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George Hofmann (10005) 
Steven C. Strong (6340) 
Adam H. Reiser (13339) 
Cohne Kinghorn, P.C. 
111 East Broadway, 11th Floor 
Salt Lake City, UT 84111 
Telephone: (801) 363-4300 
 
Proposed Attorneys for III Exploration II LP 
  
 

IN THE UNITED STATES BANKRUPTCY COURT 
DISTRICT OF UTAH, CENTRAL DIVISION 

  
 
In re 
 
III EXPLORATION II LP, 
 

Debtor. 
 

 
 Bankruptcy No. 16-26471 
 
 Chapter 11 
 

 
 

 
MOTION FOR ORDER APPROVING DEBTOR’S ASSUMPTION OF TRANSITION 

SERVICES AGREEMENT WITH PETROGLYPH OPERATING COMPANY, INC.  
______________________________________________________________________ 
 

III Exploration II LP (the “Debtor”) respectfully submits this motion (the “Motion”) 

requesting an order approving the Debtor’s assumption, pursuant to 11 U.S.C. § 365(a) 

and Fed. R. Bankr. P. 6006(a), of that certain Transition Services Agreement (the 

“TSA”) entered into by the Debtor and its affiliate, Petroglyph Operating Company, Inc. 

(“POCI”), shortly before the Debtor filed its Chapter 11 bankruptcy petition.  A copy of 

the TSA is attached hereto as Exhibit 1.  In support of this Motion, the Debtor 

respectfully represents as follows:  
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JURISDICTION AND BACKGROUND 

1. This Court has jurisdiction to hear and determine this Motion pursuant to 

28 U.S.C. §§ 157 and 1334.  The Motion presents a core proceeding pursuant to 28 

U.S.C. § 157(b)(2).  Venue is proper before this Court pursuant to 28 U.S.C. §§ 1408 

and 1409. 

2. The Debtor commenced this case by filing a voluntary petition for relief 

under Chapter 11 of the Bankruptcy Code on July 26, 2016 (the “Petition Date”). 

3. The Debtor continues to operate its business and manage its assets as a 

debtor in possession pursuant to 11 U.S.C. §§ 1107 and 1108. 

4. No examiner, trustee or official committee has been appointed in this 

case. 

GENERAL BACKGROUND 

5. The Debtor and its general partner, Petroglyph Energy, Inc. (“Petroglyph”), 

are headquartered in Boise, Idaho.  The Debtor is engaged in the exploration and 

production (“E&P”) of oil and natural gas deposits, primarily in the Uinta Basin in Utah.  

The Debtor also has an interest in approximately 42,100 undeveloped acres in the 

Raton Basin located in Colorado, and participates in joint ventures with respect to 

properties in the Williston Basin in North Dakota. 

6. The Debtor is an Idaho limited partnership formed in September 2001 to 

carry out E&P activities.  As a limited partnership, the Debtor operates through its 

general partner, Petroglyph, which is a wholly-owned subsidiary of Intermountain 
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Industries, Inc. (“Intermountain”).1  In its role as general partner, Petroglyph manages 

the operations and governance of the Debtor, for which it receives a management fee 

consisting of five percent of Petroglyph’s costs.  Petroglyph provides field operation 

services and certain financial and accounting services to the Debtor through its wholly-

owned non-debtor subsidiary, Petroglyph Operating Company, Inc. (“POCI”). 

OIL AND GAS BACKGROUND 

7. The oil and gas industry is typically divided into three major sectors: 

(a) upstream, (b) midstream, and (c) downstream.  E&P companies like the Debtor—

companies that search for and extract crude oil, natural gas, and other hydrocarbons 

from the ground—comprise the upstream sector.  The midstream sector includes 

companies engaged in gathering, transporting, and storing the hydrocarbons.  The 

downstream sector is comprised of refiners, distributors, and marketers of hydrocarbon 

products. 

8. E&P companies own mineral interests, which generally consists of a real 

property interest in the minerals in place under a parcel of property and the exclusive 

right to explore, drill, and produce (generally, “capture”) such minerals from the land.  

Through an oil and gas lease, owners of mineral interests sell or otherwise convey the 

exclusive right to capture minerals (a “Working Interest”) to a third party (a “Working 

Interest Holder”). 

9. The capture of minerals often requires an area of land that implicates the 

Working Interest of more than one Working Interest Holder.  Accordingly, the rights and 

                                                 
1 The Debtor has four classes of partners: the general partner, the Class A Limited Partner, the Class B 
Limited Partners, and the Class C limited Partners.  Intermountain and its shareholders own 100% of III 
Exploration’s Class A limited partner units and approximately 2% of the Class B limited partner units.  
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responsibilities associated with the capture of minerals are often allocated by and 

between the Working Interests Holders, which is typically documented in a joint 

operating agreement. 

