STATE BOARD OF LAND COMMISSIONERS
August 21, 2018
Information Agenda

Subject
Oil & Gas Lease Royalty Audit

Background

In 2017, the Idaho Department of Lands (Department) initiated a Request for Proposal (RFP)
process to identify and contract with a third-party oil and gas lease royalty auditor. As a
result, the Department executed a contract on September 7, 2017, with Opportune, LLP
(Opportune) from Houston, Texas.

Under the IDL RFP, 18-400 contract, the Scope of Work (Attachment 1) included an oil and
gas royalty audit of three wells under two state leases held by AM Idaho, LLC (Operator). The
audit was to determine whether royalties paid to the Department for oil and gas produced,
during the audit period of August 2015 through December 2016, complied with the terms of:

e |daho Statute: Title 47 Mines and Mining, Chapter 3 - Qil and Gas Wells and Title 47

Mines and Mining, Chapter 8 - Oil and Gas Leases on State and School Lands;
e |DAPA 03.16.20.03.16: Rules Governing Oil and Gas Leasing on Idaho State Lands;
e Lease Agreements: 0-01983 and 0-01996.

In addition, the limited audit process under the RFP was to include the following:

e A review and summary of documents provided by the Operator such as sales
contracts, gathering contracts, and processing contracts with a focus on pricing,
allowable deductions, processed gas percentages, liquid settlement percentages, and
custody point determinations;

e An analytical review of volume and payment reconciliations of the audit period data
set and documentation of any significant differences pertinent to the audited leases;

e A confirmation that the Operator’s identified arms-length transactions represent
appropriate arms-length transactions through a review of hydrocarbon sales points;

e Proposed recommendations for additional auditing tasks beyond the scope of this
limited oil and gas audit that would be beneficial to the Department and
beneficiaries;

e Documentation of any significant findings that may warrant further investigation by
the Department.

The contract required Opportune to deliver:
e An audit report to the Department that summarized and documented the audit
findings.
e Anin-person presentation of the audit findings and information related to the
auditing process at a State Board of Land Commissioners' (Land Board) regular
meeting.
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e A general audit review workshop for the Department and Land Board staff to include
the auditing process, methods, and practices; recommendations for future best
management practices; and substantial time for questions and answers for workshop
participants.

Discussion

Opportune conducted the limited audit process between September 2017 and May 2018
with the Operator submitting royalty reports and payments as requested by Opportune,
related to the three wells under two state oil and gas leases as shown in Table 1 below and
in the map (Attachment 2).

Table 1.
0il & Gas Lease Field Well Name Royalty Interest Products*
0-01983 Willow ML Investments 1-10 0.0078125 C, P, RES
Willow ML Investments 2-10 0.0078125 C, P, RES
0-01996 Hamilton State 1-17 0.1171875 G
* Products: C = Condensate

P = Matural Gas Plant Liguids
RES = Pipeline-Quality Natural Gas
G = Non-Processed Gas

Opportune completed the limited services audit report during August 2018 and provided the
Department with the Oil and Gas Audit Report that includes an Executive Summary and
audit findings (Attachment 3).

During the audit process, Opportune completed an examination of field production and sales
that included facility processing, volume and marketing reports, as well as plant and
production statements. Opportune noted a lack of transparency and detail regarding pricing
and costs in product transport, plant statements, and production statements. Attachment 4
diagrams the Willow-Hamilton field, production facilities, and sales points. Opportune
analyzed royalties and volumes reported to the Department as well as spot pricing
comparisons related to oil and gas products. In addition, Opportune examined Alta Mesa's
relationship to the entity that provides midstream, processing services of the Operator's
production, Northwest Gas Processing LLC (NWGP), and to the marketing company the
Operator hired to market production from the leases, ARM Energy Management LLC (AEM)
(Attachment 5).

Audit Findings

The key Issues identified by the audit process are the lack of transparency in product pricing
and costs, potential lack of contracts between Alta Mesa and related entities that address
pricing and costs, and a lack of contract language within the current state lease with Alta
Mesa or in the new oil and gas lease contract template that adequately addresses arms-
length transactions.
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James Fisher, managing director for Opportune, will present to the Land Board details of the
audit report, information related to the auditing process, and audit findings.

One key issue identified is a lack of transparency for the pricing of condensate, residue gas,
and natural gas liquids (NGLs). Realized prices are low compared to area benchmarks, and
there is a lack of readily available market data. Opportune discussed this issue with Alta
Mesa, and Alta Mesa acknowledged that they have royalty rights in their contract with AEM.
Alta Mesa indicated that these royalty rights help to ensure that Alta Mesa receives market
pricing from AEM, but Alta Mesa states it has not exercised these rights.

