site;

(3) aprice quote from a vendor that reflects a current realistic acquisition cost;

14
COPAS 202X Model Form AP



@]
o]

OO0 WnNPK~ W — ho

P
N = O

13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66

-4
7]

COPAS 202X Accounting Procedure

(4) the weighted average price paid by Operator for such Material purchased in the vicinity of
the Joint Operations site; or

(5) aprice agreed to pursuant to Section 1.6.A (General Matters).

. FREIGHT

The Operator shall charge the Joint Account for freight costs as follows:

(1) for oil country tubular goods (OCTG) and line pipe,

e actual freight costs paid by the Operator to a third party to move the OCTG or line pipe from
the manufacturer to the shore base, warehouse or fabrication yard or other operations site; or

o freight rates provided by CEPS, which includes loading and unloading costs, for moving the
OCTG or line pipe, as applicable, from the manufacturer to the rail point nearest the Joint
Operations site; or A

e for freight provided by Operator or its Affiliate, the freight costs determined in accerdance
with Section 11.6 (Equipment and Facilities Furnished by Operator) or Sﬂ‘;tloyl i

(Affiliates), as applicable. 0
(2) for Material other than OCTG and line pipe, ‘;\
e actual freight costs paid by the Operator to a third party to move the 31 or
o for freight provided by Operator or its Affiliate, the freight costs determined in accordance

with Section 11.6 (Equipment and Facilities Furnished by /Qperator) or Section II.7
(Affiliates), as applicable. iy, y

(3) Other Freight Provisions =
o Regardless of whether using CEPS or manually calculating transportation costs, transportation
costs from the rail point or staging area neatest,to th‘%nt Operations site to the Joint
Operations site are in addition to the foregoing, g directly’chargeable to the Joint Account.

A
* Notwithstanding the foregoing, if the actual freight charges associated with redeployment of
Operator’s surplus (i) from another propetty, to the Joint Operations site or (ii) between the
warehouse and the Joint Operations,site eds the excluded amount most recently published
by COPAS, the charge to the Jo£i nt may not exceed the cost of moving such surplus
between the nearest stockin pmM the Joint Operations site. Accessorial charges such as
loading and unloading cos&p:/lwck-up costs, detention, call-out charges and permit fees are
excluded when determ%P hether the actual freight costs exceed the excluded amount
published by COPAS)If AS ceases or fails to publish an excluded amount, the excluded
amount will be ount last published by COPAS, adjusted annually by the same factor
used to % ‘erh rates under Section I11.1.A.(4).

Transportation of Material between the Joint Operations site and another property, or from the Operator’s
warehouse or other storage point to the Joint Operations site, shall be charged to the receiving property.
Transportatioft'of Material from the Joint Operations site to a warehouse or other storage point shall be
charged to the sendmg Joint Account.

e TAW

,‘\Sg,les and use taxes shall be added to the Material transfer price using either the method contained

in CEPS or the applicable tax rate in effect for the Joint Property at the time and place of transfer.
In either case, the Joint Account will be charged or credited at the rate that would have applied had
the Material been a direct purchase.

. CONDITION

(1) Condition A — New and unused Material in sound and serviceable condition will be valued at
100% of the price determined in Section IV.2.A (Pricing), plus freight and taxes as provided
in Sections IV.2.B (Freight) and 1V.2.C (Taxes). All refurbishing costs required to repair
damages will be borne by the divesting property. Notwithstanding the foregoing, Material
charged in error, such as a miscoding, will be credited as charged, with no gain or loss.

(2) Condition B — Used Material in sound and serviceable condition and suitable for reuse without
reconditioning will be valued by multiplying the price determined in Section IV.2.A (Pricing)
by 75%, plus freight and taxes as provided in Sections IV.2.B (Freight) and 1V.2.C (Taxes).
Notwithstanding the foregoing, Material that was charged to the Joint Account as used Material

15
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COPAS 202X Accounting Procedure

and placed in service for Joint Operations, will be credited at the price determined in Section
IV.2.A (Pricing) multiplied by 65%, plus freight and taxes as provided in Sections IV.2.B
(Freight) and IV.2.C (Taxes). Notwithstanding the foregoing, Material charged in error, such
as a miscoding, will be credited as charged, with no gain or loss.

Except as provided in Section 1V.2.D.(3), all reconditioning costs required to return the
Material to Condition B or to repair damages will be borne by the divesting property.

(3) Condition C — Material that is not in sound and serviceable condition and not suitable for its
original function until after reconditioning will be valued by multiplying the price determined
in Section IV.2.A (Pricing) by 50%, plus freight and taxes as provided in Sections IV.2.B
(Freight) and IV.2.C (Taxes).

The cost of reconditioning may be charged to the receiving property to the extent Condition C
value, plus cost of reconditioning, does not exceed Condition B value.

(4) Condition D — Material that is obsolete or no longer suitable for its original purpose lgut useable
for some other purpose shall be charged or credited at a price commensurate with its in@ed

O

(5) Condition E — Junk shall be priced at prevailing scrap value prices.
E. OTHER PRICING PROVISIONS . @)
(1) Preparation Costs . y

Subject to Section II (Direct Charges) and Section M. ( ead) of this Accounting
Procedure, costs incurred by the Operator in making Material servie€able including inspection,
third-party surveillance services, and other services will‘be“charged to the Joint Account at
prices which reflect the Operator’s actual costs of the'services. New coating or wrapping are
considered a component of the Material and priced in accordance with Sections IV.1 (Direct
Purchases) or IV.2.A (Pricing), as applicable. No-charges or credits may be made for used
coating or wrapping. Preparation cdsts incurred will not be credited for Material transferred
from the Joint Account unless those servic;&ermanently alter the Material and provide full
value to any future receiving propefty.

(2) Loading and Unloading Cos ; ’

Actual costs incurred in %g and unloading related to the movement of the Material to be
used for Joint Operationsywill be charged to the Joint Account in accordance with Section II
(Direct Char es);i)ro ed however, Operator may charge the rates published by COPAS for
loading or/tinloadi ular goods when Operator uses its own equipment and employees. If
COPAS ceases or ffails to publish rates for loading and unloading tubular goods, the rate will
be the raterlast published by COPAS, adjusted annually by the same factor used to adjust
overl’ead rates under Section II1.1.A.(4).
A

3. DISPOSIT}ON OF SURPLUS
A
urplus ]\h?erial is that Material, whether new or used, that is no longer required for Joint Operations.
Operator may purchase, but is not required to purchase, the interest of the Non-Operators in surplus
Material.

A disposition is the relinquishment of ownership of the Material from the Joint Account to either a third
party, a Non-Operator, or to the Operator. The Operator should make good faith efforts to dispose of
surplus Material within 12 months.

Disposal of surplus Materials shall be made in accordance with the terms of the Agreement. If the
Agreement contains no provisions governing disposal of surplus Material, this provision will apply.

Operator may dispose of Material without notice or approval of the Parties if disposed of under one of

the following methods:

(i)  Material that was charged to the Joint Account through a direct purchase is returned to the vendor;

(ii)) Condition A, B, or C Material is purchased by Operator or its Affiliate based on the pricing
methods set forth in Section IV.2 (Transfers);

(iii) Condition D or E Material is sold to a third party that is not an Affiliate of Operator, under
procedures normally utilized by Operator;

16
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COPAS 202X Accounting Procedure

(iv) Sale other than those under (i) or (iii), to a third party that is not an Affiliate of Operator, and the
market value is less than or equal to the expenditure limit in the Agreement, or $100,000 if the
Agreement does not have an expenditure limit; or

(v) Material in any condition that is sold at or above market value.

All other dispositions require approval of Parties owning the Material (“Owners”) pursuant to Section
1.6.A (General Matters). If approval is required, Operator shall give written notice to the Owners of
the proposed disposition, with sufficient price, material specifications, and condition to make an
informed decision. The Owners have 48 hours, exclusive of Saturdays, Sundays and federal holidays,
after receipt of notice to respond. Failure to respond within the specified time is deemed approval of
the proposed disposition.

Operator shall credit the Joint Account for net proceeds received from the buyer. Costs incurred by
Operator in disposing of the Materials that are not considered overhead under Section III (Overhead),
will be borne by the Owners. Operator shall make good faith efforts to credit the Joint Account for
proceeds from the disposal of surplus Material within 60 days after (i) sale to Operator or its Affiliate,
or (ii) payment is received from an unaffiliated third party for the Material, as applicable.

N y
4. SPECIAL PRICING PROVISIONS ¢ 0
A. SHOP-MADE ITEMS ‘;\
Items fabricated by the Operator’s employees, or by contract laborers under the direction of the
Operator, shall be priced using the value of the Material used to construct thesitem plus the cost of

labor to fabricate the item. Material from the Operator’s scrap or junk ?ount will be valued at
either 25% of the current price as determined in Section [V.2.A (Rricing) or scrap value, whichever

is higher. In no event shall the amount charged exceed the yalue e item commensurate with
its use.
- —
B. MILL REJECTS 7

Mill rejects purchased as limited-service casing or tung will be priced at the price paid, if a direct
purchase for the Joint Account, or at currént matket value commensurate with its use in the case of
a transfer in accordance with Section IV.2 (T r¢ 7S).

3

S

V. INVENTO&# O}CONTROLLABLE MATERIAL

The Operator shall maintain records of Controllable Material charged to the Joint Account, with sufficient
detail to perform physica inve‘ato o

Adjustments to the Joint Account by the Operator resulting from a physical inventory of Controllable
Material shall be made within/12 months following the taking of the inventory or receipt of Non-Operator
inventory report, ?r within the time prescribed for adjustments under Section 1.4 (Adjustments), whichever
is later. Charge$and credits for overages or shortages will be valued for the Joint Account in accordance
with Sectiond¥.2 (Lransfers) using Condition B prices in effect on the date of physical inventory unless
the OybratC\r O‘rjventorying Parties can provide sufficient evidence another Material condition applies.

"\DIRECTED INVENTORIES

y’
Operator shall perform physical inventories upon written request of a majority in working interests of
the Non-Operators (hereinafter, “directed inventory”); provided, however, Non-Operators cannot
require Operator to perform directed inventories more frequently than once every five years. Operator
shall commence directed inventories within 180 days after receiving written notice that a majority in
interest of the Non-Operators has requested the inventory. All Parties shall be governed by the results
of any directed inventory.

Expenses of directed inventories will be borne by the Joint Account; provided, however, costs
associated with any post-report follow-up work in settling the inventory will be absorbed by the Party
incurring such costs. Expenses of directed inventories may include the following:

(1) A per diem rate, representative of actual salaries, wages and Payroll Burden and Benefits of the
persons performing the inventory, or a rate agreed to by the Parties pursuant to Section 1.6.A
(General Matters). The per diem rate will also be applied to a reasonable number of days for pre-
inventory work and report preparation.

17
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(i) Reasonable Personal Expenses for the inventory team.
2. NON-DIRECTED INVENTORIES
A. OPERATOR INVENTORIES

The Operator may conduct physical inventories not required by Non-Operators or a government
entity, at its discretion. The expenses of conducting such Operator-initiated inventories may not
be charged to the Joint Account.

B. NON-OPERATOR INVENTORIES

Subject to the terms of the Agreement, a Non-Operator may conduct a physical inventory at
reasonable times at its sole cost and risk after giving the Operator at least 90 days’ prior written
notice. The Non-Operator shall furnish the Operator its written report within 90 days of completing
the inventory field work.

A R

C. SPECIAL INVENTORIES . y

The expense of conducting inventories other than those described in Section Vf]@rected
Inventories), V.2.A (Operator Inventories), or V.2.B (Non-Operator Inventoriés), shall be borne
by the Party requesting such inventory; provided, however, inventories required.due to a change of
Operator or that are required by a government authority shall be chargedma Joint Account in
the same manner as described in Section V.1 (Directed Inventories). N

QY
) ‘7
A

Y
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FOREWORD

The COPAS 2022 Accounting Procedure and this interpretation were developed as a successor to the 2005
model form, to reflect current industry needs and practices. It was developed with the following model
form operating agreements in mind: AAPL 610-1989, 1989H, and 2015, AAPL 710-2002 and RMMLF
Form 2-1994. The accounting procedure can also be adapted for use in other types of operati fs such as
facility agreements. Regardless of which agreement form governs, and whether this accountlng ptecedure
will be used in a new agreement or to amend an existing agreement, users should exercise caution to re
the agreement fits the operational, commercial and other issues pertaining to the property and $ituati Xlnd
make appropriate modifications. W

S,

The purpose of this publication is to explain, interpret, and elaborate on the provisionSef the COPAS 2022
Accounting Procedure and the intent of the drafters. It does not replace ModelF Interpretations that

pertain to other COPAS model form accounting procedures. This publication does not replace
provisions of any accounting procedure that is part of any existing agreemen y
A

The first part of this publication contains the complete model form g¥ithout:any notations. In the second
part of this publication, the bold type restates the COPAS 2022%Accounting Procedure language; the
indented type that follows, not bolded, provides background‘aformati%ontext, and interpretation.

If the parties elect to change the accounting procedure, th%hould also review the Agreement. The
Agreement typically governs if there is a conflict and may contain provisions relevant to the desired changes
that also need to be modified to reflect the parties” Hlten Harmonizing the Agreement and the accounting
procedure makes the intent clear. P
Finally, the Accounting Procedure and thi int&n’}ation contain lists and examples that are preceded by
the words such as “include”, “include o?ncluding ” These mean “include, but not limited to”,

“includes, but not limited to”, “1nclu%g without limitation”, and similar language which does not limit
the reference to the enumerated exam

~Q"
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COPAS 2022 ACCOUNTING PROCEDURE

INSTRUCTIONS FOR COMPLETING

THIS MODEL FORM MIGHT NOT CONTAIN ALL PROVISIONS REQUIRED
BY PARTIES ENGAGED IN JOINT OPERATIONS. IN ADDITION, THIS MODEL
FORM CONTAINS PROVISIONS THAT MUST BE COMPLETED BY
INSERTING APPROPRIATE DOLLAR AMOUNTS, PERCENTAGES, NUMBER
OF PARTIES, AND EACH PARTY MUST DETERMINE APPROPRIATE
INSERTS FOR ITS PARTICULAR SITUATION OR APPLICATION. USERS OF
THIS MODEL FORM OR PORTIONS OR VARIATIONS THEREOF SHOULD
SEEK THE ADVICE OF LEGAL, ACCOUNTING, AND OTHER BUSINESS
PROFESSIONALS TO ENSURE THAT THE AGREEMENT ACCURATELY
REFLECTS THE PARTIES’ INTENT AND IS PROPER UNDER THE
APPLICABLE BUSINESS CIRCUMSTANCES. USE OF THE FORM, COUNCIL
OF PETROLEUM ACCOUNTANTS SOCIEITES, INC. (“COPAS”)
INTERPRETATIONS OR GUIDELINES, OR A PORTION OR VARIATION OF
ANY OF THEM THEREOF IS AT THE SOLE DISCRETION, RISK, AND
LIABILITY OF THE USER PARTIES. COPAS DISCLAIMS ANY AND ALL
INTERESTS OR LIABILITY WHATSOEVER FOR LOSSES OR DAMAGES
THAT MAY RESULT FROM USE OF THE MODEL FORM, COPAS
INTERPRETATIONS OR GUIDELINES, OR PORTIONS OR VARIATIONS
THEREOF.

General — This Accounting Procedure was eve&pA with the AAPL 610 (1989, 1989-H and 2015), AAPL
710-2002, and Rocky Mountain Mineral{w Mndation Form 2-1994 Model Form Operating Agreements
in mind. Given the array of agreemenwis Accounting Procedure could accompany, and the various types
of operations that it might be used, for, msers should exercise care and due diligence when using this
Accounting Procedure to ensure th circumstances and meets the requirements which such person or

entity intends to addres;,A ¢

Heading — Fill in the exhibit Igtter or number, as well as the name and date of the agreement to which the
Accounting Procedure isibeing attached. The date in the heading should be consistent with the date of the
agreement to whi¢h it is attached. However, if this Accounting Procedure is an amendment to an existing
agreement, use fl the,amendment effective date.

0 reement (“Agreement”) to which the Accounting Procedure is attached. Typically, the Agreement
will gowern if there is a conflict, and the second sentence of this Accounting Procedure form states the
Agreement definitions will govern. Review the definitions in the Agreement and this Accounting
Procedure, to identify overlap and reconcile any differences.

Sece n I.l\—§921e terms defined in this Accounting Procedure might also be defined in the operating or

Section 1.3 — The Accounting Procedure does not require anything to be filled in, but it is worth noting that
many operating agreements also contain a cash advance provision, so users will want to reconcile the
differences between them (or even strike one of them).

i



Section I.5.E — If the parties intend to include this optional provision, they must check the box or otherwise
clearly indicate their intent to include it. If they do not intend to include it, they may want to strike through
it.

Section [.6.B — Fill in the blanks with the number of parties and percentage required to approve amendments

to this Accounting Procedure.

Section I1.6.A — Insert the interest rate that will apply to the undepreciated balance of the facility Hlvestment
account. R

N
Section I1.7. (v) — Fill in the dollar threshold to establish when approval is required for chargi ?i/ate
goods and services.
Sy,
Section I1.14 — Fill in the blank to establish when approval is required for costs chargleﬂnder this provision.

Section III.1 — Select Alternative 1 or 2, at the beginning of this Section, to detelme which method of
assessing overhead will apply. y

A

Section III.1.A — Fill in the overhead rates in this Section if using the FiXed Rate Basis method of assessing

overhead.

overhead. y

B g

Section II1.1.B — Fill in the overhead rates in this Section if usYthefer ntage Basis method of assessing
Ao

Section III.2 — Insert the Major Construction and'Cita\s he overhead rates.

Section III.3 — Insert the Environmental Proj ecéve)h&a rates.

QY

N
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ACCOUNTING PROCEDURE

EXHIBIT « ”»

ACCOUNTING PROCEDURE
JOINT OPERATIONS
Attached to and made part of A s
-
I. GENERAL PROVISIONS ﬂ
1. DEFINITIONS P R

The following capitalized terms have the meaning ascribed to them inythis %)n I.1. However, if the
term is expressly defined in the Agreement, the definition in the Agree controls.

“AFE” means an Authority for Expenditure prepared by.a pafty e Agreement for the purpose of
estimating the costs to be incurred in conducting an operattundfer the"Agreement.

“Affiliate” means for a person, another person that,controls, is controlled by, or is under common control
with that person. For the purposes of this definition, “control” means the ownership by one person,
directly or indirectly, of more than 50% of the Vot g securities of a corporation or, for other persons, the
equivalent ownership interest (such as a/partnership interest), and “person” means an individual,
corporation, partnership, trust, estate, unincogporated organization, association, or other legal entity.

“Agreed Interest” means interest $ou ded monthly, at the rate per annum equal to the prime rate
published by The Wall Street Journal,’or by the Federal Reserve if The Wall Street Journal is not
published, on the first busines dvf the month in which payment is due, and afterwards on the first
business day of each ucc‘sﬁ month, plus three percentage points. If the aforesaid rate is contrary
to any applicable uSury Lawgthe interest rate will be the maximum rate permitted by Law.
“Agreement” means the operating agreement, farmout agreement, or other contract between the Parties
to which this AccouM'g Procedure is attached.

“Catastrophe™means a sudden calamitous event bringing damage, loss, or destruction to property or the

enviro ent,such as an oil spill, blowout, explosion, fire, storm, hurricane, or other disaster.
ntrollable Material” means Material that, at the time of acquisition or disposition by the Joint

Account, as applicable, is so classified by the Council of Petroleum Accountants Societies, Inc. (COPAS).

“Environmental Project” means a project to investigate and remediate environmental conditions, or
to prevent environmental claims, that is necessary and proper for the direct benefit of the Joint
Operations. An Environmental Project does not include routine operations, such as exploration,
appraisal, development, production, maintenance, repair, Major Construction projects, or Catastrophe
projects.



“Field Office” means a structure, or portion of a structure, whether a temporary or permanent installation,
the primary function of which is to directly serve operation of the Joint Property and which serves as a
staging area for directly chargeable employees and contractors who operate the Joint Property.

“First Level Supervision” means those individuals whose primary function in Joint Operations is the
direct oversight of directly chargeable employees and contractors who operate the Joint Property. First
Level Supervision functions may include:

e Responsibility for employees and contractors engaged in field operations activities,isuch as
production operations, maintenance, construction, well remedial work, equipmen@ovVnt

and drilling >

e Responsibility for day-to-day direct oversight of rig operations 0

e Responsibility for day-to-day direct oversight of construction operations Lo,

e Coordination of job priorities and approval of work procedures ™

e Responsibility for optimal resource utilization (equipment, Materials; M)nnel)

e Responsibility for meeting production and operating expense targets

e Representation of the Parties in local matters involving com y, vendors, regulatory
agencies, and landowners, as an incidental part of the supervisor’s operating responsibilities

e Responsibility for all emergency responses with employees an tractors who operate the

Joint Property -

e Responsibility for ensuring employees and contractotsieperatesthe Joint Property in compliance
with company policies and procedures 4

e Responsibility for employment decisions and pesformance appraisals for employees who
operate the Joint Property ®

e Oversight of sub-groups for operation§ n&bns such as electrical, HSE, communications,
instrumentation, measurement, whi¢ch' may Have group or team leaders.

“HSE” means health, safety, and en%m‘é. )

“Joint Account” means the accouMowing the charges paid and credits received in the conduct of the
Joint Operations that are to be sharvy the Parties, but does not include the account pertaining to volumes
or proceeds attributable to ‘ly arbons and by-products produced under the Agreement.

“Joint Operations” means all operations necessary or proper for the exploration, appraisal,
development, productiony/protection, maintenance, repair, abandonment, and restoration of the Joint

Property.
“Joint Prop’e}t,’} means the real and personal property subject to the Agreement, regardless of location.

‘Law§’\ I‘JIS any laws, rules, regulations, decrees, and orders of the United States of America or any

e thereof and all other governmental bodies, agencies, and other authorities having jurisdiction over
or affecting the provisions contained in or the transactions contemplated by the Agreement or the Parties
and their activities and operations under the Agreement, whether such laws now exist or are hereafter
amended, enacted, promulgated, or issued.

“Major Construction” means a project to construct and install, expand, or modify fixed assets, beyond
the wellhead, that are required for Joint Operations, or the dismantlement, abandonment, removal, and
restoration of platforms, production equipment, and other operating facilities.



“Material” means personal property, equipment, supplies, or consumables acquired or held for use in
Joint Operations.

“Non-Operators” means the Parties other than the Operator.

“Offshore Facilities” means platforms, surface and subsea development and production systems, and
other support systems such as oil and gas handling facilities, living quarters, offices, shops, cranes,
electrical supply equipment and systems, fuel and water storage and piping, heliport, mariye docking
installations, communication facilities, navigation aids, and other similar facilities necessary, in the
conduct of offshore operations, all of which are located offshore. iy y

4
“Operator” means the Party designated pursuant to the Agreement to conduct the J 0@)6@18.

“Parties” means legal entities signatory to the Agreement or their successors and“assigns. Parties are
referred to individually as “Party.” » \

“Participating Interest” means the percentage of the costs and risks ofie dl’tring an operation under
the Agreement that a Party agrees, or is otherwise obligated, to pay and be

i,
“Payroll Burden and Benefits” means payroll-related costs othet than salary and wages, such as payroll
taxes, employee benefits, workers’ compensation insuranéey unempéent taxes, and time-off pay.

“Personal Expenses” means costs for transporta&on, meals; lodging, temporary living accommodations,
relocation, and other expenses reimbursed underithe usual/practice of the Operator or its Affiliate, as

applicable. -
PP A Y

“Remote Technology Center” means a facility, e&r'dless of location, having dedicated technical and/or
operations staffing, that directly monitg; aiho}:ontrols Joint Operations on a real-time basis.
0

“Shore Base Facilities” means on%ﬁr\ﬂ support facilities that provide such services to the Joint Property
as a receiving and transshipment point” for Material; debarkation point for operations personnel and
services; communication, sch liﬂand dispatching center; and other associated functions serving Joint

Operations. /\ ‘

“Technical Services” means engineering, geosciences, or other professional services (such as those
performed by engineetrs,geologists, geophysicists, HSE specialists, technicians) that handle or address
specific operating conditions or problems for the benefit of Joint Operations. Technical Services also
includes design and drafting. Technical Services does not include those functions specifically identified
as overhéadunder the second paragraph of Section III (Overhead).

STATEMENTS AND BILLINGS

The O/perator shall bill each Non-Operator on or before the last day of the month for its proportionate
share of the Joint Account for the preceding month. Bills and statements must identify the AFE, lease or
facility, and all charges and credits summarized by appropriate categories of investment and expense, and
a summary, by major Material classifications, of all Controllable Material. Intangible drilling costs, audit
adjustments, and unusual charges and credits shall be separately and clearly identified.

The Operator will make available to Non-Operators any statements and bills required under Section 1.2
or Section 1.3.A (Advances and Payments) by electronic means or by paper copy. The Operator shall

3



provide the Non-Operators instructions and any necessary information to access and receive the
statements and bills within the timeframes specified herein. An electronic statement or bill will be deemed
as delivered 24 hours (exclusive of weekends and federal holidays) after the Operator notifies the Non-
Operator that the statement or bill is available. Upon request from a Non-Operator, Operator shall provide
the bills and statements to such Non-Operator in another media, if reasonably available to Operator.

3. ADVANCES AND PAYMENTS

A. Except as otherwise provided for in the Agreement, the Operator may require one or more ‘c‘)f the Non-
Operators to advance their share of the estimated cash outlay for the succeeding month’saper?ns.
Each such statement and invoice for the payment in advance of estimated expense willb itted
on or before the 20th day of the preceding month. Each Non-Operator shall pay to rator its
proportionate share of such estimate within 30 days after receipt of the advance request.\ The Operator
shall adjust each monthly billing to reflect advances received from the Non-Opefators for such month.
If a refund is due, the Operator shall apply the refund to the subsequent month’s billing or advance,
unless the Non-Operator sends the Operator a written request for a cashirefund.” The Operator shall
remit the refund to the Non-Operator within 30 days of receipt of sug it’n request.

A

B. Except as provided below, each Non-Operator shall pay its propertionate share of each bill in full
within 30 days of receipt. If the due date is on a weekend or‘on a federal holiday, the payment will
be due the following business day. If payment is not made Withéch time, the Non-Operator shall
pay interest at the Agreed Interest rate on the unpai%l?flalye iFrequested by Operator. Agreed
Interest on late payments accrues the day after the due date until the date the Operator receives
payment. In addition, the delinquent Party shall reimburse Operator for attorney’s fees, court costs,
and other costs incurred by Operator in connection with the collection of unpaid amounts. Non-
Operator may not reduce or delay paymen result of inquiries or anticipated credits unless the
Operator has agreed. Notw1thstand1ng rset(')mg, the Non-Operator may reduce payment to the

extent such reduction is caused bze d for:
(1) an incorrect working interest ot P >;c1pat1ng Interest that is higher than such Non-Operator’s

actual working interest.or Pa licipating Interest, as applicable; or

(2) aproject or AFE reg Mproval of the Parties under the Agreement, that the Non-Operator
has not approved (‘r 183; otherwise obligated to pay under the Agreement; or

(3) aproperty/in which't on-Operator no longer owns a working interest, except for costs which
remain the responsibility of the Non-Operator according to the transfer of interest requirements
in the Agreement; or

(4) charges outside the adjustment period, as provided in Section 1.4 (Adjustments).

A
If the"Non-Operator reduces payment pursuant to items (1) through (4), it must furnish Operator
documentation or explanation prior to the payment due date. If any amount withheld pursuant to
this provision is determined to be due and payable, and is paid after the due date, such delinquent
amount is subject to the Agreed Interest, at the discretion of the Operator.

4. ADJUSTMENTS

A. Payment of a bill shall not prejudice the right of any Party to protest or question the correctness
thereof; however, all bills and statements, including payout statements, rendered during any calendar
year shall conclusively be presumed to be true and correct, with respect only to expenditures, after 24
months following the end of any such calendar year, unless within said period a Party takes specific
detailed written exception thereto making a claim for adjustment. The Operator shall provide a

4



written response to all written exceptions, whether or not contained in an audit report, within the time
periods prescribed in Section 1.5 (Expenditure Audits).