10. Working Interest Holders, through a joint operating agreement, will 

designate one Working Interest Holder as the operator of the relevant land (the 

“Operator”).  The Operator is responsible for the exploration and production of oil and 

gas from the land on behalf of itself and the other, non-operating Working Interest 

Holders.  The Operator generally will pay all expenses associated with such operations.  

It subsequently will bill the non-operating Working Interest Holders for their pro rata 

share of the operating expenses. 

DEBTOR’S BUSINESS OPERATIONS 

11. The Debtor essentially is a real property holding company, which holds a 

variety of Working Interests in various oil and gas leases in Utah, Colorado and North 

Dakota and generates the majority of its revenue through sales of crude oil and natural 

gas extracted from such properties by Operators—either its affiliate POCI or third party 

Operators.  The Debtor does not perform the actual drilling on its properties.  The 

drilling is performed and coordinated by POCI or other Operators unaffiliated with the 

Debtor. 

12.   POCI, on the Debtor’s behalf, markets the extracted crude oil and natural 

gas from properties it operates on behalf of the Debtor on either a month-to-month or a 

longer-term basis, up to 24 months, pursuant to sales contracts.  The oil sales contracts 

are priced based on the monthly New York Mercantile Exchange (“NYMEX”) West 

Texas Intermediate (“WTI”) price, less a deduction to move the product from the field to 
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the refinery.  Operators of Debtor’s properties other than POCI market all natural gas 

and oil on behalf of all working interest owners including Debtor based on oil and gas 

sales contracts priced at the relevant New York Mercantile Exchange (“NYMEX”) index 

price adjusted for transportation and location.  The Debtor’s customer base is highly 

concentrated.  For example, oil sales to five purchasers and joint-interest operators 

constituted more than 90% of the Debtor’s total oil revenues in the twelve months 

ending December 2015, and natural gas sales to three purchasers and joint-interest 

operators constituted over 90% of the Debtor’s natural gas revenue for the same period. 

13. During 2015, the Debtor generated approximately $71 million of 

commodity revenues.  As of December 31, 2015, the Debtor owned approximately 20 

million barrels of oil equivalents of proved reserves and earned over $48 million in 

EBITDA for the twelve months ending December 31, 2015 (including the benefit of 

swaps settled in December to reduce the borrowing base). 

14.  The Debtor holds interests in approximately 900 leases consisting of 

approximately 90,000 net acres throughout Colorado, North Dakota, and Utah.  The 

Debtor typically does not hold 100 percent of the Working Interests in any single well in 

which it has a Working Interest except for those wells operated on its behalf by POCI in 

which it does hold approximately 100% Working Interest.  Instead, as described above, 

the Debtor and other Working Interest Holders customarily enter into joint operating 

agreements to govern the parties’ responsibilities with respect to the wells, including 

which party will serve as the Operator responsible for the exploration and production of 

oil and gas thereon. 
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15.   The Debtor’s non-debtor affiliate, POCI, is the Operator with respect to 

the Debtor’s properties located in the western Uinta Basin in Duchesne County of Utah 

(collectively, the “Operated Properties”). Generally, Debtor holds 100% of the working 

interests in wells operated by POCI. As of December 31, 2015, the Operated Properties 

were producing from approximately 233 wells and approximately 300 future drilling 

locations were planned.   There are nine wells drilled during 2014 in inventory ready for 

future completion. 

16.   With respect to the Debtor’s interests in the properties primarily located 

in the eastern Uinta and Williston Basins in Utah (collectively, the “Non-Operated 

Properties”), third parties not affiliated with the Debtor act as the Operators.  As of 

December 31, 2015, the Non-Operated Properties were producing from approximately 

350 wells.   

DEBTOR’S PREPETITION CAPITAL STRUCTURE 

17. Prior to the Petition Date, the Debtor obtaining financing from certain 

lenders (the “Prepetition Lenders”) pursuant to a senior secured credit facility evidenced 

by that certain Credit Agreement dated February 19, 2013 among the Debtor, as 

borrower, Wilmington Trust, National Association (“Wilmington Trust”), as successor 

administrative agent to KeyBank National Association (“KeyBank”), and the Prepetition 

Lenders (as amended, the “First Lien Facility”). 

18. The First Lien Facility provided the Debtor with a revolving credit facility 

subject to a borrowing base that may be adjusted by Wilmington Trust based upon the 

value of the Debtor’s oil and gas reserves.  Approximately $84 million is currently 
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outstanding under the First Lien Facility.  Petroglyph is a guarantor of the First Lien 

Facility.  POCI is not an obligor or guarantor of the First Lien Facility. 

