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Exhibit B: Pricing Adjustment Formula For 2013 Onward

A.
For Titanium Products ordered for delivery after 31 December 2012 and each year for the remainder of the term of this Agreement (effective for Titanium Products ordered for delivery on or after 1 January of each calendar year subsequent to 31 December 2012), the Effective Prices for all Titanium Products shall be determined based upon the Base Prices set forth on Exhibit A plus the adjustments, up or down, based upon certain raw material cost elements (the “Cost Elements”) (rounded to the nearest cent), and the result of the change is the “Effective Price” for the upcoming calendar year.  The discounts in Section II.2 Pricing (C) and the conditions and service fees in the footnotes on Exhibit A shall continue to apply to the Effective Price when applicable.  The Cost Element Price Adjustment to Base Prices shall be made when the average reported cost for any of the specific raw material cost elements on the tables attached Exhibit B falls outside of the specific range for such element set forth on the tables below in the columns “Upper Limit $/lb” and “Lower Limit $/lb “:


Pricing adjustments formulae for 10-2-3 to specifications MTL 3101 (small forgings) and MTL 3105 (large forgings) in both 100% sponge and depleted alloy production routes formulations will be developed during the 12 month period should MD elect to reject the “Resolving Alloy” and continue with 10-2-3 in one of the aforementioned formulations.   

1. For ingot Titanium Products for MTL 3103:

	Cost Element
	Lower Limit ($/lb.)
	Upper Limit ($/lb.)
	Price Adjustment Factor
	Index Indicator

	Vanadium Pentoxide (V2O5)
	$4.00/lb.
	$6.50/lb.
	0.0010
	Ryan’s Notes

	Titanium Sponge
	n/a.
	n/a
	0.0468
	TIMET internal index

	Molybdenum oxide (MoO3)
	$8.00/lb.
	$10.50/lb.
	0.0010
	Ryan’s Notes

	Energy
	n/a
	n/a
	1.0031
	US BLS Series ID#0543


2. For forged Titanium Products for MTL 3103:

	Cost Element
	Lower Limit ($/lb.)
	Upper Limit ($/lb.)
	Price Adjustment Factor
	Index Indicator

	Vanadium Pentoxide (V2O5)
	$4.00/lb.
	$6.50/lb.
	0.0013
	Ryan’s Notes

	Titanium Sponge
	n/a
	n/a
	0.0599
	TIMET internal index

	Molybdenum oxide (MoO3)
	$8.00/lb.
	$10.50/lb.
	0.0012
	Ryan’s Notes

	Energy
	n/a
	n/a
	1.0039
	US BLS Series ID#0543


3. For billet Titanium Products for MTL 3106:

	Cost Element
	Lower Limit ($/lb.)
	Upper Limit ($/lb.)
	Price Adjustment Factor
	Index Indicator

	Vanadium Pentoxide (V2O5)
	$4.00/lb.
	$6.50/lb.
	0.0055
	Ryan’s Notes

	Titanium Sponge
	n/a
	n/a
	0.0793
	TIMET internal index

	Energy
	n/a
	n/a
	1.0053
	US BLS Series ID#0543


	Cost Element
	Lower Limit ($/lb.)
	Upper Limit ($/lb.)
	Price Adjustment Factor
	Index Indicator

	Vanadium Pentoxide (V2O5)
	$4.00/lb.
	$6.50/lb.
	0.0055
	Ryan’s Notes

	Titanium Sponge
	n/a
	n/a
	0.0793
	TIMET internal index

	Energy
	n/a
	n/a
	1.0053
	US BLS Series ID#0543


B.
The Parties will determine the average cost of each of the specified “Cost Elements” set forth in the tables above over the preceding twelve-month period (i.e., 1 November through 31 October) based upon the prices reported in the source specified on Exhibit B under the column with the heading “Index Indicator.”  The Parties agree to substitute a reasonably acceptable source in the event any “Index Indicator” ceases to provide the applicable price information.  No later than 5 December of each calendar year, TIMET will provide MD and A&D with TIMET’s determination of the change in Effective Prices for Titanium Products resulting from the application of the formulas and adjustment provisions set forth herein.  The resulting pricing changes will become effective for Titanium Products delivered on and after 1 January of the upcoming year.  To memorialize the new prices, TIMET shall prepare a price list showing the Effective Prices and new Base Prices for Titanium Products, and such price list and adjusted Base Prices shall be incorporated into this Agreement without further action by the Parties.  In the event either Party finds a mistake in the calculations provided by 5 December, such Party shall notify the other Party as soon as possible with an explanation of the error, and TIMET will correct the price list.  The Parties will work in good faith to make the appropriate credit or debit to offset the error

C.
For the “Energy” Cost Element Adjustment, the adjustment will be calculated by using the referenced BLS Statistic in the table in Section A based upon any upward change in the index.  TIMET absorbs the first 1.5% of the upward index change; MD absorbs the 1.5%-3.0% index change, and the parties share equally all index increases over 3%.  The formulas are as follows:

If the “(Energy” is less than or equal to 1.5% then no price adjustment for Energy will be applied.   