B. All adjustments initiated by the Operator, except those described in items (1) through (4) of this
Section 1.4.B, must be made no later than 24 months following the end of the calendar year in which
the original charge appeared or should have appeared on the Joint Account statement or payout
statement. Adjustments that may be made after such 24-month period are limited to those resulting
from any of the following: A

(1) a physical inventory of Controllable Material as provided for in Section V ([nwtorv of

Controllable Material);

(2) an offsetting entry (whether in whole or in part) that is the direct result of a* 00 written
exception or inquiry relating to another property or agreement;

(3) aretro-active adjustment resulting from an audit or assessment by a goverfiignt entity; or

(4) a working interest ownership or Participating Interest adjustment. .

C. Any allocation or reallocation of preliminary project costs or costs for quipment, facilities or
services among wells or projects receiving benefit should appear,on the Joint Account statement or
payout statement when the well or project receives benefit. Examplesiinclude:

Location staking :

Permitting fees R <

Rights of way and easement payment Yy

Environmental assessments A K

Shared pads

Production facilities A y
Drilling support facilities.

5. EXPENDITURE AUDITS ( é )

A. A Non-Operator, upon writte&tice to the Operator and all other Non-Operators, has the right to
audit the Operator’s accountsyand/records relating to any bills rendered, unless otherwise provided in
the Agreement. The ad be conducted no later than 24-months following the end of such
calendar year i 'clzs chbill was rendered. Conducting an audit will not extend the time for the
taking of written exception to and the adjustment of accounts as provided for in Section 1.4
(Adjustments).

.

Any Party that is subject to payout accounting under the Agreement has the right to audit the accounts

and re.gg’ilsv f the Party responsible for preparing the payout statements, or of the Party furnishing

1nfilrma n to the Party responsible for preparing payout statements. Audits of payout accounts may

inc he volumes of hydrocarbons produced and saved and proceeds received for such
hydrocarbons insofar as they pertain to payout accounting required under the Agreement. Unless
otherwise provided in the Agreement, audits of a payout account statement must be conducted no
later than 24 months following the end of the calendar year in which the payout statement was
rendered.

The Non-Operators shall make every reasonable effort to conduct a joint audit in a manner that will
result in a minimum of inconvenience to the Operator. The Operator will bear no portion of the Non-
Operator’s audit cost. The audits may not be conducted more than once each year without prior
approval of the Operator, except upon the resignation or removal of the Operator.

5



The Non-Operator leading the audit (“lead audit company”) shall make good faith efforts to issue the
audit report within 90 days after completion of the audit testing and analysis; however, the 90-day
period will not extend or shorten the 24-month requirement for taking specific detailed written
exception as required in Section [.4.A (Adjustments) above. All claims shall be supported with
sufficient documentation.

A timely filed written exception will, with respect to the claims made therein, preclude the Operator
from asserting a statute of limitations defense against such claims, and the Operator wai\fs its right
to assert any statute of limitations defense against such claims for so long as any Non-Qperator
continues to comply with the deadlines for resolving exceptions provided in this A.pco?,ing
Procedure. If the Non-Operators fail to comply with the deadline in Section 1.5.C, the rator's
waiver of its rights to assert a statute of limitations defense against the claims brought e Non-
Operators will lapse, and such claims will then be subject to the applicable statdtesofilimitations.
B. The Operator shall provide a written response to all exceptions in an audi fe;ort within 180 days
after Operator receives such report. Denied exceptions should be acéempanied by a substantive

written response. Ifthe Operator fails to provide a substantive writtens to an exception within
this 180-day period, upon request by Non-Operator the Operator'will owe Agreed Interest on that
exception or portion thereof, if ultimately granted, from the date:O or received the audit report
until the date the Non-Operator receives payment or credit.on %mt terest bill.

\

days of receipt, and the Operator shall respong in writing to the lead audit company’s follow-up reply
within 90 days of receipt; provided, however, ®ach Non-Operator has the right to represent itself if it
disagrees with the lead audit company’s position‘or believes the lead audit company is not adequately
fulfilling its duties. If the Operator fails td%)r V(&a substantive written response to an exception
within this 90-day period, upon request by Non-Operator the Operator will owe Agreed Interest on
that exception or portion thereof, if lti&tfg granted, from the date it received the audit report until
the date the Non-Operator recei){, pavent or credit on its joint interest bill.

C. The lead audit company shall reply in writing to the Oiﬁtor,’s response to an audit report within 90

D. Ifany Party fails to meet the d%‘ivnes in Sections 1.5.B or 1.5.C or if any audit issues are outstanding
15 months after Operaton cedd the audit report, the Operator or any Non-Operator participating
in the audit ha?&ig}# tcall a resolution meeting, as set forth in this Section 1.5.D or it may invoke
the dispute resélution préeedures included in the Agreement, if applicable. The meeting will require
one month’s Wwritten notice to the Operator and all Non-Operators participating in the audit. The
meeting will betheld/at the Operator’s office or mutually agreed location, and shall be attended by
representatives of the Parties with authority to resolve such outstanding issues. Any Party who fails
to attend‘the resolution meeting shall be bound by any resolution reached at the meeting. The lead
audit'@@mpatiy shall make good faith efforts to coordinate the response and positions of the Non-
Op&ratgparticipants throughout the resolution process; however, each Non-Operator has the right to
represent itself. Attendees shall make good faith efforts to resolve outstanding issues, and the Parties
must present substantive information supporting their position. A resolution meeting may be held as
often as agreed to by the Parties. Issues unresolved at one meeting may be discussed at subsequent
meetings until each such issue is resolved.

If the Agreement contains no dispute resolution procedures and the audit issues cannot be resolved
by negotiation, any Party to the dispute may request the matter be submitted to mediation. In such
event, promptly following one Party's written request for mediation, the Parties to the dispute shall
choose a mutually acceptable mediator and share the costs of mediation services equally. The
Parties shall each have present at the mediation at least one individual who has the authority to
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settle the dispute. The Parties shall make reasonable efforts to ensure that the mediation
commences within 60 days after receipt of the mediation request. Notwithstanding the above, any
Party may file a lawsuit or complaint (1) if the Parties are unable, after reasonable efforts, to
commence mediation within 60 days after receipt of the mediation request, (2) for statute of
limitations reasons, or (3) to seek a preliminary injunction or other provisional judicial relief, if in
its sole judgment an injunction or other provisional relief is necessary to avoid irreparable damage
or to preserve the status quo.

E. O [OPTIONAL PROVISION — FORFEITURE PENALTIES) A
THIS PROVISION APPLIES ONLY IF THE PARTIES EXPRESS THEIR INEENT.TO
INCLUDE IT BY A TYPED, PRINTED OR HANDWRITTEN INDICA IO'Q HIS
PROVISION WILL NOT FORM A PART OF THIS ACCOUNTING PROCED , AND
NO INFERENECE MAY BE MADE CONCERNING THE PARTIES’ INﬁ‘E T IF THEY
FAIL TO INDICATE THEIR INTENT TO ADOPT IT. e

4

If the Non-Operators fail to meet the deadline in Section 1.5.C, any unresolv}exceptions that were
not addressed by the Non-Operators within one year following receipt st substantive response
of the Operator are deemed to have been withdrawn by the Non-Operators. If the Operator fails to
meet the deadlines in Section 1.5.B or 1.5.C, any unresolved eXéeptions that were not addressed by
the Operator within one year following receipt of the audit/reportjor receipt of the last substantive
response of the Non-Operators, whichever is later, arédeemed %}e been granted by the Operator
and adjustments shall be made, without interest, to thYnt Account.

6. APPROVAL BY PARTIES A

A. General Matters P A "y

When an approval or other agree nt& t& Parties or Non-Operators is expressly required under
other Sections of this Accounting Procedure, the Operator shall notify all Non-Operators who are
eligible to vote of the Operatoris propesal. Except for approvals required under Sections [V.2.A.(5)
(Transfers) and 1V.3 (Dispesitionyof Surplus) or as provided in the Agreement, the agreement or
approval of a majority in=imterest of the Non-Operators who are eligible to vote and not an Affiliate
of the Operator shall b‘ c@olling on all Non-Operators.

If Material being trangferred to the Joint Property is priced under Section IV.2.A(5) — agreed to
pricing — approvalef a majority in interest of the Parties who will be charged for such Material is
required; gprovided, however, if Operator and its Affiliates own a majority in interest, approval
requires vote of one other Party. If Material being transferred from the Joint Property is priced
undér Section IV.2.A(5) — agreed to pricing — or being disposed of under Section V.3 (Disposition
of Surplus), approval of a majority in interest of Parties owning the Material is required, provided,

&hewever, if Operator and its Affiliates own a majority in interest, but less than 90%, approval
requires the vote of one other Party owning an interest in the Materials.

This Section 1.6.A applies to specific situations of limited duration where a Party proposes to deviate
from this Accounting Procedure. Approval of a deviation under this provision does not constitute an
amendment.



B.

Amendments

If the Agreement contains no contrary provisions in regard thereto, this Accounting Procedure can be
amended by an affirmative vote of Operator and or more Non-Operators who are not an
Affiliate of the Operator, having a combined working interest of at least %, which
approval shall be binding on all Parties. If the Parties fail to specify the percentage vote required,
an amendment will require unanimous approval.

A

N

II. DIRECT CHARGES

N y
J
The following costs are directly chargeable to the Joint Account: A 0

1.

RENTALS AND ROYALTIES N

Rentals, royalties, rights of way, and easements paid by Operator on beharf (Me Parties, for Joint
Operations.

2.

A.

&

y Y
LABOR =8

Salaries and wages, including Operator’s establish&dyincentivé, compensation programs that are
based on pre-determined metrics and are an integral part/0f salary programs, other than burdens on
production, for Operator’s employees: N

(1) directly engaged in operating the Joint Xropv;

(2) directly engaged in operating Sh ;e se Facilities, Offshore Facilities, or other facilities
serving the Joint Property if sueh ¢ tﬁ?e not included in the rates charged under Section I1.6
(Equipment and Facilities &n&zd by Operator) and are not a function covered under
Section III (Overhead); \

(3) directly engaged im 'rM:evel Supervision of operations employees chargeable under
11.2.A.(1) andy(2);

(4) directly engaged in providing Technical Services for:
(1) design-and.drafting for a Major Construction or Catastrophe project, or Environmental
Project, or technical design for the drilling, completing, sidetracking, deepening, or
‘extending of a well; or
(iMaMing or addressing specific operating conditions or problems for:
drilling, redrilling, deepening, plugging back, recompleting, or sidetracking
. operations, through the latter of completion, or through plugging and abandonment if
the well is a dry hole
workovers, remediation, repairs, or reworks
isolating, decompleting, or securing a well to protect it from operations conducted on
an offset well
Major Construction projects
Catastrophe projects
Environmental Projects
implementing new, or non-routine updates to, HSE Laws or standards required or
recommended by governmental authorities having jurisdiction; or

8
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¢ plugging and abandonment operations.

(5) directly engaged in performing the following functions for Joint Operations:

Negotiating with landowners to acquire surface and subsurface rights to build, install, and
access wells and other operations infrastructure; but excluding negotiations to acquire
leasehold or mineral rights

Meeting with landowners or regulatory personnel, and survey crews to select sites for
conducting Joint Operations and related infrastructure needed to carry out operations
Overseeing surveying and staking of locations, and line locating :
Acquiring water rights 8 y
Assessing damages in the field and negotiating settlements with landowners ~ g
Conducting inspections in the field to verify compliance with surface u@&ee ents or
Laws.

&

Charges for the Operator’s employees identified in Section I1.2.A will b€ based-on the employee’s
actual salaries and wages, or in lieu thereof, a day rate representing th¢ O@ator’s average salaries

and wages of the employee’s specific job category.

A

Charges under this Section II.2.A for employees who are ﬁeig tionals may not exceed
comparable compensation paid to an equivalent U.S_employe suant to this Section I1.2, unless
approved by the Parties pursuant to Section 1.6.A (Generai 1}4a ).

Operator’s cost of holiday, vacation, sickness, andtdisability benefits, and other customary
allowances paid to employees whose salaries and wages are chargeable to the Joint Account under
Section II.2.A, excluding severance paymehts or other termination allowances. Such costs under
this Section I1.2.B may be charged on ¢ “thnd as-paid basis” or by “percentage assessment”
on the amount of salaries and wagesichargeable to the Joint Account under Section I1.2.A. If
percentage assessment is used, t%als' be based on the Operator’s cost experience.

Expenditures or contributionmde pursuant to assessments imposed by governmental authority
that are applicable to costs ch@mble to the Joint Account under Sections II.2.A and B.

. Personal Expf({e%‘of‘e yees whose salaries and wages are chargeable to the Joint Account

under Section I1.2.A when the expenses are incurred in connection with directly chargeable
activities; provided hewever, relocation costs that result from reorganization or merger of a Party,
or that are for the"primary benefit of the Operator, shall not be chargeable to the Joint Account.

Extrao

fﬂ{laf}’ relocation costs, such as those incurred as a result of transfers from remote locations,

such.as. A aﬂQa or overseas, shall not be charged to the Joint Account unless approved by the Parties
pufuirgto Section 1.6.A (General Matters).

Costs incurred for operational, technical, HSE, government-mandated, or government-
recommended training for employees whose salaries and wages are chargeable under Section
II.2.A. This training charge includes the salary or wages and Payroll Burden and Benefits of the
person being trained, training course costs, and Personal Expenses incurred for the training. The
training cost will be charged to the properties directly benefiting from the training. Charges to the
Joint Account for training course costs may not exceed prevailing commercial rates, where such
rates are available.

Operator’s current cost of established plans for employee benefits, including group life insurance,
health care plans, retirement/401K contributions, stock purchase, savings plans, bonus, tuition
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assistance, applicable to the Operator’s labor costs chargeable to the Joint Account under Sections
II.2.A and B, based on the Operator’s actual cost not to exceed the employee benefits limitation
percentage most recently published by COPAS. If COPAS ceases or fails to publish an employee
benefits limitation percentage, the upper limit on employee benefits will be based on a replacement
index and methodology that reflects substantially the same data.

G. Award payments to employees whose salaries and wages are chargeable under Section II.2.A, to
the extent such awards (i) pertain to services directly benefitting Joint Operations, jii) are an
established award program that is not part of incentive pay compensation, and (iii) are based on
pre-determined metrics.

o Y
3. MATERIAL A 0

Material purchased or furnished for use in Joint Operations, as may be required forimmediate use or is
reasonably practical and consistent with efficient and economical operations.’lYQOperator shall make
good faith efforts to avoid the accumulation of surplus stocks.

4. TRANSPORTATION A

By,
Transportation of the Operator’s, Operator’s Affiliate’s, or/contractor’s personnel and Material
necessary for Joint Operations, subject to Section IV.2.MFreight)<

14
5. SERVICES

o

The cost of third-party services, equipment, and utilities used in Joint Operations, except as follows:

e goods and services provided by Operator’s élf i%, which are covered by Section 11.7 (Affiliates);
e services covered by Section I1.9 (Legal(Expense); and

o functions specifically identified infctl (Overhead) as covered by overhead.

Notwithstanding the foregoing, @geab e costs include incidental administrative and other costs
incurred by the third-party vendor thjare an integral part of providing chargeable services.

Awards paid to cor?a&ors‘w% goods or services are chargeable under this Section IL.5 are chargeable
to the Joint Accotint if they™(i) pertain to services directly benefitting Joint Operations, (ii) are an
established award program, and (iii) are based on pre-determined metrics. The cost of operational,
technical, HSE, govemmeént-mandated, or government-recommended training are chargeable to the Joint
Account, for third parties who are chargeable under this Section II.5.

6. E({UI EKT AND FACILITIES FURNISHED BY OPERATOR

&u()perator shall charge the Joint Account for use of equipment and facilities furnished by Operator,

ineluding production facilities, Shore Base Facilities, Offshore Facilities, Field Offices, and Remote
Technology Centers. The cost of Field Offices are chargeable only to the extent the Field Offices
provide direct service to individuals who are chargeable pursuant to Section I.2.A (Labor), Section
I1.5 (Services), or 11.7 (Affiliates), as applicable.

In the absence of a separately negotiated agreement, equipment and facilities furnished by the Operator
will be charged as follows:
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A. Charges for use of such equipment and facilities will be made at rates commensurate with the cost
of ownership and operation. Such rates may include labor, maintenance, repairs, other operating
expense, insurance, taxes, depreciation using straight line depreciation method, and interest on
gross investment, less accumulated depreciation, not to exceed % per annum; provided,
however, depreciation shall not be charged when the equipment and facilities investment has been
fully depreciated. The rate may include an element of the estimated cost for abandonment,
reclamation, and dismantlement. Such rates shall not exceed the commercial rates currently
prevailing in the area of the Joint Operations. A

>

B. In lieu of charges in Section 11.6.A, the Operator may elect to use commercial rates prevailing in
the area of the Joint Operations, less 20%. If equipment and facilities are charged undeg this:Section
11.6.B, the Operator shall adequately document and support commercial rates and slﬂ}l odically
review and update the rate and the supporting documentation. For automoti uipment, the
Operator may elect to use rates published by COPAS. If COPAS ceases orfails to publish such
rates, Operator may charge vehicle rates based on a method comparable‘o@ most recently used
by COPAS.

) 4

7. AFFILIATES A

i,
All work performed, or materials supplied, by an Affiliate of Operator shall be performed or supplied
at competitive rates and terms, and in accordance with custems and§tandards prevailing in the industry
unless otherwise agreed to by the Parties under Section I.Kﬁ (General Matters).

Charges to the Joint Account for goods and/Services provided by an Affiliate in a Competitive
Transaction may be made without approval of the Parties, unless required under the Agreement. Each
of the following is considered a Competitive n%g on:

(1) for an Affiliate that routinely c dL&s ﬂlsiness with unaffiliated customers, the rates and terms
charged the Joint Account @1 rwesentative of rates and terms the Affiliate charges non-
affiliated customers; %

(i1) Affiliate labor charged«n théisame basis as if provided by Operator under Section I1.2 (Labor);

(ii1) Affiliate equipment d%ilities charged on the same basis as equipment and facilities
provided by er‘to@der Section I1.6 (Equipment and Facilities Furnished by Operator);

(iv) Affiliate equipment,*faCilities or Materials charged at rates and terms that are competitive with
unaffiliated third parties, in accordance with customs and standards prevailing in the area of
Joint Operationss

v) charges to the Joint Account for the Affiliate’s goods and services used in Joint Operations that
are/less than or equal to $

=N

e thr\as@ in (v) applies separately to each Affiliate and it applies separately to each:
project or operation requiring an AFE or other authorization from Non-Operators under the
Agreement; or
e calendar year, for Joint Operations not requiring an AFE or other authorization under the
Agreement.

If the Parties fail to designate a dollar amount in (v), the amount deemed adopted by the Parties is the

amount established as the Operator’s expenditure limitation in the Agreement. If the Agreement does
not contain an Operator’s expenditure limitation, the amount deemed adopted by the Parties is $0.

11



Charges to the Joint Account for goods and services provided by an Affiliate that are not considered a
Competitive Transaction require approval of the Parties under Section 1.6.A (General Matters).

Nothing in this Section I1.7 authorizes charges to the Joint Account for services covered by Section II.
9 (Legal Expense) or functions covered by Section III (Overhead).

The Operator may not charge the Joint Account for expediting, purchasing fees or other mark-up for
Affiliate goods and services. A

8. DAMAGES AND LOSSES TO JOINT PROPERTY .

Y
»
Costs or expenses, other than those covered by Section III (Overhead), necessary to ré&airgﬂace or
abandon Joint Property resulting from damages or losses incurred, except to the exfent, Such damages
or losses result from a Party’s or Parties” gross negligence or willful misconduetiin which case such
Party or Parties shall be solely liable. o\

9. LEGAL EXPENSE ) 4
A
A. Costs incurred by Operator in procuring abstracts, fees paid™to, a eys and landmen for title
examinations (including preliminary, supplemental, shut-iniroyalty opinions, division order title
opinions), and title curative work, except as limited ‘by.the Agrégement. If the Agreement is silent
regarding chargeability, these costs are directly chargxa‘rble to'the’Joint Account.

B. Costs incurred by Operator, including fees paid to outside attorneys, which are associated with
hearings before governmental agencies for securing of spacing or pooling orders or any other orders
necessary and proper to conduct Joint Opetations, except as limited by the Agreement. If the

Agreement is silent regarding chargeability, these costs are directly chargeable to Parties on whose
behalf Operator is acting. )
A

C. Attorney’s fees, court costs* tkz( legal costs incurred to collect amounts due under this
agreement, in accordanceqwithjthe Agreement and Section 1.3.B (Advances and Payments).

Recording fees to file of oﬂens and security interests granted under the Agreement, except as
limited by the ?gsgen‘ené

D. The costs of handling,!settling, or otherwise discharging litigation, claims, and liens incurred in or
resulting fromJeint-Operations, or necessary to protect or recover the Joint Property, and which
are not covered by paragraphs A, B, and C, to the extent permitted under the Agreement. Costs of
the Operator’s or Affiliate’s legal staff or outside attorney fees and expenses, are not chargeable
unle§s"approved by the Parties pursuant to Section 1.6.A (General Matters) or otherwise provided

for'in the Agreement.
&TI}XES, PERMITS AND STATUTORY FEES

All taxes, import duties, licenses, bonds, and permitting fees of every kind and nature, assessed or
levied upon or in connection with Joint Operations, Joint Property, or the production therefrom, and
which have been paid by the Operator for the benefit of the Parties, including penalties and interest,
except to the extent the penalties and interest result from the Operator’s gross negligence or willful
misconduct.
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If a Law requires the Operator to provide a service and prescribes a fee payable to the Operator for such
service, such fee will be a direct charge to the Joint Account or to the affected Party or Parties, as
applicable.

If ad valorem taxes paid by the Operator are based in whole or in part upon separate valuations of each
Party’s working interest, then notwithstanding any contrary provisions, the charges to the Parties will
be made in accordance with the tax value generated by each Party’s working interest.

Costs of tax consultants or advisors, the Operator’s employees, or Operator’s Affiliate emlpk}yees in
matters regarding ad valorem or other tax matters, are not permitted as direct charges unles&app‘yed
by the Parties pursuant to Section 1.6.A (General Matters). 9 0

Charges or credits to the Joint Account resulting from sales or use tax audits, incl@ extrapolated
amounts and penalties and interest, are permitted, provided the Non-Operatorhas the right, upon
request, to review the tax auditors’ reports and the calculation of the extrapolatedamount for the various
properties which served as the basis for tax charges or credits and to determiine that the correct amount

of taxes was allocated to the Joint Account. If the Non-Operator is itted to review such
documentation, the sales or use tax may not be directly charged unless the Operator can conclusively
document the amount owed by the Joint Account. _ N

11. INSURANCE - %
) 4

Net premiums paid for insurance required to be carried f&doint Operations for the protection of the
Parties. If Joint Operations are conducted at locations wherethe Operator acts as self-insurer in regard to
its workers’ compensation and employers’ liability insurance obligation, the Operator shall charge the
Joint Account manual rates for the risk assumed in,its Self-insurance program subject to applicable state
and federal workers’ compensation Laws. The ;1}2'11 rates will be the rates published by COPAS, or as
provided by an actuary if COPAS cease ormsn publish manual rates. The manual rates of the adjacent
state will be used for employees per@i ork offshore, adjusted by the U.S. Longshore and Harbor
Workers” Compensation Act or Jo@ ct surcharge, if applicable.

of the Parties. Each ’s sharg of the settlement will be based on its Participating Interest share of the
operation giving riée to the settlement; provided, however, if such settlement is derived from insurance
purchased by the Operator for fewer than all Parties, such settlement will be credited to those Parties for
whom the insurance,was€ purchased, in the proportion of their respective contributions toward the
insurance coverage.

Operator shall credit the J oin‘ﬁcﬂtv with settlements received from insurance it carried for the benefit
h
e

I\
12. COMMUNICATIONS

{

osts-of acquiring, leasing, installing, operating, repairing, maintaining dismantling, and abandoning
c }mication facilities or systems directly supporting Joint Operations. Such costs include hardware,
software, labor, field buildings that house the communication system, and communication links.

13. HEALTH, SAFETY AND ENVIRONMENT
Costs incurred for:

(i)  well containment, pollution containment and pollution removal equipment that is in the same
program area and capable of serving Joint Operations, whether used or on standby; or

13



(i) actual costs of control, cleanup and resulting responsibilities of spills, or discharges from
permitted outfalls, as deemed appropriate by Operator for prudent operations; or
(iii) HSE assessments, surveys, or testing.

14. OTHER EXPENDITURES

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II (Direct
Charges), or in Section Il (Overhead) and which is of direct benefit to Joint Operations and )'s incurred
by the Operator in the necessary and proper conduct of the Joint Operations; provided, howeyer, the
charge requires approval of the Parties, pursuant to Section 1.6.A (General Matters), if.it e)\?eds
$ . If the Parties fail to designate an amount, the amount deemed adopted by the(Parties is the
amount established as the Operator’s expenditure limit in the Agreement. If the Agréementidoes not
contain an Operator’s expenditure limit, the amount will be deemed to be $100,000%

&

III. OVERHEAD P N

The Operator is entitled to charge overhead fees to the Joint Accountjin ac¢ordance with this Section,
as reimbursement for costs incurred by it that are not directly chatgeable to the Joint Account. The
overhead fees are reimbursement for the functions listed inythe next paragraph, and any other
expenditures not classified as directly chargeable under Section H@ect Charges).

y
Functions included in the overhead rates regardless of wl&ler performed by the Operator, Operator’s

Affiliates or third parties and regardless of locatic?n, include the following:
@

e warehousing, other than for warehouses ;h%&ltly owned under the Agreement

e costs of conducting inventories that are/not chargeable under Section V (Inventories of Controllable
Material) \ j1

e procurement ( »

e administration \

e accounting and auditing %

e pipeline nominations and eﬁing

e human resourc;a‘\ ‘1 j

® management i

e supervision notdirectly chargeable under Section I1.2 (Labor)

e legal services not directly chargeable under Section I1.9 (Legal Expense)
. handlingiax matters, other than those costs identified as directly chargeable under Section I1.10

(TaxessPermits and Statutory Fees)
. pel‘nitti and regulatory work not directly chargeable under the Agreement or Section 11.9 (Legal
Expensé), such as: preparation and monitoring of permits or certifications; preparing regulatory
Qreports; reviewing, interpreting, or submitting comments on or lobbying with respect to Laws or
proposed Laws
e land and division order services that are not chargeable under the Agreement, or Sections I1.2 (Labor)
or I1.9 (Legal Expense)

e Technical Services not chargeable under Section 11.2.A(4).

Overhead charges are considered reimbursement for all costs and expenses associated with functions
not directly chargeable, including the salaries or wages plus applicable Payroll Burden and Benefits,
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and Personal Expenses of individuals performing such functions, as well as their office and other
support costs.

1. OVERHEAD—DRILLING AND PRODUCING OPERATIONS

As reimbursement for costs incurred but not chargeable under Section I (Direct Charges) and not covered
by other provisions of this Section III, the Operator shall charge overhead using:

O (Alternative 1) Fixed Rate Basis, Section ITL.1.A. A D

i, y
[ (Alternative 2) Percentage Basis, Section I11.1.B. \ ] 0
A. Overhead—Fixed Rate Basis o,

ﬂ

(1) The Operator shall charge the Joint Account at the following rates pergw@er month:

Drilling Well Rate per month $ (proratedsf eMan a full month)
A

Producing Well Rate per month $ =

(2) Application of Overhead—Drilling Well Rate shallsbe char&s follows:

(a) Charges for onshore drilling wells begin on tk&iate of initial penetration of the ground by
any rig or unit to commence drilling the wellbore, (“spud date”) and terminate on the latter
of the date the drilling or completion equipment used on the well is released. Charges for
offshore and inland waters drilli,ngﬁ\nvﬁs, egins on the date the first drilling or completion
equipment arrives on location fand inates the earlier of (i) the date the last drilling or
completion equipment moye & cation, or (ii) the date the equipment is released. No
charge may be made dué s&e
consecutive calendar w

suspension of drilling or completion operations for 15 or more

five or e consecutive workdays shall be made at the Drilling Well Rate. Such charges
shall be applied fot'the period from date operations, with rig or other units used in operations,
commence through date of rig or other unit release, except that no charges shall be made
during suspension of operations for 15 or more consecutive calendar days.

(b) Charges for any l§d&rgoing downhole work, including abandonment, for a period of

3) A@ca‘i{on of Overhead—Producing Well Rate shall be charged as follows:

. for Joint Operations for any portion of the month qualifies for a one-well charge for the entire

\(Mn active well that is produced, injected into for recovery or disposal, or used to supply water
month, except as provided in I11.1.A.(3)(b).

s

(b) With respect to a multi-completed well, each completion that is considered a separate well
by the governing regulatory authority counts as a separate well for overhead purposes.