19. Pursuant to that certain Guarantee and Collateral Agreement (as may be 

amended, modified, and supplemented, the “First Lien Guarantee & Collateral 

Agreement”), the First Lien Facility is secured by a first-priority lien in substantially all 

assets of the Debtor. 

20.   The Debtor is also a borrower and Petroglyph, a guarantor, pursuant to 

that certain second lien term loan agreement (as amended the “Second Lien Facility”) 

dated as of February 19, 2013, by and among the Debtor, as borrower, KeyBank, as 

administrative agent, and the lenders party thereto.  Approximately $25 million in 

principal amount is currently outstanding under the Second Lien Facility.  The Second 

Lien Facility is secured by a second-priority lien in substantially all assets of the Debtor.  

The First Lien Facility and the Second Lien Facility collectively are referred to 

hereinafter as the “Existing Secured Facility.”  

21. In addition, the Debtor is a borrower under an unsecured subordinated 

promissory note with Intermountain (the “Intermountain Facility”).  Under the terms of 

the Intermountain Facility, the Debtor can borrow up to $160 million under a loan 

agreement that is subordinated to the Existing Secured Facility.  The maturity date for 

any borrowings under the Intermountain Facility is February 19, 2019.  As of December 

31, 2015, approximately $132 million was outstanding on the Intermountain Facility.  All 

interest is paid in kind and added to the outstanding balance. 
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22. Pursuant to the Existing Secured Facility, the Prepetition Lenders have an 

interest in the Debtor’s “cash collateral” as defined in 11 U.S.C. § 363(a) (the “Cash 

Collateral”). 

EVENTS LEADING TO DEBTOR’S CHAPTER 11 FILING 

23. Oil and gas companies across the United States and around the world 

have been negatively impacted by the downward spiral in commodity prices.  The 

difficulties faced by the Debtor are consistent with problems faced industry-wide.  E&P 

companies have been challenged by low natural gas prices for years—and prices 

remain below $3.00 today.  The scale of the oil price decline cannot be understated.  In 

January 2016, the price of oil hit a twelve-year low, dipping below $30 a barrel, and 

currently remains at approximately $45 a barrel.  The dramatically low natural gas 

prices, a steep drop in the price of oil, and general market uncertainty have created an 

incredibly challenging operational environment for the Debtor.  For example, for the 

quarter ended December 31, 2015, the Debtor saw a decline of 40% of its EBITDA as 

compared to the same period in 2014. 

24. In addition to decreasing revenue as a result of this distressed 

environment, lower commodity prices also resulted in a reduction to the Debtor’s 

borrowing capacity under the First Lien Facility.  Pursuant to the terms of the First Lien 

Facility, on a quarterly basis, the administrative agent may adjust the maximum 

borrowing base of the Debtor under the credit facility based on the value of the Debtor’s 

oil and gas reserves.  Any reduction of the borrowing base under the First Lien Facility 

gives rise to a requirement that the Debtor repay currently outstanding loans in excess 

of the newly reduced borrowing base with a 120-day period.  At February 15, 2015 the 
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borrowing base was $110 million with outstanding borrowings of $110 million.  Debtor 

reduced the borrowings by $5 million in May 2015 to $105 million.  At June 30, 2015, 

the borrowing base was $105 million, with outstanding borrowings of $105 million.  

Effective July 20, 2015, the borrowing base, however, was reduced to $85 million, then 

further reduced to $75 million on September 5, 2015.  Pursuant to the First Lien Facility, 

repayment of the approximately $20 million deficiency was required by November 17, 

2015, with an additional $10 million deficiency due by January 2, 2016. 

25. Prior to the Petition Date, the Debtor took proactive steps to respond to 

market pressure and to resolve the upcoming $30 million payment due to the lenders 

under the First Lien Facility.  First, the Debtor began implementing a substantial cost-

cutting program (including, among other things, reducing capital expenditures,) that 

resulted in a 22% reduction in general and administrative expenses and a 42% 

reduction in lease operating expenses. 

26. The Debtor also launched a robust, comprehensive process to resolve the 

shortfall under the First Lien Facility either through a sale of assets, the refinancing of 

the current credit facility or the infusion of new equity investment from potential new 

equity sponsors.  In connection with such process, the Debtor has engaged or expects 

to engage Tudor Pickering Holt & Co., an investment bank focused on the energy 

market.   