If the change in Energy is in excess of 1.5% but less than or equal to 3%, then the change in price is adjusted as follows:


Base Pricen+1 = Base Pricen * (1+((Energy – 1.5)* “Price Adjustment Factor”))
If the change in Energy is greater than 3% then the then the change in price is adjusted as follows: 

Base Pricen+1 = Base Pricen * (1+(((Energy * 0.5)* “Price Adjustment Factor”)))
Where:

“Base Pricen+1” is the adjusted price for the given Titanium Product to be adjusted further by the Cost Element Price Adjustments to derive the Effective Price for the forthcoming year.

“Base Pricen” is the Base Price for the given Titanium Product during the current year (i.e., the year in which the calculation is being made to be applicable for the following year).

“(Energy” is equal to the difference (positive or negative) between Energyn and Energyn-1, expressed as a percentage of Energyn‑1, with “Energyn” being the value of the Producer Price Index for “Commodities – Fuel and related products and power index” (Series ID WPU 0543), on 31 October of the current year (i.e. the year in which the calculation is being made to be applicable for the following year), and “Energyn-1” being the value of such index on 31 October of the immediately preceding year.

“Price Adjustment Factor” is the amount identified for the Energy Cost Element in the applicable table under Section A above in the column “Price Adjustment Factor.”

“Base Pricen+1” derived from the formula in this Section C each year shall be deemed the “Base Pricen” for each such Titanium Product for the purpose of making the price adjustments in the subsequent calendar year.    

D.
After adjusting (if there is any adjustment) for the Energy Cost Element, the adjustments for the other Cost Elements are calculated. For the Cost Elements – Vandium Pentoxide, Titanium Sponge and Molybedendum oxide, for every $0.01 by which such value is above (below) the “Upper (Lower) Limit” of the “Window $/lb.” specified for such Cost Element, the Base Price for each Titanium Product (the Parties will calculate on per pound and per kilogram bases) will be raised (decreased) by adding (subtracting) an amount determined by multiplying (i) such change above (below) the “Upper (Lower) Limit” of the “Window $/lb.” by (ii) the coefficient applicable for that Titanium Product that is identified as the “Price Adjustment Factor” in the applicable table under paragraph A above.  The derived “Adjustment Value” for each Cost Element shall then be added (subtracted) to (from) the Base Price (as adjusted for Energy, if applicable) for the forthcoming calendar year (effective January 1 based upon the December determination).    

Index Example for Illustration purposes only
Example for Vanadium

Threshold for Vanadium 


$6.75/lb

Example Market Price of Vanadium

$7.50/lb

Therefore Price adjustment equals

(( $7.50 - $6.75 ) x 0.0010 ) x 100 = $0.07/lb or $0.15/kg

Therefore Effective Price equals 


$22.80/kg + 0.15 = $22.95/kg

Example for Sponge

Sponge point reference based on TIMET Basket Sponge Cost with 2009 reference being 0 points.  The TIMET sponge point system is subject to third party Audit and is calculated yearly as average of sponge costs.

Threshold of Sponge
0 points

If Sponge points equal 5 points

Therefore price adjustment equals

 (( 5 – 0 ) x 0.0468 ) = $0.23/lb increase ( $0.51/kg )

Therefore the Effective  Price equals


$22.80/kg + $0.51/kg = $23.31/kg

Example for Energy

Energy calculated from www. data.bls.gov using reference WPU0543

Example Sept 2006
169.2

Example Oct 2007
176.9

Therefore the Energy factor is 4.3% of which TIMET absorbs the first 1.5% and MD absorb the next 1.5%, then the remaining 1.3% is shared 50/50 resulting in a net increase of 2.15%


=
Base Price  x 1 + ( 0.0031 x 2.15 )

=
$22.80/kg x 1.006665

Therefore new                                           Base Price

=
$22.95/kg
Assume:

Base Price = $28.10/lb.

New Inflation Value = 5.0%, 

New scrap value = $4.00, 

New Vanadium Pent-oxide value = $7.00, and                                                                                                                                                             

New sponge value = 10 points. 

Effective Price = Base Price + Inflation Adjustment + Scrap Adjustment + Va05 Adjustment Sponge Adjustment 

Inflation Adjustment = (Current Base Price)*(New Inflation Value - Base Point)*Inflation Adjustment Factor = ($28.10)*(5.0% - 3.0%)*(.0066)*100 = $0.37    

Scrap Adjustment = (New Scrap Value - Base Point)*(Scrap Adjustment Factor)*100= ($4.00 - $7.00)*(.0055)*(100) = -$1.65    

Va05 Adjustment = (New Va05 Value - Base Point)*(Va05 Adjustment Factor)*100 = ($7.00 - $7.00)*(.0006)*100 = $0.00
Sponge Adjustment = (New Sponge Value - Base Point)*(Sponge Adjustment Factor) = (10 - 21)*(.067) = -$0.74       

Effective Price = $28.10 + ($0.37) + (-$1.65) + ($0.00) + (-$0.74) = $26.08                                                    

New Base Price = $28.10 +$0.37 = $28.47
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