(c) A one-well charge will be made for the month in which plugging and abandonment
operations are completed on any well, unless the Drilling Well Rate applies, as provided in
Sections III.1.A.(2)(a) or (b). This one-well charge applies even if the well qualified for
producing overhead in that same month.
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(d) A well that is capable of producing but shut-in for the entire month because of (i) an
overproduced allowable, (ii) inability of a purchaser, processor, or transporter to take
production, or (iii) legal restrictions on flaring or venting qualifies for a one-well charge.

(4) The well rates will be adjusted on April 1 each year following the effective date of the Agreement;
provided, however, if this Accounting Procedure is attached to or otherwise governing the payout
accounting under a farmout agreement, the rates shall be adjusted on April 1 each year, following
the effective date of such farmout agreement. The adjusted rates will be the initial or amended
rates agreed to by the Parties, increased or decreased by the cumulative adjustment or
published by COPAS from the effective date of such rates to April 1 of the cufr ar. If
COPAS ceases or fails to publish the overhead adjustment factor, the adjustmw e based

on the same methodology or a replacement index that reflects substantially me data.
B. Overhead—Percentage Basis p R
(1) Operator shall charge the Joint Account at the following rates: y
A

(a) Development Rate % of the cost of development 6fthe t Property.

(b) Operating Rate ____ % of the cost of operatingathe J oin%perty.

4
(2) Application of Overhead—Percentage Bgsis shall &as follows:

(a) Subject to III.1.B.(2)(c), the De\’élxpmev{ate applies to the directly chargeable costs in
connection with: y

drilling, redrilling, side r&d&, plugging back, recompleting or deepening of a well;
awell undergoin%vx&le work for a period of five or more consecutive work days;
abandonment a&estoration of a well not completed as a producer;
construction’oninstallation of fixed assets, the expansion of fixed assets and any project
clearly &Z'jl as a fixed asset, other than a project that qualifies for overhead

ctions II1.2 (Overhead—Major Construction and Catastrophe) or 111.3
Overhead—FEnvironmental Project); and
e lactivities in preparation for any of the above operations.
.
(b) Athe Operating Rate applies to all other directly chargeable costs in connection with Joint
rations, except those subject to Sections III.1.B.(1)(a), III.1.B.(2)(c), Section II1.2
erhead — Major Construction and Catastrophe), or Section 1.3 (Overhead —

N

/Q \ nvironmental Project).

~ (c) The Development Rate and Operating Rate do not apply to the following:

legal fees covered by Section I1.9 (Legal Expense)

Material salvage credits

costs covered by Section 1.1 (Rentals and Royalties)

the value of injected substances purchased for secondary or tertiary recovery
property taxes, ad valorem taxes and other taxes and assessments levied, assessed,
and paid upon the mineral interest in and to the Joint Property

e payments to or receipts from third parties in settlement of claims

16



e production handling fees, infrastructure access fees, or operating and maintenance fees
paid for production handling facilities not owned by the Joint Account.

e deferred production payments paid by Operator on behalf of the Parties

e premiums for insurance acquired for the Joint Account, other than workers’
compensation and employers’ liability insurance

e costs in excess of $5,000,000 cumulative per well operation, paid to one or more
marine well containment vendors to have equipment available on a stand-by basis in
case of an incident A

e guarantee deposits

e fines and penalties.

N

2. OVERHEAD—MAJOR CONSTRUCTION AND CATASTROPHE A 0

The Operator may charge an overhead fee to reimburse it for costs not directly cﬁrgeable under Section
Il (Direct Charges), which it incurs in connection with a Major Construction project that costs more
than the Operator’s expenditure limit under the Agreement, or for any Catastrophe regardless of the
amount. Ifthe Agreement does not contain an expenditure limit, Majof sttion Overhead will be
assessed for any single Major Construction project costing more than'$100,000 gross. The overhead
rates for Major Construction and Catastrophe projects are: =R

) % of the first $100,000; plus ke <
(i) % of the next $900,000; plus ) 4
(iii) % of costs in excess of $1,000,000. .

The rates apply to the total gross cost char‘égi under Section II (Direct Charges), for each Major
Construction or Catastrophe project. To caleulate:Major Construction Overhead, the components of a
single Major Construction project must l:g'ilg regated, and the cost of drilling and downhole well
operations and cost of purchasing a pumping units and downhole artificial lift equipment
are excluded. i{ﬂ

For Catastrophes, the overhead tates apply to the total gross costs chargeable under Section II (Direct
Charges), incurred in respofi and restoring the Joint Property and environment to the equivalent
condition that exist(@rio to the Catastrophe. The rates apply separately to each Catastrophe. For the
purposes of calculating Catastrophe overhead, the cost of drilling relief wells, substitute wells, or
conducting other well operations directly resulting from the Catastrophe are included.

g

Notwithstanding anything to the contrary in the foregoing, Major Construction and Catastrophe
overhead Q not apply to the following:
gal fees covered by Section I1.9 (Legal Expense)
]SI al salvage credits
payments to and receipts from third parties in settlement of claims
o »premiums for insurance acquired for the Joint Account, other than workers’ compensation and
employers’ liability insurance
e guarantee deposits
e fines and penalties.

Expenditures that qualify for Major Construction or Catastrophe Overhead do not qualify for overhead
under any other overhead provisions.
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3. OVERHEAD - ENVIRONMENTAL PROJECT

Operator may either negotiate an overhead rate or charge the Joint Account the following rates as
reimbursement for costs not directly chargeable under Section II (Direct Charges), which it incurs in
connection with an Environmental Project that costs more than the Operator’s expenditure limit under
the Agreement. If the Agreement does not contain an expenditure limit, Environmental Project
overhead will be assessed for any single Environmental Project costing more than $100,000 gross.
Expenditures that qualify for Environmental Project Overhead do not qualify for overhead‘under any
other overhead provision. A

N Y
The overhead rates for an Environmental Project are: 9
(i) % ofthe first $ 100,000; plus \ 0
(i) % of the next $ 900,000; plus G,
(iii)) % of costs exceeding $ 1,000,000. Y

Environmental Project overhead rates do not apply to the following: (e
o legal fees covered by Section 11.9 (Legal Expense) y
e Material salvage credits A
e payments to and receipts from third parties in settlement 6 ¢lai
e premiums for insurance acquired for the Joint Account; other than‘workers’ compensation and
employers’ liability insurance ke %
e guarantee deposits K ) 4

o fines and penalties. Fs

4. AMENDMENT OF OVERHEAD RA'I?Eﬁ »
The overhead rates provided for in this Secg)n I'may be amended if, in practice, they are found to be
insufficient or excessive, in accordan}cfvige ion 1.6.B (Amendments).

IV. MATERIALPURCHASES, TRANSFERS, AND DISPOSITIONS

The Operator is respor?%fox‘] (@Account Material and shall make proper and timely charges and credits
for direct purchases, fransfers, and dispositions. The Operator shall provide all Material for use in the
conduct of Joint Operations; however, Material may be supplied by the Non-Operators, at the Operator’s
option. Material furnished”by any Party shall be furnished without any express, implied, or statutory
warranties. The,Operator shall maintain documentation to support charges and credits for Materials.

1. DI‘(EEZ} PURCHASES

’%ct purchases shall be charged to the Joint Account at the price paid by the Operator after deduction
of'all discounts taken. The Operator shall make good faith efforts to take discounts offered by suppliers,
but will not be liable for failure to take discounts except to the extent such failure was the result of the
Operator’s gross negligence or willful misconduct. A direct purchase is deemed to occur when an
agreement is made between an Operator and a third party to acquire Material specifically for Joint
Operations. Material provided by the Operator under vendor stocking programs, where the initial use
is for Joint Operations and ownership of the Material does not pass from the manufacturer, distributor,
or agent until usage, is considered a direct purchase. If Material is found to be defective or is returned
to the manufacturer, distributor, or agent for any other reason, credit shall be passed to the Joint Account
within 60 days after the Operator has received adjustment from the manufacturer, distributor, or agent.
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2. TRANSFERS

A transfer is determined to occur when the Operator (i) furnishes Material from a storage facility or
from another operated property, (ii) has assumed liability for the storage costs and changes in value,
and (iii) has ownership of the transferred Material. Similarly, the removal of Material from the Joint
Operations site to a storage facility or to another operated property is also considered a transfer;
provided, however, Material that is moved from the Joint Operations site to a storage location for safe-
keeping pending disposition may remain charged to the Joint Account and is not considered a‘transfer.
Material shall be disposed of in accordance with Section 1V.3 (Disposition of Surplus) al‘}he

Agreement. b 0
Q

A. PRICING

The pricing of Material transferred should generally reflect the market valug,on the date of transfer.
When higher than specification grade or size Material is used in Joint Operations, the Operator
shall charge the Joint Account at the equivalent price for well desigmispecification Material, unless
such higher specification grade or sized Material is approved b¥i'the Parties pursuant to Section
1.6.A (General Matters). Transfers of Material will be priced@using:one of the following pricing
methods for new Material; provided, however, the Operator shalliuse consistent pricing methods,
and not alternate between methods for the purpose ﬁchoosh%e method most favorable to the

Operator for a specific transfer: ) 4
¢

(1) prices published in COPAS’ Compute?lzed Eq ent Pricing System (CEPS), including the
transportation cost from manufactlmi to r@point as defined in Section IV.2.B (Freight);

(2) a price paid by the Operator in c 12—n%£1th period prior to the transfer for like Material in
the vicinity of the Joint sztio i

y

(3) aprice quote from a VGQr hat reflects a current realistic acquisition cost;

(4) the weighted aven pﬂvpaid by Operator for such Material purchased in the vicinity of

the Join%rat‘ons te; or

(5) aprice lagreed to pursuant to Section 1.6.A (General Matters).
B. FREIGHT

A
The O‘ﬁ%ratk shall charge the Joint Account for freight costs as follows:

(L)\ oil country tubular goods (OCTG) and line pipe,
_ - actual freight costs paid by the Operator to a third party to move the OCTG or line pipe from

the manufacturer to the shore base, warehouse or fabrication yard or other operations site; or

o freight rates provided by CEPS, which includes loading and unloading costs, for moving the
OCTG or line pipe, as applicable, from the manufacturer to the rail point nearest the Joint
Operations site; or

e for freight provided by Operator or its Affiliate, the freight costs determined in accordance
with Section 11.6 (Equipment and Facilities Furnished by Operator) or Section I1.7
(Affiliates), as applicable.
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(2) for Material other than OCTG and line pipe,
e actual freight costs paid by the Operator to a third party to move the Material; or
o for freight provided by Operator or its Affiliate, the freight costs determined in accordance

with Section 1.6 (Equipment and Facilities Furnished by Operator) or Section I1.7
(Affiliates), as applicable.

(3) Other Freight Provisions
* Regardless of whether using CEPS or manually calculating transportation costs, transportation
costs from the rail point or staging area nearest to the Joint Operations site to the Joint
Operations site are in addition to the foregoing, and directly chargeable to the Joinﬂcc’a’t.

»

¢ Notwithstanding the foregoing, if the actual freight charges associated wit fégj)ep@nent of
Operator’s surplus (i) from another property to the Joint Operations site c;g(h between the
warehouse and the Joint Operations site exceeds the excluded amount /oSt recently published
by COPAS, the charge to the Joint Account may not exceed the cest'of moving such surplus
between the nearest stocking point and the Joint Operations site./Accessorial charges such as
loading and unloading costs, split pick-up costs, detention, call= cMges and permit fees are
excluded when determining whether the actual freight costs exceed the excluded amount
published by COPAS. If COPAS ceases or fails to publiéhn luded amount, the excluded
amount will be the amount last published by COPAS  adjusted -annually by the same factor
used to adjust overhead rates under Section III.?.?\.(4).

) 4
Transportation of Material between the Joint Operations sit%yd another property, or from the Operator’s

warehouse or other storage point to the Joint Operations sit

, shall be charged to the receiving property.

Transportation of Material from the Joint Opic'r%ionsvﬁ to a warehouse or other storage point shall be
charged to the sending Joint Account.

C.

Q

~ Yy
TAXES \ )

Sales and use taxes shall be M torthe Material transfer price using either the method contained

in CEPS or the applicable taw in effect for the Joint Property at the time and place of transfer.

In either case, the JointAl will be charged or credited at the rate that would have applied had

the Material be(;akdi‘ecarchase.

CONDITION

g

(1) Condition A — New and unused Material in sound and serviceable condition will be valued at
100%: Q;the price determined in Section IV.2.A (Pricing), plus freight and taxes as provided
in Sections IV.2.B (Freight) and IV.2.C (Taxes). All refurbishing costs required to repair

ges will be borne by the divesting property. Notwithstanding the foregoing, Material
* charged in error, such as a miscoding, will be credited as charged, with no gain or loss.
s

(2) Condition B — Used Material in sound and serviceable condition and suitable for reuse without
reconditioning will be valued by multiplying the price determined in Section IV.2.A (Pricing)
by 75%, plus freight and taxes as provided in Sections IV.2.B (Freight) and IV.2.C (Taxes).
Notwithstanding the foregoing, Material that was charged to the Joint Account as used Material
and placed in service for Joint Operations, will be credited at the price determined in Section
IV.2.A (Pricing) multiplied by 65%, plus freight and taxes as provided in Sections IV.2.B
(Freight) and IV.2.C (Taxes). Notwithstanding the foregoing, Material charged in error, such
as a miscoding, will be credited as charged, with no gain or loss.
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)

4)

Except as provided in Section 1V.2.D.(3), all reconditioning costs required to return the
Material to Condition B or to repair damages will be borne by the divesting property.

Condition C — Material that is not in sound and serviceable condition and not suitable for its
original function until after reconditioning will be valued by multiplying the price determined
in Section IV.2.A (Pricing) by 50%, plus freight and taxes as provided in Sections 1V.2.B
(Freight) and 1V.2.C (Taxes). A

>

The cost of reconditioning may be charged to the receiving property to the extent Cenditien C
value, plus cost of reconditioning, does not exceed Condition B value. 9 0

Condition D — Material that is obsolete or no longer suitable for its original pﬁrp&e but useable
for some other purpose shall be charged or credited at a price commengsurate with its intended

use. o ‘

(5) Condition E — Junk shall be priced at prevailing scrap value prie y
A
E. OTHER PRICING PROVISIONS i,

(1)

2)

N

7
3. DI

Preparation Costs - <
14

Subject to Section II (Direct Charges) and Section III (Overhead) of this Accounting
Procedure, costs incurred by the Operat(?r in makiSMaterial serviceable including inspection,
third-party surveillance services, and otheriservices will be charged to the Joint Account at
prices which reflect the Operator’s actuahcosts of the services. New coating or wrapping are
considered a component of the Mdteria zha priced in accordance with Sections IV.1 (Direct
Purchases) or IV.2.A (Pricing), a& icable. No charges or credits may be made for used
coating or wrapping. Prepa@o sts incurred will not be credited for Material transferred
from the Joint Account unless‘those services permanently alter the Material and provide full
value to any future receiving property.

X/

Loading ayﬂllo‘id@CostS

Actual costs incurfed in loading and unloading related to the movement of the Material to be
used for Joint Operations will be charged to the Joint Account in accordance with Section IT
(Direet Charges); provided however, Operator may charge the rates published by COPAS for
loading or unloading tubular goods when Operator uses its own equipment and employees. If
COPA S Ceases or fails to publish rates for loading and unloading tubular goods, the rate will

\be the rate last published by COPAS, adjusted annually by the same factor used to adjust
overhead rates under Section I11.1.A.(4).

SPOSITION OF SURPLUS

Surplus Material is that Material, whether new or used, that is no longer required for Joint Operations.
The Operator may purchase, but is not required to purchase, the interest of the Non-Operators in surplus
Material.
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A disposition is the relinquishment of ownership of the Material from the Joint Account to either a third
party, a Non-Operator, or to the Operator. The Operator should make good faith efforts to dispose of
surplus Material within 12 months.

Disposal of surplus Materials shall be made in accordance with the terms of the Agreement. If the
Agreement contains no provisions governing disposal of surplus Material, this provision will apply.

Operator may dispose of Material without notice or approval of the Parties if disposed of u@er one of

the following methods:

(i)  Material that was charged to the Joint Account through a direct purchase is returned to.the V?io

(ii)) Condition A, B, or C Material is purchased by Operator or its Affiliate based o cing
methods set forth in Section V.2 (Transfers); x

(i) Condition D or E Material is sold to a third party that is not an Afﬁhate erator, under
procedures normally utilized by Operator;

(iv)  Sale other than those under (1) or (iii), to a third party that is not an Affiliate of Operator, and the
market value is less than or equal to the expenditure limit in the Agteement, or $100,000 if the
Agreement does not have an expenditure limit; or y

(v) Material in any condition that is sold at or above market value/

i,

All other dispositions require approval of Parties owning the Material/(“Owners”) pursuant to Section

1.6.A (General Matters). If approval is required, Operatos.shall %written notice to the Owners of

the proposed disposition, with sufficient price, materierc}ﬁca ons, and condition to make an

informed decision. The Owners have 48 hours, exclusive of Saturdays, Sundays and federal holidays,
after receipt of notice to respond. Failure to res’pond with
the proposed disposition.

the specified time is deemed approval of

«

ALY
Operator shall credit the Joint Account fo }'eeds received from the buyer. Costs incurred by
Operator in disposing of the Materia ot considered overhead under Section Il (Overhead),
will be borne by the Owners. Operé ?ll make good faith efforts to credit the Joint Account for
ateri

proceeds from the disposal of su al within 60 days after (i) sale to Operator or its Affiliate,
or (ii) payment is received frompan afﬁhated third party for the Material, as applicable.

4. SPECIAL PRFLNG‘PI@’ISIONS

A. SHOP-MADE ITEMS

Items fabricatecf?y' the Operator’s employees, or by contract laborers under the direction of the
Operator,shall be priced using the value of the Material used to construct the item plus the cost of
labor tepfabricate the item. Material from the Operator’s scrap or junk account will be valued at
eltl\er 25% of the current price as determined in Section [V.2.A (Pricing) or scrap value, whichever
,Qis» higher. In no event shall the amount charged exceed the value of the item commensurate with
its use.
y

B. MILL REJECTS
Mill rejects purchased as limited-service casing or tubing will be priced at the price paid, if a direct

purchase for the Joint Account, or at current market value commensurate with its use in the case of
a transfer in accordance with Section IV.2 (Transfers).
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V. INVENTORIES OF CONTROLLABLE MATERIAL

The Operator shall maintain records of Controllable Material charged to the Joint Account, with sufficient
detail to perform physical inventories.

Adjustments to the Joint Account by the Operator resulting from a physical inventory of Controllable
Material shall be made within 12 months following the taking of the inventory or receipt of Non-Operator
inventory report, or within the time prescribed for adjustments under Section 1.4 (Adjustments), ))vhichever
is later. Charges and credits for overages or shortages will be valued for the Joint Account in aceerdance
with Section V.2 (Transfers) using Condition B prices in effect on the date of physical inventory ?ess
the Operator or inventorying Parties can provide sufficient evidence another Material condition i€s.

1. DIRECTED INVENTORIES g,

Operator shall perform physical inventories upon written request of a maj orﬁyﬁvorking interests of

the Non-Operators (hereinafter, “directed inventory”); provided, however, -Operators cannot

require Operator to perform directed inventories more frequently than once ¢ five years. Operator
shall commence directed inventories within 180 days after receivingiwritten notice that a majority in
interest of the Non-Operators has requested the inventory. All Parfies be governed by the results
of any directed inventory.

oS

Expenses of directed inventories will be borne by th oinyAc unt; provided, however, costs

associated with any post-report follow-up work in settlin%le inventory will be absorbed by the Party

incurring such costs. Expenses of directed inventories may include the following:
@

(i) A per diem rate, representative of actual él ies, wages and Payroll Burden and Benefits of the
persons performing the inventory, orfa ra %reed to by the Parties pursuant to Section 1.6.A
(General Matters). The per diem rate kll so be applied to a reasonable number of days for pre-
inventory work and report prepa@o

(i1) Reasonable Personal Expensesd 1/the inventory team.
2. NON-DIRECF&IP‘V@‘ORIES
A. OPERATORINVENTORIES

.
The Operator may conduct physical inventories not required by Non-Operators or a government
entity, atlits discretion. The expenses of conducting such Operator-initiated inventories may not

be cﬁdh the Joint Account.

QNO -OPERATOR INVENTORIES
Sﬁbject to the terms of the Agreement, a Non-Operator may conduct a physical inventory at
reasonable times at its sole cost and risk after giving the Operator at least 90 days’ prior written

notice. The Non-Operator shall furnish the Operator its written report within 90 days of completing
the inventory field work.
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C. SPECIAL INVENTORIES

The expense of conducting inventories other than those described in Sections V.1 (Directed
Inventories), V.2.A (Operator Inventories), or V.2.B (Non-Operator Inventories), shall be borne
by the Party requesting such inventory; provided, however, inventories required due to a change of
Operator or that are required by a government authority shall be charged to the Joint Account in
the same manner as described in Section V.1 (Directed Inventories).
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INTEPRETATION
I. GENERAL PROVISIONS

1. DEFINITIONS

The following capitalized terms have the meaning ascribed to them in this Section I.1. /However,
if the term is expressly defined in the Agreement, the definition in the Agreement cont,;pls.y

The definitions in the Agreement to which this Accounting Procedure is attached a?&sé@t (e.g.,
operating agreement or farmout agreement) will prevail if the Agreement also défings these terms.
If the Parties do not intend for the Agreement definition to prevail, they s consult with their
legal counsel for guidance on how to modify the Agreement or this Accgunting Procedure to give
effect to the desired definition. s

“AFE” means an Authority for Expenditure prepared by a party z/e Agreement for the
purpose of estimating the costs to be incurred in conducting anzoperation under the Agreement.

The AFE is a good faith estimate of costs, typically prepared %{n of the election process for an
operation conducted under the Agreement. Significa Varia'gces etween actual costs and the AFE
may require notice or a vote under the Agreement. If ah Operator prepares an AFE for its own use,
the Agreement may still require the Operatdtito fum:&n informational copy of the AFE to Non-
Operators. The term “AFE” is sometimés defined in the Agreement, so Parties should review the
Agreement to ensure the definitions confo ";

control with that person. For the pur s of this definition, “control” means the ownership by
one person, directly or indirectly, of'more than 50% of the voting securities of a corporation or,
for other persons, the equivalent, oewnership interest (such as a partnership interest), and
“person” means an individualy corporation, partnership, trust, estate, unincorporated

organization, asswm‘ or other legal entity.

“Affiliate” means for a person, another [hsd that controls, is controlled by, or is under common

Frequently, the Agreement contains a definition of Affiliate. Parties should review the Agreement
to ensure the definitions conform. An Affiliate is only defined by the Agreement or Accounting
Procedureyfor purposes of administering the Agreement and this accounting procedure, and is not
determined by the IRS, GAAP, or any other legal definition of an affiliate.

=N

“Agreed Interest” means interest, compounded monthly, at the rate per annum equal to the
rime rate published by The Wall Street Journal, or by the Federal Reserve if The Wall Street
rnal is not published, on the first business day of the month in which payment is due, and
afterwards on the first business day of each succeeding month, plus three percentage points. If
the aforesaid rate is contrary to any applicable usury Law, the interest rate will be the maximum
rate permitted by Law.

Agreed Interest reimburses the party holding the debt for their cost of borrowing, and to encourage
prompt payment. Agreed Interest starts the day following the payment due date and compounds
on the first day of each succeeding month until the delinquent party makes payment, or the
delinquency is otherwise resolved. If the bill is due on the 21* of the month, interest starts on the
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22" of the month if the bill is not paid on time, using the Agreed Interest rate in effect on the first
day of the month when the bill is due. If the receivable is still outstanding the next month, the
Agreed Interest rate on the first of the next month applies during that month. Thus, if the Agreed
Interest rate changes over time, multiple rates are used to calculate total interest due.

“Agreement” means the operating agreement, farmout agreement, or other contract between the
Parties to which this Accounting Procedure is attached.

“Catastrophe” means a sudden calamitous event bringing damage, loss, or destifuction to
property or the environment, such as an oil spill, blowout, explosion, fire, storm, hux;mcalyor

other disaster. 0

A Catastrophe is often the result of a weather event or other natural disaster, but‘h-}uld also stem
from other causes such as equipment failure or sabotage. Regardless of the*€ause, a Catastrophe
generally requires the direct intervention and supervision of managen@n&(\)}ften, the Operator
forms a team to deal with the media, general public, regulatory auth@rities, Non-Operators, and
anyone alleging property damage or personal injury, and to formulate uy's of action to deal with
the emergency. A
N
“Controllable Material” means Material that, at the time of acquisition or disposition by the Joint
Account, as applicable, is so classified by the Council:of Pet%m Accountants Societies, Inc.

(COPAS) ) 4
COPAS MFI-38, Materials Manual, cldssifies ce&ain Material as Controllable Material.
Generally, Material that is not classified as cont&able is non-controllable, however the Operator
has discretion to classify other Materlals ollable Material. Classification of Material as
Controllable Material is significant from th dpomt of joint interest billing detail and physical
inventories. OQ j

“Environmental Project” mean 4(‘)‘] e>(to investigate and remediate environmental conditions,
or to prevent environmental cla ythat is necessary and proper for the direct benefit of the Joint
Operations. An Environme ject does not include routine operations, such as exploration,
appraisal, development p§uctlon, maintenance, repair, Major Construction projects, or
Catastrophe projécts.

The following discussion is intended to clarify what constitutes an Environmental Project, and
therefore pwhen Environmental Project overhead may be applied. It does not address the
chargeability of any particular project.

- W

En‘iron ental remediation deals with the removal of pollution, contaminants, damage, or
obstructions from environmental media and structures such as soil, groundwater, sediment, or
surface water. Not all environmental remediation projects constitute an Environmental Project for
purposes of this accounting procedure. Environmental remediation activities directly related to a
catastrophic event would be considered part of the Catastrophe project, rather than an
Environmental Project. For example, cleaning up released hydrocarbons after a well control
incident or weather event, to restore the property to the condition that existed prior to the
Catastrophe, would qualify for Catastrophe overhead rather than Environmental Project overhead.
Environmental remediation activities which are part of routine operations, such as cleaning up a
well or facility site after commissioning or after abandoning a well are not an Environmental Project
for purposes of this accounting procedure.
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Environmental remediation not related to a Catastrophe, and which is not part of routine operations,
constitutes an Environmental Project. An example of this is a project to remediate soil or
groundwater pollution that resulted from long-term seepage. A remediation project can entail
taking samples to determine the scope of the problem, lab analysis, feasibility studies, etc.

The Operator may perform other routine environmental activities associated with drilling or other
downhole well operations, major construction, producing and abandonment operations jhat would
be considered an integral part of those operations, rather than an Environmental Project.” Examples

of routine environmental activities include: < y
4
e site-specific surveys needed to obtain permits \ 0
e well site pollution prevention such as building containment systems o,
e treatment and disposal of flowback or produced water ™
e testing and monitoring air emissions PY

e projects to upgrade or replace equipment to comply with new fegulations or a settlement.

Additionally, the Operator may perform other environmental Work that is not environmental

remediation, but which constitutes an Environmental Projé€taforipurposes of this accounting

procedure. These are activities that prevent or reduce risk;‘are required to comply with Laws or

recommendations by government entities or to avoﬂrpenalti% fines, and that are not part of

routine operations. Examples include: ) 4
)

oL . "
e seismicity studies to ensure operations,do not
L 4

se harm to surrounding structures or water
wells A y

e studying and mitigating harm_to (&9 endangered or threatened species, including
development plans, habitat preparation, moving wildlife, and handling conservation credits
or other regulatory requir efl& )O

e hydrology studies to ensfire r wells are not contaminated by operations, and to protect
from future claims allégingidamage.

of abatement or miitigation of non-routine environmental issues and long-lead times required to get
permits, and the activiti ay cover a broader area than just one well or facility site. As such,
there may be no wells identified to charge the work to, and/or no operating agreement or other
agreement identifying the Parties’ responsibilities when the work is performed. Environmental
costs may'be included in the AFE and allocated to wells or facilities when the wells are drilled, or
facilitiesinstalled. Although the costs may eventually be allocated to the wells/facilities, they are
consideted 16 be costs of an Environmental Project.