27.    While discussions with the prospective investors were underway, the 

Debtor and its advisors also engaged in discussions with the administrative agent under 

the Existing Secured Facility and its advisors regarding the respective parties’ views 

with respect to valuation, debt capacity, potential pro forma capital structures, and 
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possible forbearance and/or alternative workout arrangements.  Despite best efforts, 

such discussions ultimately failed to provide the Debtor with additional time necessary 

to engage with the prospective investors, and the administrative agent and the Debtor 

were unable to agree on the terms of a forbearance agreement that would allow the 

Debtor to pursue an out-of-court restructuring.  Beginning on November 6, 2015, the 

administrative agent began to exercise remedies against payments owed to the Debtor 

on account of oil and gas hedging arrangements, thereby significantly reducing the 

Debtor’s revenue.  It ultimately became clear that the Debtor lacked the requisite time to 

reach a resolution on the terms of an out-of-court restructuring or refinancing.  The 

Debtor determined that seeking protection under chapter 11 was in the best interests of 

the Debtor and its stakeholders in order to forestall additional potential actions by 

Wilmington Trust. 

28.   The Debtor will require access to postpetition financing in order to carry 

on its business operations as a going concern after the Petition Date while seeking to 

sell its assets subject to Court approval in this case.   The Debtor and the Prepetition 

Lenders have agreed that the Debtor may use the Cash Collateral in accordance with 

the budget (the “Budget”) attached hereto as Exhibit 2 and pursuant to the terms of the 

proposed interim order approving such Cash Collateral usage (which proposed order is 

attached as an exhibit to the Debtor’s motion for approval to use cash collateral and 

obtain postpetition financing). 

29. The Debtor also has arranged to obtain postpetition financing during from 

Wilmington Trust as administrative agent for various lenders (the “DIP Lenders”)2 on 

                                                 
2 The Debtor understands that the Prepetition Lenders and the DIP Lenders are identical. 
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terms set forth in the DIP Credit Agreement (defined in the TSA).  The Debtor has 

sought but has been unable to obtain financing on terms more favorable than those set 

forth in the DIP Credit Agreement.  The Prepetition Lenders, the DIP Lenders, and 

Wilmington Trust as administrative agent under the First Lien Facility and the DIP Credit 

Agreement, are collectively defined in the TSA as the “Bank Group.”  See TSA, Exhibit 

A, Definitions.      

30. The Debtor commenced its bankruptcy case primarily to facilitate the 

orderly liquidation of its operated and non-operated oil and gas assets (the “Properties”) 

and the sale of the Properties to a third-party buyer or the Bank Group. 

BACKGROUND REGARDING THE TSA 

31. The Debtor entered into the TSA, with the consent of the Bank Group, for 

the purpose of formalizing its arrangement with POCI and retaining POCI to continue to 

provide services during the post-petition “Service Period” (as defined in the TSA) in 

exchange for compensation to POCI as provided in the TSA. 

32. Although the basic economic arrangement that is formalized through the 

TSA has been in place for many years between the Debtor and POCI, before the 

execution of the TSA the Debtor and POCI did not have an agreement in writing 

documenting their arrangement. 

33. The TSA was negotiated on an arms-length basis among the Debtor, 

POCI, and the Bank Group, each being represented by separate legal counsel.  Each 

person comprising the Bank Group is an express and intended third-party beneficiary of 

the TSA.  See TSA Section 13(c). 
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34. The TSA is an “executory contract” of the Debtor as that term is used in 11 

U.S.C. § 365 because, among other reasons, both the Debtor and POCI have material 

unperformed obligations under the TSA that if a party failed to perform would constitute 

a breach excusing performance by the non-breaching party. 

35. The Debtor has determined, in its business judgment, that the benefits to it 

under the TSA outweigh any detriments and that assumption of the TSA is in the best 

interest of its bankruptcy estate.  Further, POCI and the Bank Group consent to the 

Debtor’s assumption of the TSA. 

RELIEF REQUESTED 

 The Debtor requests entry of an order, substantially in the form as attached 

hereto as Exhibit 3, approving the Debtor’s assumption of the TSA pursuant to 11 

U.S.C. § 365(a) and Fed. R. Bankr. P. 6006(a). 

SUMMARY OF THE TSA 

 Certain key terms of the TSA are summarized below.  In the event of any conflict 

between the summary below and the TSA itself, the TSA controls.  Accordingly, 

creditors and parties in interest are encouraged to review the TSA itself for its specific 

terms and conditions. 

 Definitions applicable to the TSA generally are set forth in Exhibit A to the TSA.  

The TSA specifies that POCI will provide “Services” to the Debtor generally as set forth 

in the “Description of Services” included as Exhibit B to the TSA during the “Service 

Period.”  Generally, the Service Period will not exceed the period of 24 weeks after the 

Petition Date.  See TSA Section 4.1.   
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During the Service Period, the Debtor and POCI shall operate and manage the 

Properties only in accordance with one or more written budgets that are approved by 

the Bank Group and the bankruptcy court (the initial budget and each subsequent 

budget including variances permitted under the DIP Credit Agreement are collectively 

defined as the “Budget.”).  The initial Budget is expected to be a 24-week cash Budget 

subject to revisions and extensions.  Generally, on a weekly basis, the Debtor will pay 

POCI a sum for the “Costs” (as defined in Section 5.1 of the TSA); the Debtor will also 

pay POCI a management fee of 3.25% of the Costs (“Management Fee”).  See Section 

5 of the TSA.  The Costs are to be funded by the Debtor to POCI’s “Impress Account” 

and the Management Fees are to be funded by the Debtor to POCI’s “Management Fee 

Account.”  The Debtor will have a security interest in the Impress Account and that 

security agreement will be collaterally assigned to the Administrative Agent.  See TSA 

Section 5.9.  

The TSA also provides, consistent with POCI’s policies and practices prior to the 

TSA, certain severance benefits to POCI employees in connection with their service to 

POCI during the Service Period (and potentially during the “Extended Service Period” 

as defined in Section 4.2 of the TSA).  Such severance benefits are described in 

Section 6 of the TSA and in Severance Policy set forth in Exhibit C to the TSA.  The 

Severance Policy for POCI’s post-petition employees, as specified in the TSA, has been 

approved by the Bank Group and applicable severance benefits will be included in the 

Budget.  The Severance Policy includes an additional “Retention Payment” of $50,000 

each that may be paid to two key officers of POCI, Mr. Kevin Dickey and Mr. Marshall 
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Murrin, under certain circumstances as set forth in Section 6 of the Severance Policy 

(Exhibit C to the TSA). 

Section 2 of the TSA requires the Debtor to file a motion (this Motion) no later 

than 3 days after the Petition seeking an order approving the Debtor’s assumption of the 

TSA as an executory contract.  Finally, as noted above, the TSA expressly provides that 

the persons comprising the Bank Group are intended third-party beneficiaries of the 

TSA.  

BASIS FOR RELIEF 

 Under Section 365 of the Bankruptcy Code, a Chapter 11 debtor, “subject to the 

court’s approval, may assume or reject any executory contract or unexpired lease of the 

debtor.”  11 U.S.C. § 365(a).3  In the exercise of its business judgment, the Debtor has 

made the informed and reasonable decision in this case to assume the TSA, and seeks 

bankruptcy court approval of that decision through this Motion. 

The decision to assume or reject an executory contract or unexpired lease is a 

matter within the “business judgment” of the debtor.  Group of Institutional Investors v. 

Chicago, Milwaukee, St. Paul and Pacific Railroad Co., 318 U.S. 523, 549-550 (1943).  

The business judgment standard mandates that a court approve a debtor’s business 

decision unless the decision is the product of bad faith, whim or caprice.  Lubrizol 

Enters. v. Richmond Metal Finishes, 756 F.2d 1043, 1047 (4th Cir. 1985).  Once a 

debtor articulates a valid business justification, “[t]he business judgment rule ‘is a 

presumption that in making a business decision the directors of a corporation acted on 

                                                 
3 In addition, Section 365(b) sets forth cure requirements and certain other conditions a debtor seeking to 
assume an executory contract must meet in the event there has been a pre-petition default under the 
contract.  Section 365(b) does not apply here because there have been no defaults under the TSA at this 
point.  
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an informed basis, in good faith and in the honest belief that the action taken was in the 

best interests of the company.’”  Official Comm. of Subordinated Bondholders v. 

Integrated Res., Inc., 147 B.R. 650, 656 (S.D.N.Y. 1992).  Therefore, the business 

judgment standard is satisfied when the debtor determines that acceptance or rejection 

will benefit the estate.  In re TS Indus., Inc., 117 B.R. 682, 685 (Bankr. D. Utah 1990). 

 In this case, the Debtor, POCI, and the Bank Group, each advised by their own 

legal counsel, have agreed and consented to the Debtor’s assumption of the TSA.  

Therefore, the only question is whether the Debtor has properly exercised its business 

judgment in assuming the TSA—in other words, does the Debtor have a reasonable 

basis for its position that assumption of the TSA will benefit the bankruptcy estate? 

 The Debtor submits that assumption not only is beneficial to the estate, it is 

essential to the Debtor’s ability to obtain post-petition financing and conduct an orderly 

liquidation of the Properties in this Chapter 11 case.  The Bank Group is unwilling to 

extend new post-petition financing to the Debtor without having the TSA in place as an 

agreement binding on the Debtor’s estate and on POCI on and after the Petition Date.  

Further, POCI is unwilling to continue to provide essential services to the Debtor after 

the Petition Date without the assurance provided by assumption of the TSA that POCI 

will be fairly compensated by the Debtor pursuant to the terms of the TSA and that the 

Debtor’s obligations thereunder will be administrative expenses of the Debtor’s estate.  