Environmental work magﬂomed significantly prior to drilling or producing activity, because

Research and development projects are carried out to innovate and develop new or improved
products or procedures. R&D projects are conducted to provide a competitive advantage, develop
new business, or in response to pressure from the board or external stakeholders. They have the
potential to benefit future operations, rather than for the direct benefit of specific properties. An
example is an R&D project to develop ways to sequester CO2. These types of projects are usually
outside the scope of the Agreement (unless the Parties approve it) and would not meet the criteria
in the definition to be classified as an Environmental Project.

It is important to note that the accounting procedure only addresses how to account for an
Environmental Project. It does not authorize the Operator to conduct the work, any more than the
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accounting procedure authorized a drilling or recompletion operation. The Operator’s authority to
conduct operations, and limits on that authority are established in the Agreement. For example, in
the case of remediation projects, the Operator will ballot the Parties, as the cost will most likely
exceed the Operator’s single expenditure limit in the operating agreement.

The Operator may be required to conduct long-lead Environmental Projects well in advance of
there being an operating agreement or elections to determine who will be participating in a well
that benefits from the Environmental Projects. In those cases, the Environmental Project cost is
allocated to the well or wells that benefit and included in the AFEs for the well, which the Non-
Operators approve or reject.

= N
N
“Field Office” means a structure, or portion of a structure, whether a temporary or Q\manent
installation, the primary function of which is to directly serve operation of the Joint roperty and
which serves as a staging area for directly chargeable employees and contraetors who operate the

Joint Property. »
Function, not location, determines what constitutes a Field Offices perator determines a
location that makes sense based on its portfolio, work force, infrastructure such as roads, surface
rights or ownership, etc. =

“First Level Supervision” means those individuals whese pri% function in Joint Operations
is the direct oversight of directly chargeable employees and’contractors who operate the Joint
Property. First Level Supervision functions may inclﬁ%z

¢ Responsibility for employees and é'o}:racgy engaged in field operations activities, such
as production operations, maintenan¢ nstruction, well remedial work, equipment

movement and drilling

Responsibility for day-to-da dil&t Jversight of rig operations

Responsibility for day-to-(J direct oversight of construction operations

Coordination of job pri@es and approval of work procedures

Responsibility for optimal résource utilization (equipment, Materials, personnel)

Responsibility fo ing production and operating expense targets

Represen?@h 0{" :la’arties in local matters involving community, vendors, regulatory

agencies,, and landowners, as an incidental part of the supervisor’s operating

responsibilities

Responsibility for all emergency responses with employees and contractors who operate

the Joint Property

¢ Responsibility for ensuring employees and contractors operate the Joint Property in

\co liance with company policies and procedures
(]

» onsibility for employment decisions and performance appraisals for employees who
operate the Joint Property

¢~ Oversight of sub-groups for operations functions such as electrical, HSE,
communications, instrumentation, measurement, which may have group or team leaders.

The first sentence describes the main criterion in determining whether a person’s function qualifies
as First Level Supervision. The primary function requirement refers only to the time billed to the
Joint Account. For example, if the person supervises 12 people, five whose time is directly
chargeable and seven whose time is not billable, that person may be a first level supervisor as to
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the five people. The portion of the supervisor’s time charged to the Joint Account should be based
on a reasonable allocation such as head count.

The above list is intended as examples of First Level Supervision functions and is not all-inclusive.
The performance of any one or more of these or similar functions does not indicate an individual
qualifies as First Level Supervision. The conditions under which the First Level Supervision may
be charged direct to the Joint Account are addressed in Section 11.2 (Labor). Refer to COPAS MFI-
21, Overhead Principles, for more information on first level supervision. A

“HSE” means health, safety, and environment.
4
This term is an acronym, used for drafting convenience. ‘;\ 0

“Joint Account” means the account showing the charges paid and credits rpcﬂved in the conduct
of the Joint Operations that are to be shared by the Parties, but does_ not include the account
pertaining to volumes or proceeds attributable to hydrocarbons and by-pro s produced under
the Agreement.
A

The Joint Account does not generally include credits for th€usale:of hydrocarbons or charges

incurred for gathering, processing, marketing, or transportation of hydrocarbons that are considered

post-production costs. | {

“Joint Operations” means all operations necessary &proper for the exploration, appraisal,
development, production, protection, malntenance, repair, abandonment, and restoration of the

Joint Property. y

Joint Operations generally do not include a tles related to gathering, processing, marketing, or
transportation of hydrocarbons after ti& Je transferred to a transporter, purchaser, or marketing
agent. 1

“Joint Property” means the real and personal property subject to the Agreement, regardless of
location.

Real property @ land;(tures, and minerals in place. Personal property refers to the movable
property, such.as severed minerals and Material that is not a permanent fixture on the lands. Joint
Property includes,equipment that is owned by the Parties pursuant to this agreement. Joint Property
does not include equipment and facilities owned entirely by the Operator, by the Operator and third
parties,”or, by the Operator and some of the Parties to this Agreement, but which is owned or
operatéd under another agreement.

\
‘Laws” means any laws, rules, regulations, decrees, and orders of the United States of America
ny state thereof and all other governmental bodies, agencies, and other authorities having
jurisdiction over or affecting the provisions contained in or the transactions contemplated by the
Agreement or the Parties and their activities and operations under the Agreement, whether such
laws now exist or are hereafter amended, enacted, promulgated, or issued.

“Major Construction” means a project to construct and install, expand, or modify fixed assets
beyond the wellhead, that are required for Joint Operations, or the dismantlement,
abandonment, removal, and restoration of platforms, production equipment, and other operating
facilities.

29



The qualification for Major Construction projects depends on the type of activity. Drilling,
completing, reworking, recompleting, and equipping a well through the wellhead are not considered
Major Construction projects.

“Material” means personal property, equipment, supplies, or consumables acquired or held for
use in Joint Operations.

Material includes equipment such as casing, tanks, pumping units, valves, fittings, and s{lpplies but
also includes items such as water, diesel, and mud. Material is classified as Controllable or:noen-
controllable Material. b 0

Non-controllable Material is a broad category which includes anything that iﬁ& classified as
Controllable Material and includes consumables. ~Consumables are~goods that become
incorporated into other goods and lose their identity, or cannot be used, &tul;}ned, or reasonably
resold at the end of their use. Consumables are often replaced regularlyzbec they wear out, are
used up, or are completely consumed during use. Examples of cons b,s include rags, welding
rods, paint, gloves, blasting sand, batteries, and most other supplies.
N

The term “acquired or held for use” recognizes that Material, such as common or frequent
replacement parts, long-lead items, or critical spares;imay be p%ised specifically for use in Joint
Operations while not being put in service immediatelxn ) 4

See COPAS MFI-38, Materials Manual, fof'more information.

“Non-Operators” means the Parties other tlﬁr‘h’éperator.

“Offshore Facilities” means platforms, skfzJe and subsea development and production systems,
and other support systems such a%l zy gas handling facilities, living quarters, offices, shops,
cranes, electrical supply equipmentand systems, fuel and water storage and piping, heliport,
marine docking installations, communication facilities, navigation aids, and other similar
facilities necessary in the co uet-of offshore operations, all of which are located offshore.

Offshore Facilities are‘ réquired to handle hydrocarbon or water production, water disposal, water
source, and injection operations, or they may provide accommodations for living quarters, offices,
communicationsyMaterial handling, and other facilities required in offshore operations. Offshore
Facilitiesgmay be located on or off the contract or unit area. Consider whether the Agreement
defines/“facilities” to determine if there is any conflict or overlap. Additionally, the provisions
dealifigywith’ facility or project approval, take-in-kind provisions, and other provisions in the
Agteement, or separate facility use agreements, may limit, or otherwise affect the chargeability of
certain facilities.

“Opelcator” means the Party designated pursuant to the Agreement to conduct the Joint
Operations.

“Parties” means legal entities signatory to the Agreement or their successors and assigns. Parties
are referred to individually as “Party.”

“Participating Interest” means the percentage of the costs and risks of conducting an operation
under the Agreement that a Party agrees, or is otherwise obligated, to pay and bear.
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Participating Interest is sometimes referred to as a consenting party’s interest. It refers to the cost-
bearing interest of a Party. Refer to the Agreement to see if it contains a definition and ensure the
definitions are consistent.

“Payroll Burden and Benefits” means payroll-related costs other than salary and wages, such as
payroll taxes, employee benefits, workers’ compensation insurance, unemployment taxes, and
time-off pay. A

This term does not include Personal Expenses or the administrative cost for handling payroynd

benefits. \ b 0

“Personal Expenses” means costs for transportation, meals, lodging, témporary living
accommodations, relocation, and other expenses reimbursed under the wsual practice of the
Operator or its Affiliate, as applicable. »

“Remote Technology Center” means a facility, regardless of locationyhaving dedicated technical
and/or operations staffing, that directly monitors and/or controls/Joint Operations on a real-time
basis. N

Remote Technology Centers may be owned by the Operator, aél party, an Affiliate, or the Joint
Account. The Remote Technology Centers may serve dl;illin , completion, and/or production
operations, and those operations may be onslgore or of%ore. Refer to MFI-57, Remote Technology
Centers, for more information.
“Shore Base Facilities” means onshore sqp]ﬁ)r fMities that provide such services to the Joint
Property as a receiving and transshipmeént point for Material; debarkation point for operations
personnel and services; communicati n,&hjuling, and dispatching center; and other associated
functions serving Joint Operation{ »

Refer to COPAS MFI-46, Sh%gse Facilities and Offshore Staging Areas, for more information.
“Technical Servi?mw‘ns engineering, geosciences, or other professional services (such as those
performed by engineers, geologists, geophysicists, HSE specialists, technicians) that handle or
address specific operating conditions or problems for the benefit of Joint Operations. Technical
Services also includes design and drafting. Technical Services does not include those functions
specifically identified as overhead under the second paragraph of Section III (Overhead).

Techfiieal Services does not include functions such as financial services, oil or gas marketing,

progurement, tax, regulatory, nor does it include legal or land services, which are covered under
/Qother rovisions.

E)Zpanded regulatory requirements, changing technologies, and expanded job functions may change
the scope and role of technical labor. It is not necessary for a technical person to have attained the
specialization at an accredited college or university, but rather, these skills may be acquired through
a combination of life experiences and continuing education. The function should require skills,
knowledge, and abilities that benefit the Joint Operation and are required to address a specific
operational issue.

Refer to Section 11.2.A.(4) for more information on how this term applies to chargeable functions.
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2. STATEMENTS AND BILLINGS

The Operator shall bill each Non-Operator on or before the last day of the month for its
proportionate share of the Joint Account for the preceding month. Bills and statements must
identify the AFE, lease or facility, and all charges and credits summarized by appropriate
categories of investment and expense, and a summary, by major Material classifications, of all
Controllable Material. Intangible drilling costs, audit adjustments, and unusual ch?rges and
credits shall be separately and clearly identified.

= N
The Operator will make available to Non-Operators any statements and bills requi lmler
Section 1.2 or Section 1.3.A (Advances and Payments) by electronic means or by 5Xer y. The
Operator shall provide the Non-Operators instructions and any necessary info ion to access
and receive the statements and bills within the timeframes specified heréin. An electronic
statement or bill will be deemed as delivered 24 hours (exclusive of, Vﬁ(ends and federal
holidays) after the Operator notifies the Non-Operator that the statément or bill is available.
Upon request from a Non-Operator, Operator shall provide the billssand ’atements to such Non-
Operator in another media, if reasonably available to Operator. /
N
The primary purpose of the billing is to provide the Non-Operators with'a summary of the previous
month’s transactions reflecting the amount due to (orfrom) t%)gperator and to enable the Non-
Operators to properly account for Joint Account trans tions/ The billing is not intended to provide
detail necessary for audit purposes as contemplated ggSection L.5.A (Expenditure Audits) of this
Accounting Procedure. Refer to COPAS NfFI—26, Joint Interest Billing Summary Classifications
for more information. The following is an Xxpla@ion of the detail that is required:

e Charges and credits should be ¢lassi 1e}'in amanner that allows the Non-Operators to make
proper distribution betwee c;&a xpenditures (segregated by tangibles and intangibles)
and operating expenses %t ilitate compliance with governmental requirements.

e Controllable Matefial may be detailed or summarized to reflect total charges and credits
during the montkj/l% Material classifications are found in COPAS MFI-38, Materials

Manu% ‘

e Intangible drilling costs may be detailed or summarized by account totals, allowing Non-
Operators:to"properly account for such costs.

. ‘:Fh bill should identify audit adjustments by individual audit number, exception number,

amount, or supplemental information should be provided to the Non-Operators,
& \ -j{‘lowing Non-Operators to verify that exceptions granted were recorded to the Joint
' Account.

/

e Unusual charges and credits should be separately identified, or supplemental information
should be provided to the Non-Operators allowing identification of unusual charges.
Examples include items such as lease rentals, damages, well contributions, fines, and
penalties.

The Parties may elect to exchange joint interest billings via electronic means, in which case the
users’ manual or agreement should be used as a guide.
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B.

The Operator might use the joint interest billing system as a way to account for charges and credits
that are not Joint Account charges and credits in context of this accounting procedure. Examples
include:

o credits for the value of skim oil netted from a saltwater disposal charge

e charges from a transporter or purchaser to filter and dispose of frac sand downstream of

the custody transfer point (for 100% of the wellhead volumes)
e charges to dispose of gas (negative gas prices)
e marketing fees. A

Charges and credits not governed by this accounting procedure may be subject to other agreeMts
and should be handled in accordance with the governing agreement. J 0
Q

ADVANCES AND PAYMENTS
Vs

Except as otherwise provided for in the Agreement, the Operator may.require one or more
of the Non-Operators to advance their share of the estimated cash outlay for the succeeding
month’s operations. Each such statement and invoice for the pay t’(advance of estimated
expense will be submitted on or before the 20th day of the preceding month. Each Non-
Operator shall pay to Operator its proportionate share of such estimate within 30 days after
receipt of the advance request. The Operator shall adjust each-monthly billing to reflect
advances received from the Non-Operators for such monwa refund is due, the Operator
shall apply the refund to the subsequent month’s billing or advance, unless the Non-Operator
sends the Operator a written request for a cash ref%d. The Operator shall remit the refund
to the Non-Operator within 30 days of vreceipt of such written request.

ALY
Cash advances are intended to keep.the ator from having to finance the Non-Operators’
share of costs of conducting Jointgpeztions. Consequently, the cash advance applies to all

cash outlays — both capital cﬁs i{o rating expenses.

Many of the model form Mating agreements also contain a cash advance provision. The due
date in the operating agreement might differ from the due date in the accounting procedure.
Other terms may va . Occasionally the Operator may modify the operating agreement
to reques‘f/&sh‘arc@ce for the entire amount of a project prior to commencement, for
administrative reasons or to reduce financial risk. Check the operating agreement and
accounting, procedure cash call provisions for consistency.
L
If the"amount of the advance exceeds the actual cash outlay for the month, the Operator may
ap@t e excess to the subsequent month’s costs or cash advance requirement. It may also
apply the advance to any amounts on the current or subsequent month’s billing for capital costs
erating expenditures that were not advanced, if any. If any remaining advance exceeds
the actual costs of the subsequent month’s billing (or for the project if the advance was for the
. full project cost) the Non-Operator may request a refund. The refund protects the Non-
Operator’s cash flow if the advance paid is significantly higher than the actual costs for the
month (or project) or where there are no ongoing expenditures against which to apply the
overpayment, as might happen with an exploratory well.

Except as provided below, each Non-Operator shall pay its proportionate share of each bill
in full within 30 days of receipt. If the due date is on a weekend or on a federal holiday, the
payment will be due the following business day. If payment is not made within such time, the
Non-Operator shall pay interest at the Agreed Interest rate on the unpaid balance, if
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requested by Operator. Agreed Interest on late payments accrues the day after the due date
until the date the Operator receives payment. In addition, the delinquent Party shall
reimburse Operator for attorney’s fees, court costs, and other costs incurred by Operator in
connection with the collection of unpaid amounts. Non-Operator may not reduce or delay
payment as a result of inquiries or anticipated credits unless the Operator has agreed.
Notwithstanding the foregoing, the Non-Operator may reduce payment to the extent such
reduction is caused by being billed for:

(1) an incorrect working interest or Participating Interest that is higher than guch Non-
Operator’s actual working interest or Participating Interest, as applicable; or....

(2) a project or AFE requiring approval of the Parties under the Agreement, tha %n-
Operator has not approved or is not otherwise obligated to pay under the Agr ent; or

(3) aproperty in which the Non-Operator no longer owns a working interesf:-e cept for costs
which remain the responsibility of the Non-Operator according to the€transfer of interest
requirements in the Agreement; or o

(4) charges outside the adjustment period, as provided in Section 1.4 (Mstments).

If the Non-Operator reduces payment pursuant to items (1) thr ugl: (4), it must furnish
Operator documentation or explanation prior to the payme ue date. If any amount
withheld pursuant to this provision is determined to be due and payable, and is paid after the
due date, such delinquent amount is subject to the. Agree%erest, at the discretion of the

Operator. 4
Refer to the definition of Agreed Intere§tifor infoXation on applying interest.

Non-Operator may short pay the billinéo }'it is clearly in error as a result of one of the four
causes listed, and the reduction is limit the amounts that fall within those four categories.
If any item on the billing is esLnj?e, but does not meet any of these criteria, the Non-
Operator should pay the bill.as ered and submit a written request for an adjustment or
explanation of the item ingguestion. Non-Operator may not reduce or delay payment because
of inquiries or anticipated credits unless the Operator agrees in advance. The Operator should
answer inquiries pro thfd if an adjustment is in order, issue a credit (or debit) to the Joint
Account. N -Oﬁera may not short pay the invoice due to lack of profitability or failure to
achieve financial, operational, or other objectives.

If a Party reduces an amount billed for one of the reasons listed, it should furnish explanation
or dogumentation for the short pay, such as:
/ey, prior audit responses
e %orrespondence with the Operator
\ J citing relevant Agreement language
’Q ' e request for an AFE
, e title opinions.

Regarding item (3), model form operating agreements contain notice requirements that must
be met before the Operator is required to recognize a transfer of interest. Even after the required
notice period has lapsed, the transferring party may still be liable for costs incurred after the
effective date but attributable to operations it approved prior to making the assignment. Refer
to Article VIIL.D of an AAPL 610 Model Form Operating Agreement, Article 26.3 of the
RMMLF Form 2-1994, and Article 26.1.2 of the AAPL 710-2002 Model Form Offshore
Operating Agreement.
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The lien and security interest provision or default provision of the Agreement may also allow
the Operator (and other Parties who are carrying the delinquent costs) to recover attorney’s
fees, court costs, and other costs incurred to collect unpaid amounts. The Agreement may allow
the Operator to request other non-defaulting Parties help bear a portion of the defaulting Party’s
cost while waiting to collect from the defaulting Party. In that case, the Operator will need to
reimburse the other Parties who help bear the delinquent costs, if any funds are received from
the defaulting Party. A

ADJUSTMENTS N
4 y

Payment of a bill shall not prejudice the right of any Party to protest or, question the
correctness thereof; however, all bills and statements, including payout statﬁfne ts, rendered
during any calendar year shall conclusively be presumed to be true and-correct, with respect
only to expenditures, after 24 months following the end of any suchicalendar year, unless
within said period a Party takes specific detailed written exception thereto making a claim
for adjustment. The Operator shall provide a written response.to all written exceptions,
whether or not contained in an audit report, within the time periods prescribed in Section L.5
(Expenditure Audits). _ N

The 24-month limit applies to expenditures subjeet to th‘é:ounting procedure; it does not
apply to revenue or other costs included in the bilgr statemeont.

A Party may question or challenge a bill by giving the Operator written notice. The written
exception may be the result of a desk review of the bill, previous discussions with Operator,
previous audits, unusual entries, etc. of #ymay be the result of the Non-Operator exercising its
audit rights under Section 1.5 (Equdit}rgéludits).

Written exceptions should p&id explanation of why the Non-Operator believes the charge
is incorrect and include d%ment tion to support the claim. It is critical that the Operator be
able to understand howythe Non-Operator determined the dollar amount of the exception. A
vague exception that erw asks the Operator to prove the charges in an account are correct
essentially a tlﬁ Operator to perform a self-audit and is not a proper exception. Likewise,
Operatorsiight rejeet€xceptions based on sampling because that amounts to the Non-Operator
asking the Operator to perform a self-audit. An improperly documented written exception
might resultyin the Operator denying the claim, so the Non-Operator should be aware of and
follow the Operator’s documentation requirements.

A
Refer t6 COPAS MFI-40, 24-Month Adjustment Period for Joint Account Adjustments, for
\mhog information. Refer to the Agreement for provisions relating to sending notices.

All adjustments initiated by the Operator, except those described in items (1) through (4) of
this Section 1.4.B, must be made no later than 24-months following the end of the calendar
year in which the original charge appeared or should have appeared on the Joint Account
statement or payout statement. Adjustments that may be made after such 24-month period
are limited to those resulting from any of the following:

(1) a physical inventory of Controllable Material as provided for in Section V (Inventories of
Controllable Material);

35



(2) an offsetting entry (whether in whole or in part) that is the direct result of a specific
written exception or inquiry relating to another property or agreement;

(3) aretro-active adjustment resulting from an audit or assessment by a government entity;
or

(4) a working interest ownership or Participating Interest adjustment.

The phrase “initiated by the Operator” includes a review of accounts or records that is not the
result of a detailed written exception as described in Paragraph A above or a governglent audit.
An adjustment to a specific cost that is allowed outside the 24-month adjustment peried does
not allow either Party to review and adjust similar charges. Refer to COPAS MEI—4$24—
Month Adjustment Period for Joint Account Adjustments, for more information an,d@nples.

Adjustments resulting from physical inventories are allowed after the 24—moﬁﬂ'rperiod because
Operators historically have conducted inventories on a longer cycle — eg7every five years.

o
An offsetting entry to the Joint Account that is a direct result of & spe&c written exception
relating to another property or agreement is allowed after thé®24-month adjustment period
because the adjustment is not initiated by the Operator and the timing is generally beyond the
Operator’s control. The written exception does not necgSSarilyihave to be in a formal audit
report, so long as it is in writing and submitted timely.;, For example, a written information
request submitted during a joint interest audit of\anether property causes the Operator to make
an adjustment to the Joint Account. The offsetting/entry is-allowed after the 24-month limit
because the information request that g}enerated%e adjustment was in writing and timely

submitted.

Usually, the offsetting entry is the rpsﬂt (ﬁy}lexception pertaining to another property — e.g.,
a miscoding to property A result&in r

a

edit to property A and charge to property B. The
exception that triggers the adjust is submitted by a party to the agreement governing
property A (who could also be a My to the agreement covering property B or a third party).
The offsetting entry adj entyeould also happen when working interest owners in a given
property are subject todifferent agreements or terms and conduct separate audits. Even though
there is one property: ete’could be multiple Joint Accounts, with offsetting entries, due to
non—conse?u( cz‘rrie interest arrangements (e.g., force pooling order, joint development
agreement, or participation agreement).

Exceptionsforehanges or corrections in working interest or Participating Interest do not allow
changes to what is billed, but rather changes to the proportion each Party must bear.

C. Any a cation or reallocation of preliminary project costs or costs for shared equipment,
facilities or services among wells or projects receiving benefit should appear on the Joint
Account statement or payout statement when the well or project receives benefit. Examples

&in}:lude:
¢ Location staking
Permitting fees
Rights of way and easement payment
Environmental assessments
Shared pads
Production facilities
Drilling support facilities.
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Costs may be incurred prior to establishing the Joint Account. In these cases, service dates do
not determine the 24-month adjustment period. The adjustment period cannot begin until the
well or project is approved, and the participants determined — i.e., the Joint Account is
established. The Non-Operator may need to look at other documentation to determine the date
benefit is received.

Spud date is commonly used to determine the 24-month period to allocate pre-drill costs. That
does not mean the Operator cannot charge costs sooner, once the AFE is approved. }n the case
of a well pad, a new well receives benefit when it begins to use the well pad. Ifthe.well is
going to tie into an existing facility, it receives benefit when it ties into the facility e, y

>
Refer to AG-29, Shared Well Pad Cost Allocations, for more information. ‘._\ 0
EXPENDITURE AUDITS Y

. A Non-Operator, upon written notice to the Operator and all other.NhOperators, has the
right to audit the Operator’s accounts and records relating to np’bills rendered, unless
otherwise provided in the Agreement. The audit must be conducted no later than 24-months
following the end of such calendar year in which such bill wasirendered. Conducting an audit
will not extend the time for the taking of written exception to and the adjustment of accounts
as provided for in Section 1.4 (Adjustments). k- €‘

Unless otherwise provided for in the Agreement,&le ri/ght of a Non-Operator to conduct an
expenditure audit is not dependent on compliance with other provisions of the Agreement, such
as the status of that Non-Operator’s outstanding joint interest billing balance. However, some
Agreements allow the Operator to sgsﬁgn%rights of a defaulting party, which could include
audit rights. Refer to Article VIL.D of the’AAPL 610-1989 and later model forms JOAs for a
sample of such a provision. ]i j1

Refer to the Agreement proper methods of providing notices. Refer to COPAS AG-19,
Expenditure Audit Protgcolsyfor more information on the expenditure audit process.

Any Party th?\su*jfcbo payout accounting under the Agreement has the right to audit
the accounts and records’of the Party responsible for preparing the payout statements, or of
the Party furnishing information to the Party responsible for preparing payout statements.
Audits of payoutac€ounts may include the volumes of hydrocarbons produced and saved and
proceedssreceived for such hydrocarbons insofar as they pertain to payout accounting
required under the Agreement. Unless otherwise provided in the Agreement, audits of a
payoﬁf“accﬁmt statement must be conducted no later than 24-months following the end of
ttha-lgdar year in which the payout statement was rendered.

This provision allows audits of proceeds that pertain to a payout account because a payout
account records both costs and proceeds pertaining to a non-consent or other carried operation
(e.g., farmout). Auditing both components is necessary to confirm the payout balance. This
provision does not address audit rights for volumes or proceeds that are not subject to payout
accounting. The Agreement may allow the Parties access to records pertaining to volumes and
measurements.

The Operator usually prepares payout statements, but that is not always the case. Another Party
may be responsible for issuing the payout statement if the Operator is a non-consenting Party
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and another Party carries out the operation. Additionally, if the Operator prepares the payout
statements, other carrying Parties may need to supply the Operator with information on
proceeds they receive from the non-consenting Party’s share of production. Consequently, a
non-consenting Party might want to audit the records of all carrying Parties, not just the
Operator.

It is the responsibility of the Operator, or Party preparing the payout statements, to send payout
statements timely and regularly to non-consent Parties. The 24-month audit period for payout
statements runs from the end of the calendar year in which the payout statement was rendered.
If the Operator, or Party preparing the payout statements, fails to render payout.stat ts
timely and regularly, the audit scope will include all first-time costs included onit ered
statement, extending the audit period beyond 24 months. However, the fact that thesfendered
payout statements contain cumulative balances does not make the entire pa}ﬁ’u{ eriod subject

to audit. ﬂ

The Non-Operators shall make every reasonable effort to conduct a.j(haudit in a manner
that will result in a minimum of inconvenience to the OperatoriaThe Operator will bear no
portion of the Non-Operator’s audit cost. The audits may not be conducted more than once
each year without prior approval of the Operator, except gipon resignation or removal of
the Operator.
T
Non-Operators who participate in the audit bear the ;05? the audit personnel and their
expenses. Costs incurred by the Operator to pro&e appropriate support staff and equipment
A .. . . .

are not chargeable to the Non-Operators participating in the audit. Such costs are reimbursed
to the Operator through the provisions Rf Se‘ign III (Overhead).

The Non-Operator leading the audit/(“lead audit company”) shall make good faith efforts to
issue the audit report within 9 d& ter completion of the audit testing and analysis;
however, the 90-day period wi@m tend or shorten the 24-month requirement for taking
specific detailed written e on as required in Section 1.4.A (Adjustments) above. All
claims shall be supportedqvith sufficient documentation.

If a Non-O tm‘su@ts a written exception after the 24-month period expires, the Operator
may denythe exception. Claims submitted more than 90 days after completion of testing and
analysis are still valid if there is still time remaining under the 24-month period.

A timelyfiled vmen exception will, with respect to the claims made therein, preclude the
Operator.from asserting a statute of limitations defense against such claims, and the Operator
waivesiits right to assert any statute of limitations defense against such claims for so long as
any Dﬁo}Operator continues to comply with the deadlines for resolving exceptions provided
in this Accounting Procedure. If the Non-Operators fail to comply with the deadline in
Section L.5.C, the Operator's waiver of its rights to assert a statute of limitations defense
against the claims brought by the Non-Operators will lapse, and such claims will then be
subject to the applicable statute of limitations.

The tolling of the statute of limitations pertains to the period during which a Party may file a
claim against another Party for breach of contract. The period varies from one state to another,
and users of the accounting procedure should refer to the contract in question and consult their
legal counsel to determine the period for a specific property and questions regarding an alleged
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breach. If the statute of limitation is four years, and a Party files suit in year six, the defendant
may raise the statute of limitations as a defense, unless the statute is tolled.

The Operator shall provide a written response to all exceptions in an audit report within 180
days after Operator receives such report. Denied exceptions should be accompanied by a
substantive written response. If the Operator fails to provide a substantive written response
to an exception within this 180-day period, upon request by Non-Operator the Operator will
owe Agreed Interest on that exception or portion thereof, if ultimately granted, from the date
Operator received the audit report until the date the Non-Operator receives payment or
credit on its joint interest bill.

~ N
( y
The deadline for the Operator to respond and the payment of interest is eonism to
encourage timely responses and handling of audit claims. A substantive re§pe se consists of
factual support and/or contract references which address the Non-Operators’ exception. A
statement such as “The Operator is researching this exception and will teply jat a later date,” or
a denial without any explanation, does not constitute a substantivefresponse.

Operator does not owe interest on granted exceptions unles§ rp@s‘t’cé by the Non-Operator
under this provision. If Operator misses the 180-day deadline to respond, interest starts on the
date Operator received the audit report, rather than the date of the audit report. This is
consistent with interest on late joint interest billiigpayme&arting when the payment is late,
rather than the date of the joint interest billing. 4
¢

Non-Operators may wish to submit the Audit rep ia email to ensure prompt delivery of the
report to the Operator. However, th on-O?ator should verify the Agreement allows email
notices, or make arrangements with th O@:/r or to send the audit report by email.

within 90 days of receipt, and the.Operator shall respond in writing to the lead audit
company’s follow-up reply within90 days of receipt; provided, however, each Non-Operator
has the right to represent itself if it disagrees with the lead audit company’s position or
believes the lead audit CﬁM'iS not adequately fulfilling its duties. If the Operator fails to

The lead audit company shall re}ply kw)iting to the Operator’s response to an audit report

provide a substantive written response to an exception within this 90-day period, upon
request by Non-Operator'the Operator will owe Agreed Interest on that exception or portion
thereof, if ultimately granted, from the date it received the audit report until the date the
Non-Operator receives payment or credit on its joint interest bill.

The90-day response time for the lead audit company’s rebuttal to the Operator’s response and

the\©perator’s response to this rebuttal, as well as the payment of interest, are means to ensure

| p@pt resolution of audit exceptions. The responses and rebuttals should be of substantive

content, furnishing additional support for the applicable Party’s position, clarification of prior

_ positions that appear to have been misunderstood, or a request for a resolution conference to
resolve the issues pursuant to Section [.5.D.

Operator does not owe interest on granted exceptions unless requested by the Non-Operator
under this provision.

If any Party fails to meet the deadlines in Sections 1.5.B or L.5.C or if any audit issues are
outstanding 15 months after Operator received the audit report, the Operator or any Non-
Operator participating in the audit has the right to call a resolution meeting, as set forth in
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this Section LI.5.D or it may invoke the dispute resolution procedures included in the
Agreement, if applicable. The meeting will require one month’s written notice to the
Operator and all Non-Operators participating in the audit. The meeting will be held at the
Operator’s office or mutually agreed location, and shall be attended by representatives of the
Parties with authority to resolve such outstanding issues. Any Party who fails to attend the
resolution meeting shall be bound by any resolution reached at the meeting. The lead audit
company shall make good faith efforts to coordinate the response and positions of the Non-
Operator participants throughout the resolution process; however, each Non-Operator has
the right to represent itself. Attendees shall make good faith efforts to resolve outstanding
issues, and the Parties must present substantive information supporting their pnsitio?, A
resolution meeting may be held as often as agreed to by the Parties. Issues unresolyed.at one
meeting may be discussed at subsequent meetings until each such issue is re‘si&ed

If the Agreement contains no dispute resolution procedures and the audit issues cannot be
resolved by negotiation, any Party to the dispute may request the.matter)be submitted to
mediation. In such event, promptly following one Party's written tequest for mediation, the
Parties to the dispute shall choose a mutually acceptable medi d share the costs of
mediation services equally. The Parties shall each have presént at the mediation at least one
individual who has the authority to settle the dispute. The Parties shall make reasonable
efforts to ensure that the mediation commences within 60.days after receipt of the mediation
request. Notwithstanding the above, any Partyimay ﬁle%wsuit or complaint (1) if the
Parties are unable, after reasonable efforts, to c mnence ediation within 60 days after
receipt of the mediation request, (2) for statute&f limitations reasons, or (3) to seek a
preliminary injunction or other provisionaljudicial relief, if in its sole judgment an injunction
or other provisional relief is necessary to avoi‘i,rreparable damage or to preserve the status

y
quo. N

The 15-month period corresp nd&w% the deadlines in Sections 1.5.B and 1.5.C, for the
Operator’s initial reply, 0r{gol -up response by both the lead audit company and the
Operator, and an additional three-month period for the Parties to determine how to proceed.
However, the Operatomor any Non-Operator that participated in the audit by providing audit
staff and/or monetaryjsidnce, may call a resolution meeting as soon as it becomes apparent

the Parties/hm@ re@che an impasse.

As an alternative to audit resolution meetings, or once audit resolution meetings have reached
an impasse,ythe/Parties may invoke the dispute resolution provisions of the Agreement, if
applieable. The dispute resolution provisions in the Agreement often set out procedures for
conducting and sharing the costs of mediation and/or arbitration.
= N
4
. OYOPTIONAL PROVISION — FORFEITURE PENALTIES)
<THI ROVISION APPLIES ONLY IF THE PARTIES EXPRESS THEIR INTENT TO
INCLUDE IT BY A TYPED, PRINTED OR HANDWRITTEN INDICATION. THIS
PROVISION WILL NOT FORM A PART OF THIS ACCOUNTING PROCEDURE, AND
NO INFERENECE MAY BE MADE CONCERNING THE PARTIES’ INTENT IF THEY
FAIL TO INDICATE THEIR INTENT TO ADOPT IT.

If the Non-Operators fail to meet the deadline in Section 1.5.C, any unresolved exceptions that
were not addressed by the Non-Operators within one year following receipt of the last substantive
response of the Operator are deemed to have been withdrawn by the Non-Operators. If the
Operator fails to meet the deadlines in Section 1.5.B or 1.5.C, any unresolved exceptions that were
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not addressed by the Operator within one year following receipt of the audit report or receipt of the
last substantive response of the Non-Operators, whichever is later, are deemed to have been
granted by the Operator and adjustments shall be made, without interest, to the Joint Account.

If the Operator fails to submit a timely response under this provision, it will be required to pay
claims, regardless of their validity. Similarly, if the Non-Operators fail to timely respond, they
may be deemed to withdraw valid claims, even if the statute of limitations on those claims has
not expired. The Operator does not owe interest on claims granted under this provisi?n because
they are not necessarily valid exceptions.

O y
6. APPROVAL BY PARTIES S 0
A. General Matters "'*\

When an approval or other agreement of the Parties or Non-Operators,is expressly required
under other Sections of this Accounting Procedure, the Operator Il notify all Non-
Operators who are eligible to vote of the Operator’s proposal. E r approvals required
under Sections IV.2.A.(5) (Transfers) and IV.3 (Disposition of:Surplus) or as provided in the
Agreement, the agreement or approval of a majority in interest:of the Non-Operators who
are eligible to vote and not an Affiliate of the Operator shall controlling on all Non-
Operators. T <

If Material being transferred to the Joint ‘l:ropertyEpri{ed under Section IV.2.A(5) — agreed
to pricing — approval of a majority in interest of the Parties who will be charged for such
Material is required; provided, however, if %erator and its Affiliates own a majority in
interest, approval requires vote of one other Party. If Material being transferred from the
Joint Property is priced under Section 1Y.2.A(5) — agreed to pricing — or being disposed of
under Section IV.3 (Disposition_of gr), s), approval of a majority in interest of Parties
owning the Material is requiﬁ, vided, however, if Operator and its Affiliates own a
majority in interest, but less% 90%, approval requires the vote of one other Party owning
an interest in the Materials.

This Section 1.6 ap‘)lies>0 specific situations of limited duration where a Party proposes to
deviate from this Accounting Procedure. Approval of a deviation under this provision does
not constitute an amendment.

e
Votespunder this provision are for limited exceptions in accounting for specific projects or
activities, not for permanent changes or amendments to the Accounting Procedure. Examples
ificlude/approval to charge extraordinary relocation costs, foreign national premiums, legal fees

& tnot alowed as a direct charge, and Material pricing exceptions.

The accounting procedure excludes the Operator’s and its Affiliates’ vote because this
provision is typically used when the Operator wants to charge the Joint Account for a cost that
is not normally chargeable. Thus, the Operator and its Affiliates have a conflict of interest,
relative to the Non-Operators. Requiring a simple majority of unaffiliated Non-Operators helps
to manage that conflict, without making the pass mark too high.

Approval requires an affirmative vote and there is no deadline to reply (except for Material
dispositions). Failure to reply amounts to a “no” vote. Setting a deadline to reply and
stipulating that failure to timely reply is deemed approval would undermine efforts to manage
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the conflict of interest. Also, setting a deadline to reply and stipulating that failure to timely
reply is deemed a “no” vote, might require the Operator to re-ballot everyone if it received the
requisite approval after the deadline.

The different voting requirements for Material pricing reflect operational realities. The
Operator’s interest is more closely aligned with Non-Operators — to secure or dispose of
Materials to meet operational needs. In the case of Material transfers under IV.2.A(5), if the
Non-Operators fail to reply, the Operator can still price the Materials using one 0; the other
pricing methods. In the case of Material dispositions under 1V.3, all Parties who“own the
Material have a vested interest in timely disposal, and the Operator must often act quickl en
a buyer is identified. Refer to Section IV.3 for additional provisions on the votiag ss to
dispose of Material. W

gy,

The Agreement may also contain voting provisions and it typically takes“precedence if there is
a conflict between it and any of its exhibits. Consult with legal counselito determine if there is
a conflict between any voting provision in the Agreement and thi§'voting provision, and any

modifications needed to give effect to the desired voting procedure. 0, be aware that some
operating agreements provide that a Party declared to be in default'is not entitled to vote.
: N
Refer to COPAS AG-24, Notifying Non-Operators of /Accounting Procedure Deviations, for
more information. (™ {
V4
B. Amendments N
If the Agreement contains no contrary provisions in regard thereto, this Accounting
Procedure can be amended by an affirmatiye vote of Operator and or more Non-
Operators who are not an Affiliate ¢f th erator, having a combined working interest of
shall be binding on all Parties. If the Parties fail to

at least %, which appro
specify the percentage vote re%e»an amendment will require unanimous approval.

This provision specifigs t}\loting threshold for approving any proposed amendment to this
Accounting Proced Such as overhead rate amendments pursuant to Section III.4
(Amendment Qv%ad Rates) or permanent changes to other terms, such as dollar
threshold

II. DIRECT CHARGES
e : :
The following'costsrare directly chargeable to the Joint Account:
ENTALS AND ROYALTIES

Rentals, royalties, rights of way, and easements paid by Operator on behalf of the Parties, for
Joint Operations.

Various types of lease rentals, royalties, rights of way, and easements (surface and subsurface) may
be required to conduct Joint Operations, for well pads, production facilities, pipelines, horizontal
wellbores, or other installations or activities. When these costs are incurred on behalf of the Parties
— all co-owners or all consenting parties — they are a proper charge to the Joint Account. Royalties
paid to use patented technology may be charged to the Joint Account.
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Many Joint Operations involve divided interests, where Parties contribute separate leases, which
have different terms. For example, one lease might require compensatory royalty payments, and
another does not, or the leases might have different shut-in royalty terms. Another Party might
contribute a mineral interest, which is royalty-free. Obligations that burden leasehold interests are
the responsibility of the Party or Parties that contributed the interest and are not part of the Joint
Account. Examples are lessor royalties, overriding royalties, production payments, shut-in
royalties, compensatory royalties, and minimum royalties. Typically, each Party is resp?nsible for
paying or causing to be paid its own royalties. Even if the Operator agrees to pay burdens on behalf
of Non-Operators, they are deducted from that owner’s revenue disbursements. Boqking?ese
payments to the Joint Account would result in the Parties sharing the cost proportion hen
they should be borne by the Party that contributed the lease. If all the Parties own a divided
interest throughout the contract or unit area, then they would have the same leasehold obligations,
and the Operator might pay on everyone’s behalf. Even so, these payments aréusually a deduction
from proceeds disbursed, except for delay rentals, which might be billththh the land system,
rather than the joint interest billing system.

The Agreement may contain provisions that address how rentals Or.royalties should be paid. Laws
may also affect responsibility for these payments. = N

LABOR - %
) 4

A. Salaries and wages, including Operator’s established incentive compensation programs that
are based on pre-determined metrics and axe an integral part of salary programs, other than
burdens on production, for Operator’?e‘nploggs:

This Section addresses labor provi fed yb’perator’s employees. When these same functions
i es or Operator’s Affiliates, they are charged under

are provided by unaffiliated thir
Sections I1.5 and I1.7, respe el»Chargeability is based on function, not location.

An example of burdensjon preduction, which are excluded, is an overriding royalty granted to
an employee or grou Mloyees. These might be considered a subsequently created interest
under the A em‘n{% borne by the Party whose lease or interest is burdened. Refer to MFI-
37, Incentté%ompe tion Costs, for more information on incentive compensation programs.

(1) directly engaged in operating the Joint Property;

ThiStefers to Operator’s employees directly responsible for the day-to-day operations, drilling
otother”downhole operations, Major Construction, Catastrophe projects, or Environmental
\Projécts, who are not performing overhead functions. The employees do not necessarily have
. to be on the contract or unit area. Some operations may be conducted in other locations such
_ asawell pad or facility located off the contract area, a facility that remotely controls operations,
or a construction yard where equipment used for Joint Operations is being assembled or
fabricated. Chargeable functions include monitoring or inspecting the well site, preventive
maintenance, corrective maintenance and may be done remotely. Conversely, someone located
on the contract or unit area is not necessarily chargeable, if performing overhead functions.

If chargeable employees serve multiple properties, the cost of their salaries and wages may be
charged based on time worked or the Operator may use another equitable and consistent
allocation method (such as well count in cases where each well served generally receives the
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same benefit). If the charges are based on time worked, they should be supported by time
sheets, time studies or other documentation.

(2) directly engaged in operating Shore Base Facilities, Offshore Facilities, or other facilities
serving the Joint Property if such costs are not included in the rates charged under
Section 11.6 (Equipment and Facilities Furnished by Operator) and are not a function
covered under Section III (Overhead);

Facilities furnished by the Operator may serve one property or multiple propert{es. If the
facility serves multiple properties, an allocation of costs may be needed. However,.char le
labor costs which are incurred for a particular property may be charged directly toithatproperty
rather than including those costs in an allocation pool. An example would ﬁa ployee
working in a Shore Base Facility loading casing for a specific drill well. Fhisslabor would be
chargeable under this provision only if the labor costs are not includedfithe rate charged for
the shore base or facility. A

For more information on allocating costs for shore bases serving an one property, refer
to COPAS MFI-46, Shorebase Facilities and Offshore Staging Areas. For more information
on charges for remote technology facilities, see COPAS MEL-57;:Remote Technology Centers.

(3) directly engaged in First Level Supervision ﬁvopera%employees chargeable under

11.2.A.(1) and (2); ) 4
First Level Supervision is defined'in SectioX‘.l. The term applies to supervision of
operations personnel, not superv‘l'sji)n of@chnical Services.

Operator’s timesheets, ti , or other documentation. To ease the administrative
burden of maintaining d%l imesheets, an allocation may be used when the supervisor
oversees numerous properties. When allocations are used, the method must be equitable
and consistently applied;y/One of the more common allocation methods is well count. It
may be necessa tode'p detailed timesheets when the supervisor oversees a specific
project so.th t%cost can be charged directly to the project and not allocated to all
properfies in thefirs

t level supervisor’s allocation pool.
Refer toyMEI-21, Overhead Principles, for more information.

The charge for First Level Su&%wi ioYcan be based on time worked as supported by the
studi

(4) direetly engaged in providing Technical Services for:
@Wdesign and drafting for a Major Construction or Catastrophe project, or
X nvironmental Project, or technical design for the drilling, completing , sidetracking,
deepening, or extending of a well; or
_ (i) handling or addressing specific operating conditions or problems for:

e drilling, redrilling, deepening, plugging back, recompleting, or sidetracking
operations, through the latter of completion, or through plugging and
abandonment if the well is a dry hole

e workovers, remediation, repairs, or reworks

e isolating, decompleting, or securing a well to protect it from operations conducted
on an offset well

e Major Construction projects

e Catastrophe projects
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e Environmental Projects

e implementing new, or non-routine updates to, HSE Laws or standards required
or recommended by governmental authorities having jurisdiction; or

e plugging and abandonment operations.

Chargeability of Technical Services depends on function performed, rather than location
because technology has rendered a location-based distinction largely irrelevant. Chargeability
under this Accounting Procedure is similar to a 2005 Model Form Accounting Progedure that
uses election to use Alternative 3 for off-site Technical Services and option B for, Major
Construction and Catastrophe. Accordingly, chargeability depends on whetherdhe
providing Technical Services is engaged in one of the functions listed above erator
needs to document the time spent on chargeable functions, and the na u'rRh e work
performed, to support the charges. If the nature of the work performed is not omthe time sheet,
the Operator should maintain supplemental documentation to support th€ Charge. Examples of
supplemental information include drilling reports, fishing reports, e‘c@larges end after the
specific operating condition or problem is resolved.
) 4

Examples of billable time include: A
e Drill Well On Paper (DWOP) N
e Technical design work for drilling and completio
e Facility design and drafting T
e Designing waterflood or other secondary ‘or’tertiary fecovery projects
e Addressing specific operating conditions roblems
e Inspecting equipment @
A

Examples of non-billable time include: "
e AFE preparation, cost esti%tte) or economic analysis
Rig scheduling »
Budgeting
Planning or follow—
Preparing p ou)eratlons for working interest owners or agencies
en %mg of operations (when not handling or addressing specific operations
ﬁons or:ptoblems)
Post-drilling analysis that benefits future operations
e Nom=productive time, including time between chargeable activities, waiting on
information, or management review
Studies or analysis that Operator is not willing to share with the Non-Operators who
re consenting parties and not in default
\ J Work that does not directly benefit Joint Operations, such as field-wide reservoir
studies of a non-unitized area, regional geological studies, preliminary analysis of
potential well locations
e Design work or planning to conduct operations on existing wells, that is not part of a
Major Construction or Catastrophe project, or Environmental Project
e Administrative functions.

Planning activities that do not fit the criteria, such as planning a rig schedule or post-drilling
analysis to benefit future projects do not qualify as billable time. Designing a well or
completion plan for a new well is chargeable. Revising the well plan during drilling or
completion operations to adapt to unexpected conditions is addressing a specific condition or
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problem and is chargeable to that well. Applying that knowledge to update existing well plans
for subsequent wells is planning and not chargeable. Work to minimize specific problems that
have come up in the past is planning and is not chargeable.

The 7" bullet under (ii) refers to implementing new, or non-routine updates to, HSE Laws or
standards required or recommended by governmental authorities having jurisdiction. Once the
new HSE Law or standard has been implemented, Technical Services for routine compliance
are not chargeable, unless they meet the other criteria, such as handling a speciﬁ?’ operating
condition or problem.

If a person who normally provides Technical Services is engaged in activities th ot fall
under the description of billable Technical Services, that time is governed b 0 e visions
of this Accounting Procedure that relate to the type of work being perfor For example,

routine monitoring of production operations, or performing managemer}tﬂlctrons are covered
by overhead. A technical person performing First Level Superv1sron‘)"@d employees would
be chargeable under I11.2.A(3) when acting in that capacity.

Costs billed under this provision do not include clerical or nonstechnical personnel who support
the Technical Services or supervisors and managers ofsthe, nical Services staff unless
approved by the Parties.

Do
If the technical person travels to the contract or unitarea; Jomnt Property, or construction yard,
and his or her time is billable under this pro&ron then reasonable travel time is also
chargeable.

Technical Services provided by unaffili ird parties or Affiliates are covered by Sections
IL.5 and IL.7, respectively. These sarn ctrons that determine chargeability of Operator’s
employees also apply to them, xc provided in the Agreement.

(5) directly engaged in per ming m following functions for Joint Operations:

AlS

e Negotiating with landowners to acquire surface and subsurface rights to build,
install, and ace well§ and other operations infrastructure; but excluding
negotiations ‘J%ﬁre leasehold or mineral rights

e Meeting with landowners or regulatory personnel, and survey crews to select sites for
conducting Joint Operations and related infrastructure needed to carry out
operations~

e Overseeing surveying and staking of locations, and line locating

° ’hc ulrlng water rights

ssing damages in the field and negotiating settlements with landowners
\ Jonductmg inspections in the field to verify compliance with surface use agreements
or Laws.

The person performing these functions will often meet with the landowner or landowner’s
representative at the location to determine where to locate well pads, facilities, etc. In
addition to the well pad or facility pad, there could be other infrastructure necessary to
carry out operations, such as roads, communication towers, gathering lines, or electrical
distribution lines. The Operator needs to document the time and work performed to support
the charges.
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In many cases, Laws, oil and gas leases or surface use agreements contain restrictions on
surface use. For example, they may contain specifications on cattle guards, gates, road
cuts and maintenance, pond size and depth. This requires vigilance on the part of the
Operator to verify compliance, which helps to maintain good relations with the landowners,
ensure continued access, and minimize potential damages.

Negotiating with landowners to acquire surface and subsurface rights does not mean
acquiring oil and gas leases or mineral rights. Rather, it refers to acquiring easaments and
rights of way, which are needed to conduct Joint Operations.
=N
h 4
SC

If the Joint Operation requires more extensive work than the functions listed(a
work in an environmentally sensitive area — the Parties are encouraged to «1 hether
overhead fees appropriately reimburse the Operator for the costs or if the list should be
modified to include additional functions as direct charges. Y

4
Charges for the Operator’s employees identified in Section I1.2.A M be based on the

employee’s actual salaries and wages, or in lieu thereof, a te representing the
Operator’s average salaries and wages of the employee’s spegific job category.
: N

For ease of administration, and to protect an individual werker’s privacy, it is acceptable to use
a day rate to charge the employee’s salaries andiwages. %mputing this day rate, or other
time equivalent rate (hourly rate or monthly rate); several factors need to be considered:
A
The rate should be based on a group of empches performing similar job functions.

e The rate should be based on a group of‘employees within a relatively small range of pay
scales to minimize the difference bethe actual cost and the amounts charged.

e Within a certain pay range thg will‘be a difference between the range’s minimum and
maximum amounts. Ifthisdi e is significant, due to geographical locations, different
pay scales, etc., it mighl}ﬁp&priate to create separate groups and develop multiple rates

to calculate a rate tha@re closely matches actual.

Charges under this ifc %Z.A for employees who are foreign nationals may not exceed
comparable ?&en tal paid to an equivalent U.S. employee pursuant to this Section I1.2,
unless approved by the Parties pursuant to Section 1.6.A (General Matters).

The cost of having foreign nationals is disproportionate to the cost of using an in-country
persen, because of the premiums, benefits, and tax considerations. Use of a foreign national is
often evelopment opportunity that primarily benefits the Operator, given the cost
\diff ential. The incremental costs should be borne by the Operator unless it gets approval of

! arties.

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 Section II.2.A, excluding severance payments or other termination allowances. Such
costs under this Section II.2.B may be charged on a “when and as-paid basis” or by
“percentage assessment” on the amount of salaries and wages chargeable to the Joint Account
under Section IL.2.A. If percentage assessment is used, the rate shall be based on the
Operator’s cost experience.
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C.

D.

<‘

If a person’s time is chargeable under Section 11.2.A, the cost of his or her holiday, vacation,
sickness, disability benefits, jury duty, and excused absences is also chargeable. Unless an
employee is regularly assigned to a particular property for the entire year, it is very difficult to
make an equitable charge using the “when-and-as-paid” basis. The “percentage assessment”
generally provides a more equitable distribution of these costs to all the properties served
throughout the year. The Operator should periodically review the “percentage assessment” and
adjust the rate to provide a fair and equitable distribution of actual costs to the properties served.

Severance payments and other termination allowances are not chargeable to the J Oi{lt Account
because they often result from reorganizations, mergers, overstaffing or poor performance;and
do not provide direct benefit to the Joint Property. Also, it can be difficult to match m to
the properties served over the time the person provided service to the compezlz\

Expenditures or contributions made pursuant to assessments imposediby governmental
authority that are applicable to costs chargeable to the Joint Accougtwler Sections 11.2.A
and B.

Costs billed under this provision include FICA (Federal Insutance %ributions Act), federal

unemployment taxes, and state unemployment taxes. Some ese taxes apply only to a
certain amount of the employee’s earnings, and not the,entire anfiual pay. One such tax is
FICA, which has two components: L= {

e Social Security’s Old-Age, Survivo;s, and Di&)ilitglnsurance (OASDI)
e Medicare’s Hospital Insurance (HI)
The OASDI is assessed on only a per’%ai x)unt of an employee’s earnings. Therefore, if
charging these costs on a percentage assessment, rather than actual cost as incurred, these limits
must be considered. For exa leisjne the total FICA tax is 7.65%, comprised of a 1.45%
HI rate applied to all earnin ndy.z% OASDI rate applied to the first $120,000 of earnings.
For employees whose annqls]alary exceeds $120,000, the effective tax rate is less than 7.65%.
This should be considéred when calculating the percentage to be applied to the salaries and
wages which willresult“in a percentage that is less than 7.65%. Using this calculated
percentage ss‘lent ather than charging a lower amount in the final months of the year
allows the'cost to be'applied evenly throughout the year, ensuring all properties served by that
person during the year bear an equitable portion of the costs.
.
Personal/Expenses of employees whose salaries and wages are chargeable to the Joint Account
under Section I1.2.A when the expenses are incurred in connection with directly chargeable
activitie 5 ﬁovided however, relocation costs that result from reorganization or merger of a
Party, or that are for the primary benefit of the Operator, shall not be chargeable to the Joint
Account. Extraordinary relocation costs, such as those incurred as a result of transfers from
remote locations, such as Alaska or overseas, shall not be charged to the Joint Account unless
approved by the Parties pursuant to Section 1.6.A (General Matters).

Personal Expenses (defined in Section I.1) of chargeable employees are generally chargeable
when they benefit the Joint Operations. Some Personal Expenses are not directly chargeable
to the Joint Account, even though the employer reimburses them, because they do not provide
direct benefit to the Joint Operations. Examples of non-chargeable expenses include
professional memberships, dues, periodicals, recruiting expenses, and corporate and social
functions.
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Personal Expenses should match the property or properties that benefitted. As such, the
allocation generally should be consistent with the salary and wages of the person who incurs
them.

Relocation expenses are chargeable only when they are for the benefit of the Joint Operations,
rather than for the benefit of the Operator. Relocation expenses may include items such as real
estate fees, closing costs, compensation for loss on sale of home, miscellanem}s expense
allowances, and tax assistance payments. Chargeable relocation costs should be ‘allocated
equitably and consistently with salaries and wages as provided for in Sections IL&A(l’and

(2). 5 0

E. Costs incurred for operational, technical, HSE, government-mandated,%r,\government-
recommended training for employees whose salaries and wages are chargeable under Section
IL2.A. This training charge includes the salary or wages and Payroll Burden and Benefits of
the person being trained, training course costs, and Personal Expenses incurred for the
training. The training cost will be charged to the propertiessdi e* benefiting from the
training. Charges to the Joint Account for training course ¢osts may not exceed prevailing
commercial rates, where such rates are available. _

Costs incurred in training include course registration, mat%, and instructors.

Government-mandated and govemment‘-‘recomme&ed training refers to any government entity
having jurisdiction over operations, or training required by judicial decree as a result of a
settlement or verdict. This includes trainingielated to compliance with government-mandated
or recommended practices and stanc/iaué:.

Training costs for courses tha are\)therational, technical, HSE, government-mandated, or
government-recommended are considered to be covered by the overhead provision of Section

I (Overhead). \

The type of trainin, ods'location, determines chargeability. Salaries, wages, burdens,
benefits, ?Rer*mal xpenses of a chargeable employee are chargeable to the properties
benefitting from the'training when the employee is attending such training, regardless of where
the training takes place.