Accordingly, the Debtor has properly exercised its business judgment in entering into 

the TSA and in deciding to assume the TSA pursuant to 11 U.S.C.  § 365(a). 
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 WHEREFORE, the Debtor respectfully requests entry of an order, substantially in 

the form attached hereto as Exhibit 3, (1) ruling that the TSA is an executory contract of 

the Debtor for purposes of 11 U.S.C. § 365(a); (2) authorizing the Debtor to assume the 

TSA pursuant to 11 U.S.C. § 365 and Fed. R. Bankr. P. 6006(a); (3) authorizing and 

directing the Debtor and POCI to perform their respective obligations under the TSA; 

and (4) granting such other legal or equitable relief as the Court deems appropriate. 

 Dated: July 26, 2016 
 

COHNE KINGHORN, P.C. 
 
   /s/ George Hofmann               
GEORGE B. HOFMANN 
STEVEN C. STRONG 
Proposed Attorneys for the Debtor 
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III Exploration II LP RESERVE
DIP LOAN BUDGET BUDGET BUDGET BUDGET BUDGET BUDGET BUDGET BUDGET BUDGET BUDGET BUDGET BUDGET BUDGET

DRAFT - as of 7/25/2016 1 2 3 4 5 6 7 8 9 10 11 12

(in 000's)
Week 
Ending

Week 
Ending

Week 
Ending

Week 
Ending

Week 
Ending

Week 
Ending

Week 
Ending

Week 
Ending

Week 
Ending

Week 
Ending

Week 
Ending

Week 
Ending

29-Jul 5-Aug 12-Aug 19-Aug 26-Aug 2-Sep 9-Sep 16-Sep 23-Sep 30-Sep 7-Oct 14-Oct

Joint Venture Cash Flow
1 Energy Revenue - Net Receipts 405       -        -        -        462       -        -        -        -        479       -        -        
2 JIB Disbursements - Net Use -        (515)      -        (187)      -        (510)      -        (125)      -        -        (510)      -        
3 Total Joint Venture Cash Flow 405       (515)      -        (187)      462       (510)      -        (125)      -        479       (510)      -        
4 Professional Fees -        -        (208)      (45)        -        -        (895)      -        -        -        (511)      -        
5 DIP Interest Expense -        -        -        -        -        -        (2)          -        -        -        (2)          -        
6 Operating Company Cash Flow
7 Energy Revenue - Gross -        -        -        -        2,031    -        -        -        2,018    -        -        -        
8 Royalty Payments (462)      -        -        -        -        (452)      -        -        -        (449)      -        -        
9 Production Taxes -        -        -        -        -        (375)      -        -        -        -        -        -        
10 Accounts Payable (321)      (215)      (221)      (221)      (221)      -        (222)      (222)      (222)      (222)      (221)      (221)      
11 Payroll (182)      -        (182)      -        (182)      -        (182)      -        (182)      -        (182)      -        
12 Management Fee (10)        (10)        (10)        (10)        (10)        (8)          (8)          (8)          (8)          (8)          (10)        (10)        
13 Wind Down Reserve -        -        -        -        -        -        -        -        -        -        -        -        
14 Other -        -        -        -        -        -        -        -        -        -        -        -        
15 Total Operating Company Cash Flow (975)      (225)      (413)      (231)      1,619    (835)      (412)      (230)      1,606    (679)      (413)      (231)      
16 Net Cash Surplus (Uses) (570)      (740)      (621)      (463)      2,080    (1,345)   (1,309)   (355)      1,606    (200)      (1,436)   (231)      

17 DIP Financing -        -        -        -        -        -        -        -        -        -        -        -        
18 Beginning, Cash Surplus 4,030    3,460    2,720    2,099    1,636    3,716    2,371    1,062    707       2,313    2,114    678       
19 Net Cash (Use) (570)      (740)      (621)      (463)      2,080    (1,345)   (1,309)   (355)      1,606    (200)      (1,436)   (231)      
20 Ending, Cash Surplus 3,460    2,720    2,099    1,636    3,716    2,371    1,062    707       2,313    2,114    678       447       

21 Cumulative DIP Loan Balance -        -        -        -        -        -        -        -        -        -        -        -        

Contingent Budget Expenses
QEP P&A AFE's (Joint Venture Cash Flow) -        -        -        -        -        (423)      -        -        -        -        -        -        
QEP Audit Adj. - Company Demand -        43          -        -        -        265       -        -        -        -        -        -        
QEP Audit Adj. - QEP Demand -        -        -        -        -        (1,071)   -        -        -        -        -        -        
EP Revenue Return -        -        -        (312)      -        -        -        -        -        -        -        -        
Severance Avoidance -        -        -        -        -        -        -        -        -        -        -        -        
Ad Valorem Taxes -        -        -        -        -        -        -        -        -        -        -        -        
Total Contingent Budget Expenses -        43        -      (312)    -      (1,229) -       -       -      -      -      -      