.
The alblocation of chargeable training costs typically follows the salaries and wages of the
person being trained. However, if the training benefits fewer than all the properties served by
aftindividual, such as gas lift training, the cost should be charged/allocated only to the property

,Q \o@)perﬁes that will directly benefit from the training.

. Refer to MFI-35, Employee and Contractor Training Cost, for more information.

F. Operator’s current cost of established plans for employee benefits, including group life
insurance, health care plans, retirement/401K contributions, stock purchase, savings plans,
bonus, tuition assistance, applicable to the Operator’s labor costs chargeable to the Joint
Account under Sections I1.2.A and B, based on the Operator’s actual cost not to exceed the
employee benefits limitation percentage most recently published by COPAS. If COPAS
ceases or fails to publish an employee benefits limitation percentage, the upper limit on
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employee benefits will be based on a replacement index and methodology that reflects
substantially the same data.

Employee benefits charged under this provision are for established plans that are available to
all employees. The term “bonus” does not refer to incentive compensation payments, which
are considered at-risk pay and chargeable as salaries and wages under Section 11.2.A.

Benefits are charged as a percentage of the salary or wages. The percentage is lin}ited to the
lesser of the percentage calculated based on Operator’s actual cost or the COPAS upper limit.
As of this publication date, COPAS publishes an employee benefits limitation‘gerceyage
annually which is based on data from the Bureau of Labor Statistics. b 0

Refer to COPAS MFI-27, Employee Benefits and Percentage Limitation, forfn; information.

G. Award payments to employees whose salaries and wages are chargeabl%ler Section I1.2.A,
to the extent such awards (i) pertain to services directly benefitting,Joint Operations, (ii) are
an established award program that is not part of incentive pay n’ensation, and (iii) are
based on pre-determined metrics. A

N
Awards to recognize individual or team accomplishments related to Joint Operations are
directly chargeable to the Joint Account. Refer &COPA%I—49, Employee and Contractor

Awards, for more information. K ) 4

MATERIAL &

Material purchased or furnished for use in *oi t&l')erations, as may be required for immediate
use or is reasonably practical and conSistent with efficient and economical operations. The
Operator shall make good faith effgsl& d the accumulation of surplus stocks.

Normally, the Operator provi aterials; however, the first paragraph of Section IV allows Non-
Operators to supply Material at the Operator’s option. The Operator may decide to stock spare
parts or equipment for.a ohs/such as frequent replacement, long-lead time to replace, or that
would have a si iﬁ‘an§lpact on operations if not readily available. These spares are not
considered to b{gl‘rplus.

Detailed provisionsrégarding Material pricing, transfers, and disposition are covered in Section IV
of this aecounting procedure. The Agreement may contain additional provisions related to
acquisition and disposition of materials, including approval requirements.

N

Re‘er to MFI-38, Materials Manual, for more information.
&ANSPORTATION

Transportation of the Operator’s, Operator’s Affiliate’s, or contractor’s personnel and Material
necessary for Joint Operations, subject to Section IV.2.B (Freight).

This paragraph allows direct charges to the Joint Account for transportation of personnel and
Materials. See Section IV for additional provisions detailing how Material transportation costs
should be charged.
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Refer to COPAS MFI-45, Offshore Marine and Aircraft Allocations, for information concerning
allocation of marine and aircraft transportation used in offshore operations.

SERVICES

The cost of third-party services, equipment, and utilities used in Joint Operations, except as

follows:

e goods and services provided by Operator’s Affiliates, which are covered by Ssctlon IL.7
(Affiliates);

e services covered by Section 11.9 (Legal Expense); and A,

o functions specifically identified in Section III (Overhead) as covered by overhead. 0

Notwithstanding the foregoing, chargeable costs include incidental administrative‘and other costs
incurred by the third-party vendor that are an integral part of providing Q{fﬂgeable services.
'
Awards paid to contractors whose goods or services are chargeable undehis Section IL.5 are
chargeable to the Joint Account if they (i) pertain to servicés il&'tly benefitting Joint
Operations, (ii) are an established award program, and (iii) are based on pre-determined metrics.
The cost of operational, technical, HSE, government-mandafed; origovernment-recommended
training are chargeable to the Joint Account, for third parties who are chargeable under this
Section IL5. T %
V4
Generally, the function, and not the provider, determines whether a service is directly chargeable
to the Joint Account. Functions that Would not be chargeable if performed by the Operator are not
chargeable when performed by a third part ver, there can be exceptions in the Agreement.
For example, Section IV.A of the AAPL 9, 1989H and 2015 model forms allow a direct
charge for “Costs incurred by Oper o uding fees paid to outside attorneys which are
associated with hearings before g g al agenc1es and which costs are necessary and proper
for the activities contemplated g& agreement...’

Services, equipment, and utilitieimay include leased communication systems.

In conjunction Rauﬁh a ‘h@able service, a third-party provider typically incurs and charges for its
own incidental costs thatWould normally be classified as overhead if performed by Operator (such
as report preparation, ¢opying, and invoicing). Some vendors build the cost into their fee structure
for a job, and others“itemize the cost on an invoice. These incidental costs are acceptable if they
are part of the overall cost of a chargeable third-party service, customary for that company, and
within féison However, if the Operator has outsourced an overhead function to a third party, the
functtjd s not become chargeable to the Joint Account just because it is performed by a third

&La,bor for repairs, additions, inspections, supervision of fabrication, and modifications performed
on tangible personal property owned by the Joint Account are chargeable at cost under this
provision. Travel and other expenses reimbursed to a contractor or consultant are part of the cost
of service and billable to the Joint Account under this provision if the contractor or consultant
incurred the costs in connection with chargeable activities.

Awards to recognize individual or team accomplishments provided by third parties are chargeable
to the Joint Account if the award relates to services provided for Joint Operations. Refer to MFI-
49, Employee and Contractor Awards, for more information.
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EQUIPMENT AND FACILITIES FURNISHED BY OPERATOR

The Operator shall charge the Joint Account for use of equipment and facilities furnished by
Operator, including production facilities, Shore Base Facilities, Offshore Facilities, Field Offices,
and Remote Technology Centers. The cost of Field Offices are chargeable only to the extent the
Field Offices provide direct service to individuals who are chargeable pursuant to Section I1.2.A
(Labor), Section 11.5 (Services), or 11.7 (Affiliates), as applicable. A

In the absence of a separately negotiated agreement, equipment and facilities furnished b’;he
Operator will be charged as follows: 9 0

A. Charges for use of such equipment and facilities will be made at rates comm&sﬁrate with the
cost of ownership and operation. Such rates may include labor, maintentance, repairs, other
operating expense, insurance, taxes, depreciation using straight line'depreciation method,
and interest on gross investment, less accumulated depreciation/inot to“exceed ___ % per
annum; provided, however, depreciation shall not be charge the equipment and
facilities investment has been fully depreciated. The rate may include an element of the
estimated cost for abandonment, reclamation, and dismantlemént. Such rates shall not
exceed the commercial rates currently prevailing in the arg the Joint Operations.

™

B. Inlieu of charges in Section I1.6.A, the Operator elect’to use commercial rates prevailing
in the area of the Joint Operations, less 20%. Ifr:%i)pment and facilities are charged under
this Section I1.6.B, the Operator shall acﬁequately cument and support commercial rates
and shall periodically review and update the.rate and the supporting documentation. For
automotive equipment, the Operator md§ ﬁ/o use rates published by COPAS. If COPAS
ceases or fails to publish such rates,/Operator may charge vehicle rates based on a method
comparable to that most recen? us& COPAS.

This provision is used to charge equipment and facilities owned by the Operator and used in Joint
Operations. It is also usedyto charge leased equipment where the Operator assumes the risk of
ownership responsibilities;.o tes the equipment, and incurs other costs in connection with the
equipment, such in‘talgl}on costs, maintenance, or labor. The equipment or facility may serve
more than one/property,sirhultaneously or over time.
The term “equipment and facilities” is used in the broad sense to include equipment that may be
mobile omsemi-mobile and installations that may be semi-permanent or permanent in nature.
Examples,of such equipment and facilities and some possible bases for charging for or allocating
the €0Sts, are listed below. This is not a complete list of facilities and equipment that are directly
chargeable to the Joint Account. Equipment and facilities are chargeable if necessary and proper
to conduct operations, and if there is nothing in the Agreement that would prohibit the charging of
such costs.

Following are common methods of charging for equipment and facilities, but other equitable bases
may be used. For some facilities, there may be two or more tiers of allocations, that use different
allocation bases.

Equipment/Facility Possible Charge or Allocation Basis

1. Mobile Equipment
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Equipment/Facility

Possible Charge or Allocation Basis

Aircraft (manned)

See MFI-45

Unmanned aircraft (drone)

Hours/well count

Automotive unit

Hour or mileage

Tractor, bulldozer, crane, forklift Hour/day

Test separator or compressor Hour/day

Paraffin scraping unit Hour/day

Cement mixer Hour/day

Solar generator Hour/day

Boat See MFI-45 “Q
House trailer Day/month .

2. Semi-Mobile Equipment

Drilling or workover rig, pulling unit

Barge

Day rate/footage/tunn-key.
Day '

3. Semi-Permanent Installation

Skid-mounted production handling facility

Day/VOW

4. Permanent Installation

Compressor station

Saltwater disposal system

; VolumeXWell count

olume or well count

Fresh water wells or water supply sfstem

YOlume

Roads - Miles/well count
Platform Volume, well count, square footage
Production handling facility Volume, well count
Field office Square footage/ headcount/well count
Canals Miles/well count
Dock Wells

Oil storage & loading}cwty

Volume/well count

Gathering system

Volume/well count

LACT w

Volume/well count

Q ‘

Cost Basis and Commercial Rates:

When Operator-owned equipment and facilities serve the Joint Operations, the Operator may elect
to charge the Joint Account on the basis of costs of ownership and operation. Recoverable costs
include labor, maintenance, repair, depreciation of investment, insurance, interest on the
undepreciated investment, and applicable taxes. The Operator may incur substantial costs for
abandonment and reclamation that should be shared by non-owning users of the equipment and
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Laborafory serv?c‘e{(excluding R&D) Hours/unit
Remote,technology center See MFI-57
Shorebasefacility See MFI-46
dmmunication equipment See MFI1-44
,Q_r?uter production control See MFI1-44
Sand facility Weight/volume
5. Miscellaneous Equipment
Drill pipe or frac string Footage/day




facilities during their useful life, so the rate may include an element of the estimated expense of
dismantlement, abandonment and reclamation, less estimated salvage value. Reclamation costs do
not include replacement or refurbishment of equipment and facilities. Reasonable documentation
supporting the rate must be made available to the Non-Operators upon request.

If the facility rate includes insurance premiums — e.g., property damage insurance — and the facility
sustains a loss, the amount of the loss covered by insurance may not be passed on to facility users.
Only uninsured losses may be included in the facility costs passed on to users. A

Paragraph A allows the Operator to charge interest on the gross investment less amun?ed
depreciation. The interest is considered the cost of money and lost opportunity cost, 1}0@( fit.

The Operator has the sole discretion whether to charge under paragraph A or paraér&; B, assuming
a commercial rate is ascertainable. If there are no commercial providers¥in, the area of Joint
Operations for substantially similar equipment or facilities, the Operator{mustjuse paragraph A,
except automotive equipment may be charged using another methodfunder-option B. Once the
Operator has selected an option for charging a given facility, that method:should remain the basis
for charges throughout the period that the facility is used for Joint Operations. However, factors
such as a change in the Operator’s accounting systems and m@thodelogies, a change of Operator,
or availability of a commercial rate etc. may justify a change.in the option used to charge a given
facility. | {

Equipment and facilities may be used by both persor%l ch/argeable to the Joint Account and by
non-chargeable personnel — for example, a Field Office 6t communications equipment. The portion
of the equipment or facility that serves"han-chgfeable personnel is not chargeable to the Joint
Account. p

Rate Considerations: \ )

The Joint Operation may only need t?e equipment for a short time or needs only a portion of a
facility’s capacity. The Operator, in effect, rents the equipment or facility to the Joint Operation
so that it only pays for the time ogcapacity used.

The period of ti eq‘ip@nt or a facility should be charged to the Joint Account compared to the
time the equipﬁ or faeility is actually used is sometimes difficult to ascertain. Generally, in the
case of 1) Mobile Equipment, 2) Semi-Mobile Equipment, 3) Semi-Permanent Installations, and 5)
Miscellaneous Equipment, charges should be made for the time the equipment or facility is at the
disposal and use of the Joint Operation or is required to be available on a standby basis to adequately
serve theJoint Operation. The Operator is expected to be prudent and should not move equipment
or afaeilityinto the service of a Joint Property before its use is required nor permit the equipment
or facility to remain on or in the service of the Joint Property when it is not necessary. However,
Non-Operators should expect reasonable standby charges for operational and logistical reasons —
e.g., so there is no down time waiting on equipment, to ensure movement does not interfere with
operations, or to minimize transportation charges. In the case of category 4) Permanent
Installations, charges should generally be based on the actual time or capacity used. This would be
appropriate for permanent compressor stations, saltwater disposal wells, freshwater wells, and
supply systems, gathering systems, and LACT systems. In other instances, charges for equipment
or facilities in this category (such as roads, canals, docks, and oil storage and loading facilities)
should be based on their availability for use if the service is of a continuing or permanent nature
and by special agreement if the service is of a temporary nature.
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Transportation of Equipment/Facility:

The Joint Account should bear the cost of transporting the equipment or facility to and from the
site where operations are conducted, and the cost of setting up and dismantling the equipment or
facility at the site where operations are conducted. An exception is when transferring the equipment
or facility to another service location. In that case, the receiving property should pay for the
transportation to the new service location.

Automobiles:

The Operator may charge its actual cost of ownership (or leasing cost if applicable) anc( operation,
or the rates described in paragraph B. The rates under paragraph B include operating ¢osts;
therefore, care must be taken not to charge actual operating costs when using those ra‘;ev

Field Offices: b,

Costs of Field Offices staffed by personnel whose salaries and wages are difegtly charged to the
Joint Account under Section I1.2.A (Labor), — or Section IL.5 in the case of g‘c\ract operators — are
directly chargeable to the properties served by those personnel. For gffices‘that house both field

operating functions and functions covered by overhead, only the porti ributable to personnel
whose time is chargeable may be allocated and charged to the properties served. If the Field Office
is jointly owned, costs may be charged to the owners under other isions of Section II (Direct

Charges) — e.g., Materials, Services. The costs would be, accumulated and charged to other

properties served by the Field Office, if any, as equipment %aoilities furnished by Operator

under the other properties’ respective accounting proYurey

Common methods for allocating Field Offidecosts incltide:

¢ Allocation based on headcount (full-time equivalent). Calculate the cost of providing an office
and allocate the cost based on the nyn%e of employees that use the office. The charge to the
Joint Account would be calculated/by a r&'ng the rate to the number of personnel who use the
office and are directly chargeable. 3P

e Allocation based on square{ot — calculate a cost per square foot and charge the Joint
Account based on the sq otage of the office space used by directly chargeable personnel.

* Allocation that mirror, thejallocation of labor charges, if the Field Office serves only
chargeable personne OMwise, an allocation of Field Office costs between chargeable and
non-charge p 8031 is required and then the cost attributable to the chargeable personnel

can be allgcated onthe’same basis as their labor charges.

When calculating the/cost of providing a Field Office, the costs should include only those costs
associated with providing the services needed by the person to perform his or her duties for Joint
Operati*s, and not the support costs of being an employee. Examples of costs to include are:

e Depreciation, if the building is owned, or rent

. \Util ies (gas, electric, water)

,Q\ munication services (telephone, fax, copier)

e Computer hardware and software
4

Operating Agreements

The Agreement may also contain requirements regarding equipment provided by the Operator,
including commercial rate limits and/or prior approval. For example, see the following model form
operating agreement provisions: AAPL 610-1989, 1989H, and 2015—Article V.D.1; RMMLF
Form 2-1994—Article 15.5; AAPL 710-2002—Article 5.7.

Additional Resources
MFI-44, Field Computer and Communications Systems
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MFI-45, Offshore Marine and Aircraft Allocations
MFI-46, Shorebase Facilities and Offshore Staging Areas
MFI-55, Vehicle Rates

MFI-56, Rig-Related Costs

MFI-57, Remote Technology Centers

AFFILIATES

All work performed, or materials supplied, by an Affiliate of Operator shall be performed or
supplied at competitive rates and terms, and in accordance with customs and_standards
prevailing in the industry unless otherwise agreed to by the Parties under Section 1.6, eneral
Matters).

-

Charges to the Joint Account for goods and services provided by an Affiliate,in a Competitive
Transaction may be made without approval of the Parties, unless requlrgd under the Agreement.
Each of the following is considered a Competitive Transaction:

@) for an Affiliate that routinely conducts business with unaffiliate cz;tomers, the rates and
terms charged the Joint Account are representativesof and terms the Affiliate

charges non-affiliated customers;

(ii) Affiliate labor charged on the same basis as i‘»provid%' Operator under Section 11.2
(Labor); 4

(iii) Affiliate equipment and facilities charged on the same basis as equipment and facilities
provided by Operator under Sectlon I1.6 (Kl]utpment and Facilities Furnished by
Operator);

@iv) Affiliate equipment, facilities or M te%s charged at rates and terms that are
competitive with unaffiliated th rd paxés, in accordance with customs and standards
prevailing in the area of Join ons,

) charges to the Joint Ac# r the Affiliate’s goods and services used in Joint
Operations that are less% or ual to$__

The threshold in (v) applies,sepaxately to each Affiliate and it applies separately to each:
e projector opoe?.hg ‘eq§1ng an AFE or other authorization from Non-Operators under the

Agreement;
e calendar year, for Joint Operations not requiring an AFE or other authorization under the
Agreement. "y,

If the Parties\fail to designate a dollar amount in (v), the amount deemed adopted by the Parties

is the amount €stablished as the Operator’s expenditure limitation in the Agreement. If the

greement does not contain an Operator’s expenditure limitation, the amount deemed adopted
Qhe Parties is $0.

Charées to the Joint Account for goods and services provided by an Affiliate that are not
considered a Competitive Transaction require approval of the Parties under Section 1.6.A

(General Matters).

Nothing in this Section II.7 authorizes charges to the Joint Account for services covered by
Section II. 9 (Legal Expense) or functions covered by Section 111 (Overhead).
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The Operator may not charge the Joint Account for expediting, purchasing fees or other mark-
up for Affiliate goods and services.

The classification as Competitive Transaction establishes whether approval is required, but does
not establish the appropriateness of the charge. Even if the transaction qualifies as a Competitive
Transaction, the Non-Operator may still write an exception for charges that are not appropriate —
for example, costs covered by overhead.

The Competitive Transaction criteria are similar to those found in MFI-18, Operator A]leiates and
Related Entities, and some of the prior COPAS accounting procedures. If an Affiliate routinely
conducts business with unaffiliated third parties, it will likely be common knowledge(i public
domain, or the Operator must provide reasonable documentation to support that is.the ease. For
example, the affiliate may have a website, or actively markets its goods afiduservices. The
Affiliate’s status as such is determined over time, not based on a single poiptimtime.

The Operator is expected to provide reasonable support that charges arg ;eriately classified as
a Competitive Transaction. If any one of the criteria in items (i)== V)le, it is considered a
Competitive Transaction. A

o N
It might not be practical to show that the Affiliate’s rates/and terms jare the same charged to its
other customers, or the Operator may be unable provide suppo@fﬁliate’s charges if the entity
is no longer an Affiliate when the audit is conducted or res@lved.” The charges are still acceptable
if Operator can show the rates charged at t}}‘e time w%competitive with commercial rates in the
area.

Regarding charges under (ii) and (iii), ghe&) r% is expected to allow an audit and reasonably
demonstrate the Affiliate goods or services Sﬁarged on same basis as goods or services provided
by the Operator under Sections I1.2.or k}.iabor rates are comprised of salary or wages and other
components in Section I1.2, but éno»clude support costs or overhead.

Item (iv) reflects concepts fmmivn many model form operating agreements — that Affiliate goods
and services be provide tdnpetitive rates and in accordance with customs and standards
prevailing in the indus §nerally, the Non-Operators should be no worse off than if the Operator
hired a third party to provide the equipment, facilities, or Material. The Operator is expected to
provide reasonable proof that the Affiliate rates and terms are competitive. Examples of supporting
documentation‘include invoices from other providers in the area, quotes or bid sheets.

Labor is'excluded from (iv) to prevent the Joint Account being charged fully loaded labor rates that
inclidéyoverhead costs. Affiliate labor rates that include overhead costs — as sometimes occurs
with, Affiliates that provide field labor or Technical Services — would not be a Competitive
Transaction and would require approval.

An Affiliate charge that does not meet one of the Competitive Transaction criteria requires approval
of the Parties. The Operator may want to obtain approval prior to charging the Joint Account.
Obtaining approval after the fact can be more difficult, creating exposure for the Operator.

Documentation of commercial rates and terms in the area can include quotes, bid sheets, or invoices
from unaffiliated third-party providers. It is preferable to get more than one quote, bid or invoice,
however, that may not always be practical. The availability of and process for obtaining third-party
supporting documentation may vary from one area to another. If the rates are within the range of
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rates offered by unaffiliated third parties for the area of Joint Operations, they are acceptable; it
does not have to be an average of a pre-determined number of sources. Comparing an Affiliate’s
rates and terms to that of a third party is not limited to price — there may be other consideration of
value, such as stand-by time.

Unlike some international operations, the Operator is not allowed to add fees for purchasing,
expediting or traffic coordination to an Affiliate’s charges. If the Internal Revenue Code or other
guidelines require an adjustment to the price charged to Operator for an Affiliate’s }oods and
services, that is a financial and tax accounting matter, and does not affect the Joint Account.

=N
DAMAGES AND LOSSES TO JOINT PROPERTY b oy

Costs or expenses, other than those covered by Section 111 (Overhead), necessaryﬁrr&pair, replace
or abandon Joint Property resulting from damages or losses incurred, exceptito the extent such
damages or losses result from a Party’s or Parties’ gross negligence or willful misconduct, in
which case such Party or Parties shall be solely liable.

Most Agreements provide that costs incurred for repair or replacement of Joint Property due to
damage or loss shall be borne by the Joint Account unless the dama r losses resulted from gross
negligence or willful misconduct of a Party. If any equipment is destroyed or damaged, the
Operator should provide Non-Operators documentation.to ena%em to properly account for their
costs and, upon request, provide additional data necesiry tg«ﬁle aims with their insurers.

If there is a dispute as to which Party or Parfies are respénsible for bearing the costs of any damage

or losses, the Operator may charge the Joint Acepunt for the repair or replacement costs associated

with any damages or losses incurred until ‘there % been a final determination or agreement as to

the responsible Party or Parties. If the/Operator is deemed responsible, credits should be issued to

the Joint Account upon that determina jf another party is determined to be responsible, credit

will be issued to the Joint Accmﬁupyreceipt of funds from the responsible party.

N

NS

A. Costs incurred O@e@r in procuring abstracts, fees paid to attorneys and landmen for
title examinations (including preliminary, supplemental, shut-in royalty opinions, division
order title opinions), and title curative work, except as limited by the Agreement. If the
Agreement is silent'regarding chargeability, these costs are directly chargeable to the Joint
Account,

LEGAL EXPENSE

A

CHargeability of conducting title work and curative work is often determined by provisions in
\ithe Agreement. Article IV.A of the AAPL 610-1989, 1989H and 2015 Model Form Operating

/Q . Agreements:

/

e allows a direct charge for procuring abstracts, fees paid outside attorneys for title
examination (including preliminary, supplemental, shut-in royalty opinions and,
division order title opinions), and other direct costs relating to title work for Joint
Operations. This may include costs for brokers to prepare abstracts;

e does not allow a direct charge for Operator’s staff attorneys or other personnel who
perform these functions.

e provides that each Party is responsible for securing its own curative matter and pooling
amendments or agreements needed in connection with its own interest.
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Sometimes the Agreement is modified to allow or disallow direct charges to the Joint Account
for some of these costs. For example, the form may be modified so that Operator performs the
curative work on behalf of the Parties, and charges the cost to the Joint Account, or it is
modified to allow direct charges for Operator’s legal and land staff who perform title
examination.

If Agreement is silent regarding chargeability, or refers to the accounting procedure to
determine chargeability, the costs to procure title materials and title opinion ag directly
chargeable to the Joint Account, regardless if the Operator’s staff or a third party performs the
function. For example, the RMMLF Form 2-1994 Unit Operating Agreement, p&vid?for
costs incurred by the Operator to acquire materials needed to perform title examination are
chargeable to the Party who failed to provide title information to the Operatot, b e form
does not explicitly state whether title examination costs are chargeable.
If attaching the accounting procedure to an Agreement that does not %ess title or curative
costs, the Parties will want to consider whether to modify the Agreement or this accounting
procedure to ensure these costs are treated as intended. ) 4
A
B. Costs incurred by Operator, including fees paid to outsidéezat eys, which are associated
with hearings before governmental agencies for securinglof spacing or pooling orders or any
other orders necessary and proper to conduct Joint Op%{ons, except as limited by the
Agreement. If the Agreement is silent regarding chargeability, these costs are directly
chargeable to Parties on whose behalf Opfrator is%ing.

This provision parallels language in Article.]V.A of the AAPL 610-1989, 1989H and 2015
Model Form Operating Agreements, whigh:
e allows a direct charge for “Costsyincurred by Operator, including fees paid to outside
attorneys, which are ass cia& th hearings before governmental agencies, and which
costs are necessary an{;o for the activities contemplated under this agreement”; and
e doesnotallow a dirxf arge for services rendered by Operator’s staff attorneys or other
personnel to performdt 1S function.
These costs.are r‘)t limited to outside attorney fees. For example, charges could include
regulatory, land or teéhnical work required in connection with hearings or recording fees to file
instruments such as pooling designations or unit agreements in the county records, or agencies
such as the'Bureau of Land Management. If any Party challenges the Operator’s position on
regulatory matters, Operator’s costs should be borne by Parties it represents in defense of that
positien, and not those protesting it. It would be inappropriate for a Non-Operator to pay for
iatg@jvnkosts to protest Operator’s position, as well as the Operator’s costs incurred defending

& Nagainst that protest.

.DAttorney’s fees, court costs, and other legal costs incurred to collect amounts due under this
agreement, in accordance with the Agreement and Section 1.3.B (Advances and Payments).
Recording fees to file of record liens and security interests granted under the Agreement,
except as limited by the Agreement.

Some Agreements also allow the Operator to recover legal fees, court costs, and other
collection costs. This remedy is also available to Non-Operators if the Operator is a defaulting
party. Refer to Article VIL.D.5 of the AAPL 610-1989, 1989H, and 2015 Model Form
Operating Agreements, and Article 28.4 of the RMMLF Form 2-1994 Unit Operating
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Agreement. See also Articles 8.6.1 and 8.6.1.2 of the AAPL 710-2002 Model Form Offshore
Operating Agreement.

D. The costs of handling, settling, or otherwise discharging litigation, claims, and liens incurred
in or resulting from Joint Operations, or necessary to protect or recover the Joint Property,
and which are not covered by paragraphs A, B, and C, to the extent permitted under the
Agreement. Costs of the Operator’s or Affiliate’s legal staff or outside attorney fees and
expenses, are not chargeable unless approved by the Parties pursuant to Secjion 1.6.A
(General Matters) or otherwise provided for in the Agreement. >

= N
Other costs chargeable under this provision may include investigating, court ¢o %to
procure evidence, and amounts paid in settlement or satisfaction of any liti’%ti r claim
resulting from operations under the Agreement. o,

Special attention should be directed to the terms of the Agreement wﬁse the accounting
procedure needs to be read and applied in tandem with the Agreement. argeable costs are
subject to any claims and lawsuit provisions of the Agreementand can-vary widely. Refer to:

e AAPL 610-1989, 1989H and 2015 Model Form Operating Agreements — Article X

e AAPL 710-2002 Model Form Offshore Operating Agreeiment — Article 19

e RMMLF Form 2-1994 Unit Operating z’geemenirti es 17.1.D, 28.1

performing these functions, the costs may not be ¢harged to the Joint Account, unless agreed

If the Agreement does not expressly allow chaﬁs for Operator’s or Affiliates employees
to by the Parties.

@

The claims and lawsuits provision in ﬁleﬁgement may not allow legal fees to be charged
without prior approval. For example,)Article X of the AAPL 610 Model Form Operating
Agreement (Claims and Lawsuit; [&f s to the cost of settlement, i.e., damage payments, not
necessarily legal fees. The do thresholds commonly found in Article X only grant
settlement authority for tively minor issues that do not require extensive legal work (and
are often handled in—hou:}y\/hile Article X refers to “all costs and expenses” of discharging
the claim, that does Min that management, accounting, legal, administration and other
costs non;%albx cl‘ss%i as overhead are chargeable. Article X is read and interpreted in
conjunctign with Article V.D.2 of the AAPL 610 1989, 1989H and 2015 Model Form
Operating\Agreements (and similar provision in other forms) that provides that costs and
expenses arézbofne in accordance with the Accounting Procedure. The Parties might have
conflicting interests in claims and lawsuits or want to obtain their own representation. Each
Pg&&pvs for its own costs to oversee and manage the claim.

/QAXES, @{MITS AND STATUTORY FEES

Allitaxes, import duties, licenses, bonds, and permitting fees of every kind and nature, assessed
or levied upon or in connection with Joint Operations, Joint Property, or the production
therefrom, and which have been paid by the Operator for the benefit of the Parties, including
penalties and interest, except to the extent the penalties and interest result from the Operator’s
gross negligence or willful misconduct.

If a Law requires the Operator to provide a service and prescribes a fee payable to the Operator
for such service, such fee will be a direct charge to the Joint Account or to the affected Party or
Parties, as applicable.
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If ad valorem taxes paid by the Operator are based in whole or in part upon separate valuations
of each Party’s working interest, then notwithstanding any contrary provisions, the charges to
the Parties will be made in accordance with the tax value generated by each Party’s working
interest.

Costs of tax consultants or advisors, the Operator’s employees, or Operator’s Affiliate employees
in matters regarding ad valorem or other tax matters, are not permitted as direct chalﬂes unless
approved by the Parties pursuant to Section 1.6.A (General Matters).

= N
Charges or credits to the Joint Account resulting from sales or use tax audits, /i %i'ng
extrapolated amounts and penalties and interest, are permitted, provided the Non-O tor has
the right, upon request, to review the tax auditors’ reports and the calculation of the extrapolated
amount for the various properties which served as the basis for tax chargesyor credits and to
determine that the correct amount of taxes was allocated to the Joint Account. If the Non-
Operator is not permitted to review such documentation, the sales or use tax' may not be directly
charged unless the Operator can conclusively document the amount e’by the Joint Account.
A

The first paragraph deals with taxes on Joint Operations, Joinit:Rroperty, and production. It does

not allow charges for income taxes. However, it does allow'direct charges for sales tax paid on the

overhead fees billed to Non-Operators under this agieement. {

An example of a chargeable permitting fee is a fee p&to gn agency for a filing on behalf of the
Joint Operations, such as a drilling permitior a FERC filing fee. However, if each Party is
responsible for its own filings for the property,ieach Party would bear its own filing fee, and the
fee would not be chargeable. Preparing fi Qp%ermits is an overhead function.

An example of a cost chargeable nd&th) second paragraph is the fee prescribed by Oklahoma
Senate Bill 168. This bill allows.the‘@perator to charge the Joint Account a fee to reimburse the
Operator for the burden of ro;‘ty distributions and record keeping.

Normally, the cost of a irM;ing and managing the tax function is considered covered by
overhead, everﬂe ‘)per or outsources some or all of this function. However, if there is a tax
partnership agreement, itmight allow the Operator to charge a fee for managing the tax partnership.

Refer to COPA§AG#20, Extrapolated Sales and Use Tax Audit Assessments, for more information.

INSURANCE
Y
et premiums paid for insurance required to be carried for Joint Operations for the protection
he Parties. If Joint Operations are conducted at locations where the Operator acts as self-
insurer in regard to its workers’ compensation and employers’ liability insurance obligation, the
Operator shall charge the Joint Account manual rates for the risk assumed in its self-insurance
program subject to applicable state and federal workers’ compensation Laws. The manual rates
will be the rates published by COPAS, or as provided by an actuary if COPAS ceases or fails to
publish manual rates. The manual rates of the adjacent state will be used for employees
performing work offshore, adjusted by the U.S. Longshore and Harbor Workers’ Compensation
Act or Jones Act surcharge, if applicable.

61



Operator shall credit the Joint Account with settlements received from insurance it carried for
the benefit of the Parties. Each Party’s share of the settlement will be based on its Participating
Interest share of the operation giving rise to the settlement; provided, however, if such settlement
is derived from insurance purchased by the Operator for fewer than all Parties, such settlement
will be credited to those Parties for whom the insurance was purchased, in the proportion of their
respective contributions toward the insurance coverage.

The accounting procedure allows the Operator to charge the Joint Account for insyrance the
Operator is required to carry for the Parties. The amount charged to the Joint Account isythe net
premium paid by Operator after any refunds or discounts received by the Operator.

~ N
d Qy
The type and amount of insurance required to be carried by the Operator is addre in the
Agreement and/or an insurance exhibit. Generally, agreements require theﬁpe ator to carry
workers” compensation and employers’ liability insurance, which covers a/€6mpany’s liability to
its employees for job-related injuries. °
c

Although the employer is required to carry workers’ compensati ?d employers’ liability
insurance, some states allow the employer to self-insure rather than purchase an insurance policy
on the market. If the Operator self-insures for such liability, it'¢hargeés manual rates to compensate
it for the risk it assumed in its self-insurance program.
Dk

COPAS obtains manual rates for workers” compensation and employers’ liability insurance for
certain job classifications, as a convenience }0 the in(%ry, and publishes updated rates each year.
The manual rates pertain only to the workets?compensation and employers’ liability, not to other
types of insurance. Refer to COPAS MEI-31\\Self~-Insurance for Workers’ Compensation and
Employers’ Liability Insurance, for more i 0@ 10n.

exhibit include general liability,spro damage, and well control insurance. Some agreements
or insurance exhibits give a perator the option to be covered by Operator’s insurance or to
provide its own insurance.4In that Case, the cost of this optional insurance is charged only to the
Parties who do not electt rMe their own insurance. This option for a Non-Operator to provide
insurance is not ail‘b%r workers’ compensation and employers’ liability insurance, which
only the Operafor can provid

e.
If there is a claim,covered by workers’ compensation, the Joint Account would not bear the cost,
as the Non-Operators have paid for premiums or manual rates for this protection, and there are no
deductibles or insurance limits for workers’ compensation claims.

'Y
Foryother types of claims, if there is a loss, the Operator may charge the Joint Account for the
deductibles and loss over the insurance coverage limit, as to insurance coverage provided by the
Operator. Any settlement received from an insurance carrier should be credited to the Parties that
paid for the insurance coverage. Costs incurred by Operator may be charged to the Joint Account
while the settlement is pending.

Examples of other types of ins:z\ce\la)might be required under the agreement or insurance

The AAPL 610 and the RMMLF Model Form Operating Agreements provide that if the Operator
is required to carry automotive liability insurance, it may not be charged to the Joint Account.
Presumably, the reason for this is because operators once used Petroleum Motor Transportation
Association (PMTA) rates, (as of this publication date, Kelley Blue Book and Edmunds rates), to
charge for automotive costs. These published rates include an element of insurance costs, so if the
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Operator were to charge for automotive insurance, that would be considered a duplicate charge for
automotive insurance. Refer to COPAS MFI-55, Vehicle Rates, for more information.

COMMUNICATIONS

Costs of acquiring, leasing, installing, operating, repairing, maintaining dismantling, and
abandoning communication facilities or systems directly supporting Joint Operations. Such costs
include hardware, software, labor, field buildings that house the communication syjtem, and
communication links.
=N
Historically, charges for communication systems were limited to equipment and ciated
expenses on the Joint Property and between the Joint Property and the Operator’s’%{lﬁ directly
responsible for field operations. It is not practical to isolate and determine the e that manner
due to the pervasiveness and interconnectivity of technology. Y

Systems components serving only the Joint Property might be jointly, osvn&bvith all costs borne
by the Joint Account. Systems components serving multiple propettics with various ownerships
may be Operator-owned or leased, with charges made to properties served on an equitable basis
such as established rates, direct usage, and allocation, in accofdance:with Section I1.6 (Equipment
and Facilities Furnished by Operator), or in accordance with,Section I1.7 (Affiliates).
A

Refer to COPAS MFI-44, Field Computer and C mun'yaﬁ Systems and MFI-57, Remote
Technology Centers, for more information. N OK

HEALTH, SAFETY AND ENVIRONMENT A y

P

Costs incurred for:

(i) well containment, pollutio co-k Jnent and pollution removal equipment that is in the
same program area an&a@le of serving Joint Operations, whether used or on
standby; or

(ii) actual costs of contro leanup and resulting responsibilities of spills, or discharges
from permltted awas deemed appropriate by Operator for prudent operations;

(iii) HSE assessm ents, rveys, or testing.

The Operator may,b¢ required by Laws to have pollution containment and removal equipment
availableon standby. It may also decide to have additional equipment or resources available, even
if not required by Laws. Ordinarily, this equipment is not Operator-owned, but rather made
available to'the Operator through its membership in associations such as Clean Gulf Associates or
by ‘paying a fee to a well containment service provider such as Marine Well Containment or
HW The containment equipment must be capable of serving Joint Operations, in terms of
technlcal ability and availability at the time the well will be drilled. Well containment equipment
fhat is in another program area — e.g., North Sea or Brazil — would not be readily available and
therefore not qualify.

Assessments or fees incurred by the Operator for pollution containment and response organizations
are directly chargeable, provided the charge to the Joint Account is based on:
e an equitable allocation of costs between the Operator’s upstream, midstream, and
downstream operations, if applicable;
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e membership in an association that provides direct benefit to the Joint Property, whether
actually used or available on standby;

e an allocation among properties that reflects the operational dynamics giving rise to the
charge, such as drilling activity, volumes, well count, or acreage.

The actual costs of containing a spill and the resulting cleanup and remediation responsibilities, as
well as discharges from permitted outfalls as required by applicable Laws or deemed appropriate
by Operator are directly chargeable. Generally, the participants in the operation givingtise to the
incident are responsible for the spill and containment costs. However, the responsibiljity of each
Party for clean-up costs, penalties and fines may be different if an environmental incident re?led
from gross negligence or willful misconduct of a Party, or the Parties agreed to shift liability
through indemnification provisions in an agreement. ‘._{

Refer to MFI-54, Well Containment Service Providers, for more information™
®
OTHER EXPENDITURES e

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II
(Direct Charges), or in Section III (Overhead) and which is of'direct:benefit to Joint Operations
and is incurred by the Operator in the necessary and proper conduct of the Joint Operations;
provided, however, the charge requires approval of,the P%s, pursuant to Section 1.6.A
(General Matters), if it exceeds $ . If the Parties fail to designate an amount, the amount
deemed adopted by the Parties is the amounaestablisl& as the Operator’s expenditure limit in
the Agreement. If the Agreement does not contain an

will be deemed to be $100,000. A y

erator’s expenditure limit, the amount

This paragraph gives the Operator e/xi]lyit to account for unanticipated costs arising from
changes in operations, regulationszer ology. Costs addressed elsewhere in Section II or in
Section III would not qualify as ‘ “(»er Expenditure.”

The Operator should not break aoyvn costs into smaller transactions to circumvent the threshold.

The Agreeme%ay‘he@ voting provisions that override the Accounting Procedure voting
provisions.

III. OVERHEAD

The Opérator iS entitled to charge overhead fees to the Joint Account, in accordance with this
ctiony, as reimbursement for costs incurred by it that are not directly chargeable to the Joint
ccount. The overhead fees are reimbursement for the functions listed in the next paragraph,

and any other expenditures not classified as directly chargeable under Section II (Direct Charges).

Functions included in the overhead rates regardless of whether performed by the Operator,
Operator’s Affiliates or third parties and regardless of location, include the following:

e warehousing, other than for warehouses that are jointly owned under the Agreement
e costs of conducting inventories that are not chargeable under Section V (Inventories of
Controllable Material)

e procurement
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e administration

e accounting and auditing

¢ pipeline nominations and scheduling

e human resources

e management

e supervision not directly chargeable under Section I1.2 (Labor)

e legal services not directly chargeable under Section 11.9 (Legal Expense)

e handling tax matters, other than those costs identified as directly chargeable undér, Section
I1.10 (Taxes, Permits and Statutory Fees)

e permitting and regulatory work not directly chargeable under the Agreement or Sé¢tion 11.9
(Legal Expense), such as: preparation and monitoring of permits or certifications; preparing
regulatory reports; reviewing, interpreting, or submitting comments on_or lobbying with
respect to Laws or proposed Laws

e land and division order services that are not chargeable under the Agreement, or Sections

I1.2 (Labor) or 11.9 (Legal Expense) P W
e Technical Services not chargeable under Section 11.2.A(4). y
A
Overhead charges are considered reimbursement for all costs a xpenses associated with

and Benefits, and Personal Expenses of individuals performing-such functions, as well as their

functions not directly chargeable, including the salaries or wages plus‘applicable Payroll Burden
office and other support costs. {

) 4

The overhead provision allows charges for ¢ests of funetions not billable under Section II, such as
administrative costs, and supervision/management. The above list is not an all-inclusive list.
ALY
The Parties negotiate an overhead fee t0 reinMrse Operator for these functions, in lieu of direct
charges to the Joint Account for these functions that support the Joint Operations. The overhead
fee is not considered to be ollar-for-dollar reimbursement for the overhead functions.
Reorganizing or outsourcing functions to a third party or an Affiliate does not make them
chargeable to the Joint Accounts, /The overhead fee represents reimbursement for those services
regardless of who performs them, so the Parties are encouraged to reach a clear understanding of
which functions are t bavered by the overhead fee. Refer to COPAS AG-23, Overhead Rate
Negotiation a alculation, for more information.

Auditing is an.overhead function, as it pertains to accounting records. This includes hosting audits
by Non-OperatoMltemal audits and vendor audits. Auditing in this context does not refer to HSE
or opel;a{ional inspections, even though they are sometimes referred to as “audits.” These
inspeetionsjare part of lease operations and chargeable under Section II.

Pg:r\m ing and regulatory work in context of this provision refers to the function of preparing and
filing reports with various regulatory agencies. It does not include costs of Operator’s or contract
personnel who inspect wells or facilities or attend onsite inspections by governmental agencies.
This overhead rate includes reimbursement for supervision and management not allowed as a direct
charge under Section Il —i.e., above First Level Supervision.

Warehouse operation and maintenance expenses represent the cost of storing and handling Material
for which it is neither practical nor feasible to purchase directly from outside sources at the required
time of need, or the storage of surplus. This Material can be stored at the Operator’s warehouse,
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an Affiliate’s warehouse, or a third party’s warehouse or yard. The warehouse operation and
maintenance expenses include costs such as salaries and related Payroll Burden and Benefits of
warehouse personnel receiving and disbursing stock items; depreciation on Material storage
facilities; loading, unloading, and transportation to stocking point; maintenance and care of stock
and storage facilities; and any other cost incurred directly for the purpose of warehousing Material,
regardless if the service is provided by the Operator, its Affiliate, or a third party such as a vendor.

If the warehouse is jointly owned by the Parties under the Agreement, the costs to ;tore Joint
Account Material in that warehouse are directly chargeable under the various provisions under
Section II, such as Labor (I1.2), Materials (I1.3), Transportation (IL.4), etc.

"N
J Qy
Marketing fees are not a chargeable function under Section Il (Direct Charges) of the ‘agtounting
procedure. However, the above list of overhead functions intentionally omits marke ing fees. The
main reason for that omission is because each Party has a duty to take in-kifidunder model form
operating agreements, so marketing can be viewed as being outsidg, Scope/of the operating
agreement. Additionally, there may be other agreement provisions or, othe&reements that allow
marketing fees to be passed along. y
A

Refer to COPAS MFI-21, Overhead Principles, for more infofiiati
1. OVERHEAD—DRILLING AND PRODUCING OPERAT%S

)
As reimbursement for costs incurred but no; chargeable under Section II (Direct Charges) and
not covered by other provisions of this Sectionilll, the Operator shall charge overhead using:

O (Alternative 1) Fixed Rate Basis, gec@?ﬁl.l.A.
O (Alternative 2) Percent?Ba&, *ction I11.1.B.
A. Overhead—Fixed Rate Basi\
(1) The Operator shall ;Mt'he Joint Account at the following rates per well per month:

Drilling Well Rate month $ (prorated for less than a full month)

Producing Well'Rate per month $

Rates are initially established during the negotiation of the Agreement, and should be

Tommensurate with the Operator’s cost to provide the overhead functions covered by the

W._rate. The fixed rates, the Agreement effective date, the published COPAS overhead

& adjustment factors, and the well status are the only elements necessary for the Operator to
. determine the monthly overhead charge to the Joint Account.

(2) Application of Overhead—Drilling Well Rate shall be charged as follows:

(a) Charges for onshore drilling wells begin on the date of initial penetration of the
ground by any rig or unit to commence drilling the wellbore, (“spud date”) and
terminate on the latter of the date the drilling or completion equipment used on the
well is released. Charges for offshore and inland waters drilling wells begins on the
date the first drilling or completion equipment arrives on location and terminates the
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earlier of (i) the date the last drilling or completion equipment moves off location, or
(ii) the date the equipment is released. No charge may be made during suspension of
drilling or completion operations for 15 or more consecutive calendar days.

The drilling well rate is expressed as a per—well, per month rate but is applied based
on drilling days during a month. To calculate the overhead charge for a partial month,
divide the number of days in a month into the drilling well rate, then multiply the daily
rate by the number of days that qualify for drilling overhead.

drilling or completion operations with the use of a rig, completion unit orfet e of
completion equipment. Equipment used during production testing, cleanup ‘operations,

A
The well qualifies for drilling overhead when the well is sustaining SOW of
testing for state and federal regulations, etc. does not qualify as comf!l-et on equipment

for purposes of calculating drilling overhead. Y
o
Refer to COPAS MFI-48, Application and Calculation of Drilli@verhead, for more
information. ) 4
A

(b) Charges for any well undergoing downhole work;%in ing abandonment, for a

period of five or more consecutive workdays shallibe made at the Drilling Well Rate.
Such charges shall be applied for the period from% operations, with rig or other
units used in operations, commence through/date of rig or other unit release, except
that no charges shall be made during s%ension of operations for 15 or more
consecutive calendar days. °
Downbhole operations such as \4’0@%‘, recompletion, isolation to protect from offset
operations, or abandonment tequiring five or more consecutive workdays (not
necessarily consecuti :z&l r days) using a rig or other units, qualifies for drilling
overhead. This ap% mporary or permanent abandonment. These operations
attract the drillin%? Irate because the same types of overhead costs are incurred by
the Operator as'for drilling operations. For purposes of assessing overhead, operations
are deeme‘d torcommence when the well is entered.
Réfer to CO MFI-48, Application and Calculation of Drilling Overhead, for more
information.

.

(3) Application of Overhead—Producing Well Rate shall be charged as follows:

28 ‘

(a‘r n’gctive well that is produced, injected into for recovery or disposal, or used to

pply water for Joint Operations for any portion of the month qualifies for a one-
well charge for the entire month, except as provided in II1.1.A.(3)(b).

The presence of production or injection volumes is commonly used to determine
whether the well is active, for purposes of assessing overhead. Wells that produce oil,
gas, or water, and wells that are injected into for pressure maintenance, enhanced
recovery or disposal are considered active and qualify for overhead. A well that has
open valves but does not have any production or injection volumes, as might happen
due to pressure, is not considered an active well but may qualify for producing
overhead under Section III.1.A.(3)(c) or Section III.1.A.(3)(d).
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A well that produces or is injected into during any portion of a month is considered
active and qualifies for the producing well rate for the entire month, even if it also
qualifies for drilling overhead that same month. A producing well requires the same
administrative efforts to account to regulatory bodies, working interest owners, or other
parties regardless of the number of days it produces during the month.

Monitoring wells do not qualify for producing well overhead because they do not
produce oil, gas, or water, and are not injected into. However, they do qualify for
drilling overhead when they are drilled, and when being plugged. They might.qualify
for overhead under Section III. 1.A.(2)(b) if they undergo downhole operations for.five
or more consecutive workdays. b 0

(b) With respect to a multi-completed well, each completion that is consfd-;d a separate
well by the governing regulatory authority counts as a separateiwell for overhead

purposes. N\
This provision could apply to multi-lateral wells, vertie completed in multiple
horizons, or to injection wells that have separate injection streams maintained for
multiple horizons and which are reported sepafatel he rationale for separate

overhead charges is because the accounting and other overhead functions are more
complex. Costs and production must lb»analyze%)re closely to determine which
completion benefitted and the prope allogatio if both completions benefit.
Regulatory reporting and other aspects o%anaging multiple completions also require

additional work.

(c) A one-well charge will be ma/gle”or*l}}month in which plugging and abandonment
operations are completed an
provided in Sections III. A.(&( or (b). This one-well charge applies even if the well
qualified for producinivesead in that same month.

ell, unless the Drilling Well Rate applies, as

If plugging oper%ns span two or more calendar months, producing overhead is
charged onlysfor the'month in which the operation is completed. If a well qualifies as
akr‘lzax'kve ‘Nﬂursuant to Section III.1.A.(3)(a) and is subsequently plugged during
thé same month, a one-month charge is billable to the Joint Account for the active well
and a second one-month charge is billable for the plugging operations that last less than
fivéyconsecutive workdays. The reason for the second charge is to compensate the
Operator for additional overhead costs it incurs for the plugging operation.

A
“W, If the plugging operation qualifies for drilling overhead under Section II1.1.A.(2)(a) or
& \
/

(d) A well that is capable of producing but shut-in for the entire month because of (i) an
overproduced allowable, (ii) inability of a purchaser, processor, or transporter to take
production, or (iii) legal restrictions on flaring or venting qualifies for a one-well
charge.

(b), this one-month charge does not apply. For example, if a well undergoes a casing
repair that fails, and the Parties proceed to plug the well during the same rig
deployment, the drilling rate applies to all the operations conducted during that rig
deployment, including the plugging operation, if the operations lasted five or more
consecutive workdays.
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The well must be capable of producing to qualify for overhead under this provision.
Therefore, a well that is drilled but uncompleted (DUC) does not qualify.

The Operator might have to shut-in a well through no fault of its own. One situation
is shutting in due to production allowable quotas set by a regulatory agency. While
production allowable quotas are not currently an issue, that remains in the form, same
as prior model form accounting procedures, in case future regulations force operators
to shut in. A

The Operator might also be forced to shut in wells when the offtake pipeline is ?t or
damaged, or the gas processing plant is shut in. Historically, an onshore @il ould
still produce under these conditions, by trucking the oil and water, ané& gas not
used in operations, or an offshore well could produce oil while ﬂarl s. However,
environmental regulations might prevent the Operator from contifiwing to produce an
oil well. In these situations, the Operator continues to incur gyerhead'to keep the leases
from expiring, while attempting to overcome the constraints and'restore production.

Like prior model form accounting procedures, this form allows overhead charges for
shut-in gas wells that meet the criteria. In additionffitallows overhead charges for shut-
in oil wells that meet the criteria because opetations are being conducted in areas
lacking infrastructure or because of Lawisser agre%r;ts that prohibit flaring.

A well that is shut-in for reasons that do&t mé/et the criteria above, does not qualify
for overhead. Examples include:
e preventing formation damage from offsetting well completion operations
e insufficient pressure to geagn %pipeline
e the transporter will not take, production because contaminants are out of spec
e repairs needed tzanxezwr—owned or -controlled gathering or transportation
line. »
N

(4) The well rates will béladjusted on April 1 each year following the effective date of the
Agreement; prov ever, if this Accounting Procedure is attached to or otherwise
governm gccountmg under a farmout agreement, the rates shall be adjusted
on April each year ollowing the effective date of such farmout agreement. The adjusted
rates will be the initial or amended rates agreed to by the Parties, increased or decreased
by the cumulative adjustment factor published by COPAS from the effective date of such
ratesto April 1 of the current year. If COPAS ceases or fails to publish the overhead
a(@tgnt factor, the adjustment will be based on the same methodology or a
replacement index that reflects substantially the same data.

’Q ) Refer to MF1-47, Overhead Rate Adjustments, for more information.
B. O;ferhead—Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:
(a) Development Rate ____ % of the cost of development of the Joint Property.

(b) Operating Rate % of the cost of operating the Joint Property.
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The Percentage Basis is designed to recover more of the Operator’s overhead costs at the
time the Operator incurs such costs. Application of percentage overhead rates results in
higher overhead charges when higher drilling or operating costs are incurred, and recovers
additional overhead costs during inflationary periods. Despite its name, the development
rate applies to exploratory, appraisal and development wells.

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

(a) Subject to II1.1.B.(2)(c), the Development Rate applies to the directly chargéable costs
in connection with:

= N

N,
drilling, redrilling, sidetracking, plugging back, recompleting {'\ee@lg ofa
well;
a well undergoing downhole work for a period of five or moréconsecutive work
days; @
abandonment and restoration of a well not completed as a producer;
construction or installation of fixed assets, the expansi Mf fixed assets and any
project clearly discernible as a fixed asset, other than a project that qualifies for
overhead under Sections I11.2 (Overhead—Maﬁ' truction and Catastrophe)
or 111.3 (Overhead—Environmental Project)an
activities in preparation for any of the above%ations.

) 4
Some construction projects do not qualify for¥ajor Construction overhead under Section
1.2, because they do not meet the dollar threshold or because of the project type, e.g., the
installation of pumping units or other yaiﬁcial lift equipment. The development rate
applies to these projects. p N

(b) The Operating Rate alxesé ad other directly chargeable costs in connection with
0

Joint Operations, exce

hose‘subject to Sections II1.1.B.(1)(a), I11.1.B.(2)(c), Section

I11.2 (Overhead — W Construction and Catastrophe), or Section 111.3 (Overhead —
Environmental Project).,”

(¢) The

Dfevﬂepl‘w@ate and Operating Rate do not apply to the following:

egal fees covered by Section I1.9 (Legal Expense)

Material salvage credits

costs covered by Section I1.1 (Rentals and Royalties)

the value of injected substances purchased for secondary or tertiary recovery

R, W property taxes, ad valorem taxes and other taxes and assessments levied,

.

4

assessed, and paid upon the mineral interest in and to the Joint Property
payments to or receipts from third parties in settlement of claims

production handling fees, infrastructure access fees, or operating and
maintenance fees paid for production handling facilities not owned by the Joint
Account

deferred production payments paid by Operator on behalf of the Parties
premiums for insurance acquired for the Joint Account, other than workers’
compensation and employers’ liability insurance

costs in excess of $5,000,000 cumulative per well operation, paid to one or more
marine well containment vendors to have equipment available on a stand-by
basis in case of an incident
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e guarantee deposits
e fines and penalties.

The percentage overhead rates do not apply to these costs because the resulting overhead
charges would be disproportionate to the Operator’s overhead costs incurred in connection
with these activities.

Salvage credits refer to credits received for Material previously used in Joint g)perations
and charged to the Joint Account. Salvage credits are excluded because including them
would effectively result in crediting overhead previously earned when the Materi@avas
originally charged. Credits for unused Material, whether returned to, a» ier or
transferred to another property or a warehouse, are not considered salva& edits:

The marine well containment exclusion applies to the cost paid to ha¥éfharine containment
equipment on standby, but only as to costs exceeding $5,000;000. The overhead rate
applies only to the first $5,000,000, whether billed on one or moge invoices. The exclusion
does not apply to costs paid to the marine well containni p’(/ider to respond to an
incident. Some operators may have more than one marine well containment vendor on
standby, even though regulations may require them t¢"haye 6fily one. Overhead would be
assessed on the combined total of $5,000,000, rather than $5,000,000 per vendor. This
exclusion applies to well containment standbyagosts sp%‘c to a well. The exclusion does
not pertain to costs paid to an organization 'such as Marine Preservation or Clean Gulf
Associates that benefit multiple properties. %fer to MFI-54, Well Containment Service
Providers, for more information.

2. OVERHEAD—MAJOR CONSTRUC,TI‘&IV%) CATASTROPHE

The Operator may charge an overhead t&td‘eimburse it for costs not directly chargeable under
Section II (Direct Charges), which it incugs in connection with a Major Construction project that
costs more than the Operator’s enditure limit under the Agreement, or for any Catastrophe
regardless of the amount. Af thejyAgreement does not contain an expenditure limit, Major
Construction Overhead willibe Assessed for any single Major Construction project costing more
than $100,000 gros h‘ 0§|ead rates for Major Construction and Catastrophe projects are:

@) % of the first $100,000; plus
(ii) % of the next $900,000; plus
(iii) %/of costs in excess of $1,000,000.