Note: The accompanying cash flow forecast has been prepared by the Debtors' management team in collaboration with 
Huron.  This work product remains subject to material change.  The Debtors expect to make ongoing revisions to this and 
other forecasts.  The DIP Loan Budget assumes a sale closes on or before October 31, 2016.  The DIP Loan Budget also 
assumes investment banker fees will be paid from the sale proceeds
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III Exploration II LP
DIP LOAN BUDGET
DRAFT - as of 7/25/2016

(in 000's)

Joint Venture Cash Flow
1 Energy Revenue - Net Receipts
2 JIB Disbursements - Net Use
3 Total Joint Venture Cash Flow
4 Professional Fees
5 DIP Interest Expense
6 Operating Company Cash Flow
7 Energy Revenue - Gross
8 Royalty Payments
9 Production Taxes
10 Accounts Payable
11 Payroll
12 Management Fee
13 Wind Down Reserve
14 Other
15 Total Operating Company Cash Flow
16 Net Cash Surplus (Uses)

17 DIP Financing
18 Beginning, Cash Surplus
19 Net Cash (Use)
20 Ending, Cash Surplus

21 Cumulative DIP Loan Balance

Contingent Budget Expenses
QEP P&A AFE's (Joint Venture Cash Flow)

QEP Audit Adj. - Company Demand
QEP Audit Adj. - QEP Demand
EP Revenue Return
Severance Avoidance
Ad Valorem Taxes
Total Contingent Budget Expenses

BUDGET BUDGET BUDGET BUDGET BUDGET BUDGET BUDGET BUDGET BUDGET BUDGET BUDGET BUDGET

13 14 15 16 17 18 19 20 21 22 23 24
Week 
Ending

Week 
Ending

Week 
Ending

Week 
Ending

Week 
Ending

Week 
Ending

Week 
Ending

Week 
Ending

Week 
Ending

Week 
Ending

Week 
Ending

Week 
Ending 24‐WEEK

21-Oct 28-Oct 4-Nov 11-Nov 18-Nov 25-Nov 2-Dec 9-Dec 16-Dec 23-Dec 30-Dec 6-Jan TOTAL

-        482       -        -        -        481       -        -        -        -        488       -        2,796    
(125)      -        (510)      -        (125)      -        (510)      -        (125)      -        -        -        (3,242)   
(125)      482       (510)      -        (125)      481       (510)      -        (125)      -        488       -        (445)      

-        -        -        (500)      -        -        -        (480)      -        -        -        -        (2,639)   
-        -        -        (2)          -        -        -        (2)          -        -        (8)          -        (16)        

1,937    -        -        -        -        1,992    -        -        -        -        -        -        7,978    
-        -        (431)      -        -        -        (443)      -        -        -        -        -        (2,237)   
-        -        -        -        -        -        (401)      -        -        -        -        -        (777)      

(221)      (221)      (209)      (209)      (209)      (209)      -        -        -        -        -        -        (3,806)   
(182)      (1,015)   (172)      -        -        -        -        -        -        -        -        -        (2,462)   

(10)        (10)        (9)          (9)          (9)          (9)          (9)          -        -        -        -        -        (175)      
-        -        -        -        (150)      -        -        (150)      -        -        -        -        (300)      
-        -        -        -        -        -        -        -        -        -        -        -        -        

1,524    (1,246)   (821)      (218)      (368)      1,774    (854)      (150)      -        -        -        -        (1,779)   
1,399    (765)      (1,331)   (720)      (493)      2,254    (1,364)   (632)      (125)      -        480       -        (4,879)   

-        -        500       700       500       (1,700)   800       600       150       -        (438)      -        1,112    
447       1,846    1,082    250       230       237       791       228       196       221       221       262       4,030    

1,399    (765)      (831)      (20)        7            554       (564)      (32)        25          -        42          -        (3,767)   
1,846    1,082    250       230       237       791       228       196       221       221       262       262       262     

-        -        500       1,200    1,700    -        800       1,400    1,550    1,550    1,112    1,112    