A

Typically, me accounting procedure is attached to an operating agreement that contains an

exlge iture limit negotiated by the Parties. Refer to: Article VI.D.3 of the AAPL 610-1989, 1989H

&and 2015 Model Form Operating Agreements; Article 17.1.B of the RMMLF Form 2-1994 Unit

Operating Agreement; Article 8.2 of the AAPL 710-2002 Model Form Offshore Operating

Agreement. A Major Construction project qualifies for overhead if the total project costs exceed

that expenditure limit. If this accounting procedure is attached to an Agreement that does not

contain an expenditure limit a project qualifies for Major Construction overhead if the project costs

exceed $100,000 gross. Examples of Agreements that might not have an expenditure limit would
be a farmout with an override that escalates at payout or a net profits agreement.
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Fixed asset projects costing less than the threshold are ineligible for Major Construction overhead.
The overhead costs associated with those projects are considered reimbursed by the overhead rates
in Section III.1.A (Fixed Rate Basis) or I11.1.B (Percentage Basis), as applicable.

To determine if a project qualifies for Major Construction overhead, consider the total project cost
to all parties. The size and scope of a project drives project costs, and in turn, the associated
overhead costs incurred by Operator. Therefore, total gross project costs, before allocation and
netting, determines whether the project warrants Major Construction overhead. Total  gross cost
means all costs exclusive of overhead charged to the project, reduced by the credits for refunds or
returns, and includes all project costs even if those costs will be allocated to multiple wllsvgler

multiple Agreements. b 0

The rates apply to the total gross cost charged under Section 11 (Direct Chargesﬁ:-A each Major
Construction or Catastrophe project. To calculate Major Construetion Overhead, the
components of a single Major Construction project must be aggregated, and the cost of drilling
and downhole well operations and cost of purchasing and installing pumpin its and downhole
artificial lift equipment are excluded. y
A
A Major Construction (or Catastrophe) project may involve miltiple properties subject to different
Agreements. In that case the direct costs will be allocated to'the properties. The overhead tranches
are applied on an Agreement-by-Agreement basis, fiot.a well %tal project basis. For example,
assume the Operator constructs a facility with total direet costs $2,000,000, serving five wells,
and each well is served equally. Four We}ls are ug% one Agreement and the fifth well has a
separate Agreement. Of the $1,600,000 allocated to the first four wells, the first $100,000 will be
charged overhead at the negotiated rate under (1) @Ve, the next $900,000 will be charged overhead
at the negotiated rate under (ii) above, ar& e final $600,000 will be charged overhead at the
negotiated rate under (iii) above. The single under a separate Agreement is allocated $400,000.
If the Accounting Procedure covering &t}\;ll has the same tranches, it will be charged overhead
at the negotiated rate under (i) a%rz »xhe first $100,000, and at the negotiated rate under (ii) for
the remaining $300,000. N

Costs of purchasing andsi st“&vg pumping units and downhole artificial lift equipment do not
qualify for Ma?ﬂon‘trlém overhead because they are routine installations that do not cause the
Operator to incur significant incremental overhead costs. Also, installing gas lift involves
downhole well work that might qualify for drilling overhead under II1.1.A (Fixed Rate Basis), or it
will have overhead under II1.1.B, as applicable.

For Catastrophes, the overhead rates apply to the total gross costs chargeable under Section II
(Direct Chiarges), incurred in responding to and restoring the Joint Property and environment to
e eqn\iv@t condition that existed prior to the Catastrophe. The rates apply separately to each
atastrophe. For the purposes of calculating Catastrophe overhead, the cost of drilling relief
Is, substitute wells, or conducting other well operations directly resulting from the
Catastrophe are included.

Notwithstanding anything to the contrary in the foregoing, Major Construction and Catastrophe
overhead rates do not apply to the following:

o legal fees covered by Section I1.9 (Legal Expense)

e Material salvage credits

e payments to and receipts from third parties in settlement of claims
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e premiums for insurance acquired for the Joint Account, other than workers’ compensation
and employers’ liability insurance

e guarantee deposits

e fines and penalties.

Chargeable costs to handle a Catastrophe could include costs incurred off the Joint Property —e.g.,
cleaning up a spill on adjacent lands — or costs to repair third-party property that was damaged as
aresult of the event. If a Catastrophe involves multiple properties subject to different Agreements,
the direct costs might be allocated to the properties involved, depending on the nature of the,event,
and which properties are responsible for the cost. The overhead rates and tranches are-appllvron
an Agreement-by-Agreement basis, not a well or total project basis. \ d 0

When calculating Catastrophe overhead, Catastrophe costs should not be comrﬁhg ed with costs
that qualify for another type of overhead. Catastrophe overhead only appli€S taythe costs required
to respond to the Catastrophe and to restore the Joint Property to an equivde%mdition that existed
prior to the event; the cost of any improvements must be treated separately because they do not
qualify for Catastrophe Overhead. Also, the cost of handling thé t@'fophe may need to be
separately captured for insurance, legal, tax or other purposes. ‘i

The accountant may want to consult with Land, Legal or othex business advisors to determine how
to separate the costs which are part of the Catastroph&ésponse% those that constitute a separate
project (because they go beyond restoring the prop to the condition that existed prior to the
event). The Agreement typically gives the Operator %ority to conduct operations and incur costs
necessary to protect life, property, and_ thejenvironment. Once the immediate emergency is
handled, the agreement will guide the next steps,and approval required, such as restoring to the
same condition that existed prior to the,,catas}gx:, rebuilding with different specs, abandoning,
or a combination of those. A separ(e 9F and separate approvals may be required for the

improvement portion of the proje

The overhead rates do not apmo salvage or insurance recovery, if any, because that would result
in Operator refunding overhead Fteviously earned.

Expenditures that li‘7 for Major Construction or Catastrophe Overhead do not qualify for
overhead under any other overhead provisions.

Major Construetion”overhead does not apply to the cost of drilling, completing, recompleting,
reworking, or equipping a well through the wellhead, regardless of the dollar amount, because
overhedd\costs associated with these types of operations are reimbursed under Section III.1.
Howev ajor Construction overhead applies to fixed asset projects beyond the wellhead that
mee, the/threshold. Other overhead rates may apply to other, ongoing operations that occur at the
same time, but any given expenditure can only give rise to one category of overhead.

/
Refer to MFI-52, Catastrophe-Related Costs, for more information on this subject.
3. OVERHEAD - ENVIRONMENTAL PROJECT

Operator may either negotiate an overhead rate or charge the Joint Account the following rates,
as reimbursement for costs not directly chargeable under Section II (Direct Charges), which it
incurs in connection with an Environmental Project that costs more than the Operator’s
expenditure limit under the Agreement. If the Agreement does not contain an expenditure limit,
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Environmental Project overhead will be assessed for any single Environmental Project costing
more than $100,000 gross. Expenditures that qualify for Environmental Project Overhead do
not qualify for overhead under any other overhead provision.

The overhead rates for an Environmental Project are:

(i) % of the first $100,000; plus
(i) % of the next $900,000; plus
(iii) __ % of costs exceeding $1,000,000. A
Environmental Project overhead rates do not apply to the following: . y
e legal fees covered by Section I1.9 (Legal Expense) b
Material salvage credits 0

[ ]
e payments to and receipts from third parties in settlement of claims —
e premiums for insurance acquired for the Joint Account, ofther, than workers’

compensation and employers’ liability insurance ® W,
e guarantee deposits
e fines and penalties. y Y
This provision provides reimbursement for Environmental hje pport costs not directly

chargeable to the Joint Account under Section Il. Examples/of those support costs include
regulatory work, legal costs not approved as direct charge, ‘project management, accounting,
administrative, reporting, land work, handling claimsyd general management.

A
An Environmental Project may include costsiincurred on the lease, adjacent properties, storage
sites, labs, or in an office. If the project aﬁects ?re than one property, the Operator is expected
to make allocation information availablesto Nv erators upon request.

If an Environmental Project involw: \n&ciple properties subject to different Agreements, the
overhead rates and tranches aré app on a contract-by-contract basis, not based on the total

Environmental Project costs:/ “Eor example, if an Environmental Project involves two properties
under separate Agreements and y benefit equally, allocate the project cost to each property, and
then apply the rates a under each property’s respective agreement to calculate overhead.

Consider whe@le nature of the project naturally entails multiple properties — i.e., whether the
amount allocated to & property is part of a single integrated project. For example, a water,
seismicity, or sage*grouse study naturally covers a large area that will benefit multiple properties.
The overall project cost determines if the threshold has been met. If activities are specific to
individ_@i perties but bundled in one AFE for ease of managing the project, the cost specific to
the/property determines whether the threshold has been met. For example, if there is a new
regulatien that requires the operator to replace compressor gaskets for 300 compressors, the cost to
each property is a separate project and should be used in determining if the threshold has been met.
/

‘When calculating Environmental Project overhead, do not include costs that qualify for another
type of overhead. Refer to the definition of Environmental Project for more information.

The percentage overhead rates do not apply to costs excluded above because the resulting overhead
charges would be disproportionate to the Operator’s overhead costs incurred in connection with
these activities. Salvage credits refer to credits for Material previously charged to the Joint Account
and used in Joint Operations. Salvage credits are excluded because including them would
effectively result in crediting overhead previously earned when the Material was originally charged.
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Credits for unused Material, whether returned to a supplier or transferred to another property or a
warehouse, are not considered salvage credits.

4. AMENDMENT OF OVERHEAD RATES

The overhead rates provided for in this Section III may be amended if, in practice, they are found
to be insufficient or excessive, in accordance with Section 1.6.B (Amendments).

Factors such as corporate restructuring, change of Operator, regulatory changes, or {echnology
changes may result in changes to the Operator’s cost of providing overhead services. . y

\ 4 ‘ P
IV. MATERIAL PURCHASES, TRANSFERS, AND DISPOSITIONS,

The Operator is responsible for Joint Account Material and shall make proper and timely charges
and credits for direct purchases, transfers, and dispositions. The Operatorisha ovide all Material
for use in the conduct of Joint Operations; however, Material may be supplie the Non-Operators,
at the Operator’s option. Material furnished by any Party shall be furnished without any express,
implied, or statutory warranties. The Operator shall maintain docu tation to support charges
and credits for Materials.

™
The timely purchase, transfer and disposition of Material gefgs on factors such as lead time,
specialized designs, operational considerations (frequency of repair, replacement), and market
conditions.

Refer to COPAS MFI-38, Materials Ma/mél, @Xore information.
1. DIRECT PURCHASES \ )

Direct purchases shall be char { tlk]oint Account at the price paid by the Operator after
deduction of all discounts taken. ‘Fhe Operator shall make good faith efforts to take discounts
offered by suppliers, but will not.be liable for failure to take discounts except to the extent such
failure was the result.of eéerator’s gross negligence or willful misconduct. A direct purchase
is deemed to occur when an:agreement is made between an Operator and a third party to acquire
Material specifically for Joint Operations. Material provided by the Operator under vendor
stocking programs;where the initial use is for Joint Operations and ownership of the Material
does not pass from the manufacturer, distributor, or agent until usage, is considered a direct
purchase. If Material is found to be defective or is returned to the manufacturer, distributor, or
agent fot“amy other reason, credit shall be passed to the Joint Account within 60 days after the
/Qera\or-lgs received adjustment from the manufacturer, distributor, or agent.

For direct purchases, the amount the Operator paid for material and the amount billed to the Joint
Account will be the same. Returns follow the same principle; the amount received by the Operator

for a material return is the amount credited to the Joint Account.

Refer to COPAS MFI-23, Discounts, for more information.
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2. TRANSFERS

A transfer is determined to occur when the Operator (i) furnishes Material from a storage facility
or from another operated property, (ii) has assumed liability for the storage costs and changes in
value, and (iii) has ownership of the transferred Material. Similarly, the removal of Material
from the Joint Operations site to a storage facility or to another operated property is also
considered a transfer; provided, however, Material that is moved from the Joint Operations site
to a storage location for safe-keeping pending disposition may remain charged to the Joint
Account and is not considered a transfer. Material shall be disposed of in accortfgnce with
Section IV.3 (Disposition of Surplus) and the Agreement. g y

4
A physical movement of Material does not necessarily constitute a transfer under th‘g proyision. A
physical transfer for convenience, maintenance, or safekeeping which does nétrmdet criteria (1),
(i), and (iii) does not constitute a transfer for the purposes of this provision«=%

P>
A. PRICING o

The pricing of Material transferred should generally reflect the market value on the date of
transfer. When higher than specification grade or size Material is used in Joint Operations,
the Operator shall charge the Joint Account at thelequivalent price for well design
specification Material, unless such higher specification gr%l)r sized Material is approved
by the Parties pursuant to Section 1.6.A (General Matters).’ Transfers of Material will be
priced using one of the following pricing gnethods r new Material; provided, however, the
Operator shall use consistent pricing methods, and not alternate between methods for the
purpose of choosing the method most faxorab to the Operator for a specific transfer:
(1) prices published in COPAS’/ Co p‘/nerized Equipment Pricing System (CEPS),
including the transportation,cost.fi manufacturer to rail point as defined in Section
IV.2.B (Freight); 1 »

(2) a price paid by theqOperator in the 12-month period prior to the transfer for like
Material in the vicjydthe Joint Operations site;
(3) a price quote from:a'vendor that reflects a current realistic acquisition cost;

(4) the weighted average price paid by Operator for such Material purchased in the vicinity
of the Joint Operations site; or

A
(5)y"aprice’agreed to, pursuant to Section 1.6.A (General Matters).

\
y The reference to charging according to well design specifications means the grade of
) Materials needed for the operation, which could differ from the Material listed in the AFE.
The Operator may get data as it conducts an operation or from an offset well that could
change the design after the AFE was issued. The intent of this provision is to keep Operator
from charging the Joint Account for Materials that exceed specifications needed for the
operation, in order to use Operator’s surplus materials.

Pricing should reflect the market value of the Material on the transfer date, which is when
the criteria in the first paragraph of Section IV.2 are met. This does not mean the date the
transfer is valued by the Operator’s accounting department or the date of physical
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B. FREIGHT

<‘

movement from the operations site to a yard if the criteria in the first paragraph of Section
IV.2 are not met.

Any of the pricing methods listed above are acceptable forms of pricing Material
transferred to and from the Joint Account rather than being directly purchased. However,
the Operator should not pick and choose the method that is favorable to each specific
transfer. It is acceptable for the Operator to use one or more of the pricing methods, and it
is not possible to use the same pricing method for every type of commodity as t}le data are
not always available. For example, casing which has an API connection, and a“standard
weight and grade may be priced utilizing CEPS while casing with a premium.gonnegtion
and a proprietary grade may be more appropriately priced utilizing a recent purc ng?ce.
Regardless of method used, Operator must be able to support its pricing‘k ho

The Operator must maintain auditable documentation to support the-priging and to provide
Non-Operators upon request.
P N

An invoice from a non-affiliated vendor would be appropri mentation to support
the price under the second option. It is appropriate to usg¢'the most recent price paid by the
Operator, rather than selecting the highest or the lowgstipricespaid during the period.

To support pricing based on quotes, the Opérator shm%{rovide all pertinent information
to the Non-Operators, such as name of the vendor, Jvendor’s representative providing the
quote, date of the quote, and other rglevant information to substantiate the pricing.

To support weighted average pricing option, the Operator should provide to Non-Operators
an account of the weighted average price calculation. Such account should include history
of purchases and transfers in¢ludi uantities, values, and dates by invoice and/or by
transfer. There can be sig 'ﬁc&t riations in historical weighted averages due to market
changes or if the mate{ not move often. The weighted average price should
generally reflect the.market value of the Material on the transfer date. Although the
weighted average cal&tion may be technically correct, if it is not a reasonable reflection
of current mark ions and a realistic transfer value, the Operator should use an
alternative, pr ignethod. A Non-Operator may take exception to weighted average
pricing if it includes anomalies that result in pricing significantly outside of the market value.

.

The Operator shall charge the Joint Account for freight costs as follows:
W

y’

(1)\for 1 country tubular goods (OCTG) and line pipe,

- o actual freight costs paid by the Operator to a third party to move the OCTG or line
pipe from the manufacturer to the shore base, warehouse or fabrication yard or other
operations site; or

o freight rates provided by CEPS, which includes loading and unloading costs, for
moving the OCTG or line pipe, as applicable, from the manufacturer to the rail point
nearest the Joint Operations site; or

e for freight provided by Operator or its Affiliate, the freight costs determined in
accordance with Section 11.6 (Equipment and Facilities Furnished by Operator) or
Section 11.7 (Affiliates), as applicable.
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(2) for Material other than OCTG and line pipe,
e actual freight costs paid by the Operator to a third party to move the Material; or
e for freight provided by Operator or its Affiliate, the freight costs determined in

accordance with Section I1.6 (Equipment and Facilities Furnished by Operator) or
Section I1.7 (Affiliates), as applicable.

(3) Other Freight Provisions

Regardless of whether using CEPS or manually calculating transportation costs,
transportation costs from the rail point or staging area nearest to the Joint Opexrations
site to the Joint Operations site are in addition to the foregoing, and dilytly
chargeable to the Joint Account. J 0

Notwithstanding the foregoing, if the actual freight charges associated with
redeployment of Operator’s surplus (i) from another property to theJoint Operations
site or (ii) between the warehouse and the Joint Operations site.exceeds the excluded
amount most recently published by COPAS, the charge tothe Joint Account may not
exceed the cost of moving such surplus between the néarest stocking point and the
Joint Operations site. Accessorial charges such as loading and unloading costs, split
pick-up costs, detention, call-out charges and f)!m fees are excluded when
determining whether the actual freight costs exceed the excluded amount published
by COPAS. If COPAS ceases or fails tofublish %cluded amount, the excluded
amount will be the amount last published by/COPAS; adjusted annually by the same
factor used to adjust overhead rates unde%ction II1.1.A.(4).

Transportation of Material between the ‘oint erations site and another property, or from
the Operator’s warehouse or other storage v t to the Joint Operations site, shall be charged
to the receiving property. Transpt&taltijn of Material from the Joint Operations site to a

warehouse or other storage poiz sli

<

charged to the sending Joint Account.

Although not alwaysﬂgre are often two components of freight costs. The components
are often called *legs.”¥/One leg is from the manufacturer, mill, or distributor to a
centralized or lo¢al staging area. Under CEPS pricing, this leg is from the manufacturer,
mill, (?Nrit‘lta a theoretical staging area, sometimes referred to as “rail point.” The
second leg is from the staging area or rail point to the Joint Property. Both legs are
chargeable to the Joint Account. The first leg of freight is an integral part of the cost of the
Materialiu

“: The Operator might transfer Material a long distance — e.g., from Permian Basin to North

Dakota — to use surplus. The transfer could result in freight charges that are much higher

\ w-than the freight that would have been charged had the Material been sourced from a supply

store near the receiving location. Therefore, instead of charging actual freight costs to the
receiving location, the last paragraph of (3) requires freight charges be equalized if the
actual freight costs exceed the excluded amount published by COPAS. For example, if the
actual freight cost is $2500, and the excluded amount published by COPAS is $2000, the
freight charged to the receiving property is limited to an amount that it would have paid if
the Material had been sourced from the nearest supply store to the receiving property. If
the actual freight is less than the excluded amount, the Operator may charge actual freight,
even if there is a closer supply point.
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C. TAXES

Sales and use taxes shall be added to the Material transfer price using either the method
contained in CEPS or the applicable tax rate in effect for the Joint Property at the time and
place of transfer. In either case, the Joint Account will be charged or credited at the rate that
would have applied had the Material been a direct purchase.

Refer to COPAS MFI-38, Materials Manual, for more information. A
D. CONDITION . y

»

(1) Condition A — New and unused Material in sound and serviceable conditioﬁ\'vil valued
at 100% of the price determined in Section IV.2.A (Pricing), plus fre&ht and taxes as
provided in Sections IV.2.B (Freight) and IV.2.C (Taxes). All refurbishing costs required
to repair damages will be borne by the divesting property, {Notwithstanding the
foregoing, Material charged in error, such as a miscoding, will be credited as charged,
with no gain or loss. y

A
This provision applies to valuation of new and unused®™aterial transferred to or from the
Joint Account. Even if the Material was not used;iit may have changed in value due to
passage of time, or market volatility. Repri¢ing it en&%‘[he Joint Account shares in any
gain or loss, rather than the Operator enjoying aLL the gain or bearing the entire loss.
Unused Material can sometimes need repaikdue to damage incurred in handling, or
deterioration from weather.

(2) Condition B — Used Material in smAd }'serviceable condition and suitable for reuse
without reconditioning will be yalued by multiplying the price determined in Section
IV.2.A (Pricing) by 75%, p IJi and taxes as provided in Sections 1V.2.B (Freight)
and IV.2.C (Taxes). N0tw¢ ing the foregoing, Material that was charged to the
Joint Account as used erial and placed in service for Joint Operations, will be credited
at the price determined in Section IV.2.A (Pricing) multiplied by 65%, plus freight and
taxes as provided i ections 1V.2.B (Freight) and 1V.2.C (Taxes). Notwithstanding the
foregoing, tel‘a;}rged in error, such as a miscoding, will be credited as charged,
with no gain or loss

Except as‘provided in Section IV.2.D.(3), all reconditioning costs required to return the
Material to Condition B or to repair damages will be borne by the divesting property.

“WThig provision applies to transfers of Condition B Material to or from the Joint Account.

| ven if the Material was not used, it may have changed in value due to the passage of time

or market volatility. Repricing it ensures the Joint Account shares in any gain or loss,
rather than the Operator enjoying all the gain or bearing the entire loss.

(3) Condition C — Material that is not in sound and serviceable condition and not suitable for
its original function until after reconditioning will be valued by multiplying the price
determined in Section IV.2.A (Pricing) by 50%, plus freight and taxes as provided in
Sections IV.2.B (Freight) and 1V.2.C (Taxes).

The cost of reconditioning may be charged to the receiving property to the extent
Condition C value, plus cost of reconditioning, does not exceed Condition B value.
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(C))

©))

Reconditioning restores Material so that it is suitable for its original function. The Operator
has the choice of charging the reconditioning cost to the receiving property and transferring
the Material at Condition C value. However, the amount charged to the receiving property
for the Material plus the reconditioning cost may not exceed Condition B value.
Alternatively, the Operator may charge the reconditioning cost to the divesting property,
in which case the Material is transferred at Condition B value.

Condition D — Material that is obsolete or no longer suitable for its original pl{rpose but
useable for some other purpose shall be charged or credited at a price commensgratvith

its intended use. b 0

As an example, casing, tubing, or drill pipe used as line pipe would be classfﬁe& as Condition
D and priced as low-pressure line pipe. Y

e s

Condition E — Junk shall be priced at prevailing scrap value prices.

Prevailing scrap price could be a price paid by third party.for the scrap, or an index price
if Operator wants to credit the Joint Account before actual osal.

E. OTHER PRICING PROVISIONS L %{
) 4

()]

™

Preparation Costs &

Subject to Section I1 (Direct Charges) a d Section III (Overhead) of this Accounting
Procedure, costs incurred by the (ﬁ) r in making Material serviceable including
inspection, third-party surveill ces, and other services will be charged to the
Joint Account at prices whi & j the Operator’s actual costs of the services. New
coating or wrapping ar{ n?ered a component of the Material and priced in
accordance with Sections IV.1 (Direct Purchases) or 1V.2.A (Pricing), as applicable. No
charges or credits may,be made for used coating or wrapping. Preparation costs incurred
will not be credited Merlal transferred from the Joint Account unless those services
permanerymlte‘f the Material and provide full value to any future receiving property.

“Costs incurred" are actual costs as determined under Section II, less any discounts
receivedyinpfeparing Material for use by the Joint Account and may include costs incurred
for the Material while in the Operator’s inventory. Documentation must be provided upon
/request to support charges or credits to the Joint Account including the method of allocating
“Wsuch charges or credits.

Common preparation services include coating and wrapping, inspection and surveillance
costs. Examples of third-party surveillance costs include visual, drift and blue light
inspections.

Coating and wrapping are included in the original price because the pipe is commingled,
and it is difficult to match invoices with specific joints of pipe. Coating and wrapping costs
may be included in the transfer price if the pipe was not used or re-coated prior to
transfer. If the specs for the receiving well require coated and wrapped pipe, the Operator
normally recoats the pipe because there is no way to tell if the original coating and
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wrapping is still good after the pipe has been used. If the well specs do not require coating
and wrapping, the used coating and wrapping has no value to the receiving well.

Applying "dope” to pipe ends or performing inspections do not permanently alter the pipe
and must be repeated. These costs are not included in the transfer price.

(2) Loading and Unloading Costs

Actual costs incurred in loading and unloading related to the movement of thé Material
to be used for Joint Operations will be charged to the Joint Account in accordanceyith
Section II (Direct Charges); provided however, Operator may charge the rates lished
by COPAS for loading or unloading tubular goods when Operator uses its 6Xn ipment
and employees. If COPAS ceases or fails to publish rates for loadilﬁﬁl d unloading
tubular goods, the rate will be the rate last published by COPAS, adjusted annually by

the same factor used to adjust overhead rates under Section III.LW.

Loading and unloading, much like freight, may be incurredsin different segments of the
Material movement. Refer to the explanation above, fegarding 1V.2.B, Freight. Both
portions of loading and unloading are chargeable to th€@JointzAccount.

“Actual costs” refers to direct costs chargeable;under Sﬁ)n 1I; it does not include the cost
of overhead functions. X ) 4

3. DISPOSITION OF SURPLUS A

Surplus Material is that Material, whetbeﬁnv’? used, that is no longer required for Joint
Operations. The Operator may purchasg, but is'not required to purchase, the interest of the Non-
Operators in surplus Material. g

Surplus Material does not incgie spare material kept on hand for normal repair and maintenance
operations or critical spares. tical spares are items owned by the joint account and generally
kept for long periods ofiti ¢'betause replacements are not readily available, and lack of the item
would have a major il‘lp:&n operations. There is no specific listing of what constitutes critical
spares. Criticdl spares vary due to the location and types of operations being conducted.

A disposition is thexelinquishment of ownership of the Material from the Joint Account to either
a third partypa Non-Operator, or to the Operator. The Operator should make good faith efforts
to dispose of surplus Material within 12 months.

- .

use for the material in other operations and may be unable to dispose of it due to market conditions.

The Ope,ator should dispose of surplus material in a timely fashion; however, it may not have any
&T@ere is no penalty if the surplus is not disposed of within 12 months.

Disposal of surplus Materials shall be made in accordance with the terms of the Agreement. If
the Agreement contains no provisions governing disposal of surplus Material, this provision will

apply.

Operator may dispose of Material without notice or approval of the Parties if disposed of under
one of the following methods:
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(i) Material that was charged to the Joint Account through a direct purchase is returned to
the vendor;

(ii) Condition A, B, or C Material is purchased by Operator or its Affiliate based on the pricing
methods set forth in Section IV.2 (Transfers);

(iii) Condition D or E Material is sold to a third party that is not an Affiliate of Operator, under
procedures normally utilized by Operator;

(iv) Sale other than those under (i) or (iii), to a third party that is not an Affiliate of Operator,
and the market value is less than or equal to the expenditure limit in the Agre}ement, or
$100,000 if the Agreement does not have an expenditure limit; or

(v) Material in any condition that is sold at or above market value. .

) 4
4
The provision establishes when the Operator needs approval to dispose of surplus, M terg,striking
a balance between the Operator’s and Non-Operators’ needs. The authority greﬁ'te the Operator
allows it to act expeditiously and decisively when it identifies a buyer. The’lifit on that authority
helps to minimize risk to Non-Operators and make sure they get a fair pn'C\

Item (iv) refers to the single expenditure limit commonly foundsi p%ting agreements, e.g.,
Article VLD of the AAPL 610-1989, 1989H and 2015 Model Fo erating Agreements. An
example of an agreement that might not have an expenditurélitnit i§.a farmout agreement or net

profits interest agreement.
-

Item (v) refers to market value. Generally, a sale ér an §s-length transaction (i.e., to an
unaffiliated party), is considered an acceptable mark‘;&alue. However, bid sheets or invoices can
help to support the transaction. Examples ‘ofidocuments an Operator may use to support that the
price received represents more than marléavalu@clude:

e Bids (pumping units) .

e Buy-back agreements (casing and wellh¢ads)

e Salvage credits given by %m%y o offset P&A costs it charges Operator

For purposes of administerinm, for'casing and tubing one should consider the entire transaction,

rather than the price of individual’joints. For