-        -        -        -        -        -        -        -        -        -        -        -        (423)      
-        -        -        -        -        -        -        -        -        -        -        -        308       
-        -        -        -        -        -        -        -        -        -        -        -        (1,071)   
-        -        -        -        -        -        -        -        -        -        -        -        (312)      
-        (818)      -        -        -        -        -        -        -        -        -        -        (818)      
-        -        -        -        -        (450)      -        -        -        -        -        -        (450)      
-        (818)    -      -      -      (450)    -       -       -      -      -      -      (2,766) 
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	5. The Debtor and its general partner, Petroglyph Energy, Inc. (“Petroglyph”), are headquartered in Boise, Idaho.  The Debtor is engaged in the exploration and production (“E&P”) of oil and natural gas deposits, primarily in the Uinta Basin in Utah.  ...
	7. The oil and gas industry is typically divided into three major sectors: (a) upstream, (b) midstream, and (c) downstream.  E&P companies like the Debtor—companies that search for and extract crude oil, natural gas, and other hydrocarbons from the gr...
	8. E&P companies own mineral interests, which generally consists of a real property interest in the minerals in place under a parcel of property and the exclusive right to explore, drill, and produce (generally, “capture”) such minerals from the land....
	9. The capture of minerals often requires an area of land that implicates the Working Interest of more than one Working Interest Holder.  Accordingly, the rights and responsibilities associated with the capture of minerals are often allocated by and b...
	10. Working Interest Holders, through a joint operating agreement, will designate one Working Interest Holder as the operator of the relevant land (the “Operator”).  The Operator is responsible for the exploration and production of oil and gas from th...
	DEBTOR’S BUSINESS OPERATIONS
	11. The Debtor essentially is a real property holding company, which holds a variety of Working Interests in various oil and gas leases in Utah, Colorado and North Dakota and generates the majority of its revenue through sales of crude oil and natural...
	12.   POCI, on the Debtor’s behalf, markets the extracted crude oil and natural gas from properties it operates on behalf of the Debtor on either a month-to-month or a longer-term basis, up to 24 months, pursuant to sales contracts.  The oil sales con...
	13. During 2015, the Debtor generated approximately $71 million of commodity revenues.  As of December 31, 2015, the Debtor owned approximately 20 million barrels of oil equivalents of proved reserves and earned over $48 million in EBITDA for the twel...
	14.  The Debtor holds interests in approximately 900 leases consisting of approximately 90,000 net acres throughout Colorado, North Dakota, and Utah.  The Debtor typically does not hold 100 percent of the Working Interests in any single well in which ...
	15.   The Debtor’s non-debtor affiliate, POCI, is the Operator with respect to the Debtor’s properties located in the western Uinta Basin in Duchesne County of Utah (collectively, the “Operated Properties”). Generally, Debtor holds 100% of the working...
	16.   With respect to the Debtor’s interests in the properties primarily located in the eastern Uinta and Williston Basins in Utah (collectively, the “Non-Operated Properties”), third parties not affiliated with the Debtor act as the Operators.  As of...
	DEBTOR’S PREPETITION CAPITAL STRUCTURE
	18. The First Lien Facility provided the Debtor with a revolving credit facility subject to a borrowing base that may be adjusted by Wilmington Trust based upon the value of the Debtor’s oil and gas reserves.  Approximately $84 million is currently ou...
	19. Pursuant to that certain Guarantee and Collateral Agreement (as may be amended, modified, and supplemented, the “First Lien Guarantee & Collateral Agreement”), the First Lien Facility is secured by a first-priority lien in substantially all assets...
	20.   The Debtor is also a borrower and Petroglyph, a guarantor, pursuant to that certain second lien term loan agreement (as amended the “Second Lien Facility”) dated as of February 19, 2013, by and among the Debtor, as borrower, KeyBank, as administ...
	21. In addition, the Debtor is a borrower under an unsecured subordinated promissory note with Intermountain (the “Intermountain Facility”).  Under the terms of the Intermountain Facility, the Debtor can borrow up to $160 million under a loan agreemen...
	22. Pursuant to the Existing Secured Facility, the Prepetition Lenders have an interest in the Debtor’s “cash collateral” as defined in 11 U.S.C. § 363(a) (the “Cash Collateral”).
	23. Oil and gas companies across the United States and around the world have been negatively impacted by the downward spiral in commodity prices.  The difficulties faced by the Debtor are consistent with problems faced industry-wide.  E&P companies ha...
	24. In addition to decreasing revenue as a result of this distressed environment, lower commodity prices also resulted in a reduction to the Debtor’s borrowing capacity under the First Lien Facility.  Pursuant to the terms of the First Lien Facility, ...
	25. Prior to the Petition Date, the Debtor took proactive steps to respond to market pressure and to resolve the upcoming $30 million payment due to the lenders under the First Lien Facility.  First, the Debtor began implementing a substantial cost-cu...
	26. The Debtor also launched a robust, comprehensive process to resolve the shortfall under the First Lien Facility either through a sale of assets, the refinancing of the current credit facility or the infusion of new equity investment from potential...
	27.    While discussions with the prospective investors were underway, the Debtor and its advisors also engaged in discussions with the administrative agent under the Existing Secured Facility and its advisors regarding the respective parties’ views w...