Another issue identified by Opportune is that no costs are charged to Alta Mesa by NWGP,
and Alta Mesa's representative stated that there is no contract between Alta Mesa and
NWGP. Opportune believes that discussions between the Department and Alta Mesa should
occur to set expectations for Alta Mesa to take steps to ensure that it is receiving market
value pricing. In doing so, this would ensure Operator compliance with IDAPA 20.03.16,
Rules Governing Oil and Gas Leasing on Idaho State Lands, related to disposition and market
data that operators should have available for Department review.

During the audit process, the Department provided Opportune an opportunity to review the
lease contract currently held by Alta Mesa, as well as a new 2018 oil and gas lease contract
template drafted by the Department with assistance from the Attorney General's Office. This
new lease contract template would be used for future oil and gas lease transactions.
Opportune noted that within the new lease contract template the Department defined an
arms-length transaction, but not the consequences if transactions do not adequately reflect
an arms-length transaction. Opportune has provided the Department with a sample of lease
contract language for consideration that addresses this issue.

Volumes matched between AEM, NWGP, and volumes reported to IDL. The one exception
noted was NGLs for the production months of January through March in 2016. Alta Mesa
reported no sales volumes during these three months. Consistent with industry practice, the
aggregate sales value of NGLs was a negative value so no royalty was paid. As no royalty was
paid, no volumes were reported. Opportune noted that Alta Mesa did not pay IDL for its
share of plant fuel, but the net royalty calculated was approximately $105 during the period.

Department Actions
The Department will take the following actions:

1) The Department will contact Alta Mesa and request they complete an audit of AEM.
Based on the report provided by Opportune, the audit revealed that prices received
by Alta Mesa from AEM are significantly lower than various market spot pricing
identified by Opportune in the audit process. The Department will request that: the
AEM audit include information on how prices received from AEM are determined; all
deductions including transportation, marketing and processing costs; and
identification of the market location where lease products are sold or shipped. An
AEM audit by Alta Mesa will ensure that Alta Mesa is receiving market value pricing,
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2)

3)

4)

5)

6)

7)

and that Alta Mesa is complying with rules related to disposition and market data
that it, as the Operator should have available for Department review.

IDAPA 20.03.16.045.01 states that royalty shall be due on all production from the
leased premises except that consumed for the direct operation of the producing
wells and that lost through no fault of the lessee. The Department will contact Alta
Mesa and request payment for royalties owed associated with volumes of plant fuel
used to process the product within the plant. The request for payment and
notification will include the audit period as well as set an expectation going forward
for payment of royalties from January 2017 to the current period.

The Department will request that Alta Mesa provide the Department with the
agreement between Alta Mesa and AEM, and provide documentation that proves
existence of an arms-length transaction between Alta Mesa and AEM or other
purchasers or end purchasers.

The Department will request that Alta Mesa provide detailed plant statements that
specify: pricing of all oil and gas products produced from the leases, each entity that
AEM sold lease products to, each entity that transported the lease products, and
market location of where the products were sold.

The Department will request documentation from Alta Mesa explaining what Alta
Mesa did with oil and gas products produced from the leases that were not sold, such
as propane and ethane.

The Department will continue to review the audit findings with assistance from the
Attorney General's Office and return to the Land Board within the next three months
regarding other recommended actions related to this audit process by Opportune as
well as a recommendation for the potential auditing of additional reporting periods.
The Department will assist Opportune in conducting a general audit review workshop
for the Department and Land Board staff, scheduled during the afternoon of

August 21, 2018, following the regular Land Board meeting. This audit review
workshop will include the auditing process, methods, practices, and
recommendations for future best management practices.

Attachments

IDL RFP 18-400, Scope of Work (pgs. 5 - 8)

State Hydrocarbon Producing Wells Map, August 2015 — December 2016
Oil and Gas Audit Report — Opportune, LLC

Willow Hamilton Field Production and Sales

Alta Mesa Partnership
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3.0 SCOPE OF WORK

PROJECT NAME: Oil and Gas Auditing Services

LOCATION: Boise, ID

OVERVIEW

The Idaho Department of Lands (IDL) requires professional auditing services necessary to assess whether
royalties paid to IDL for oil and gas produced during the audit period of August of 2015 through
December of 2016 from three wells under two state leases were in compliance with the terms of:

e |daho Statute - Title 47 Mines and Mining - Chapters 3 Oil and Gas Wells,

e |daho Statute - Title 47 Mines and Mining — Chapter 8 Qil and Gas Leases on Sate and

School Lands;
e |IDAPA 03.16 20.03.16 - Rules Governing Oil and Gas Leasing on Idaho State Lands; and
e Lease agreements 0-01983 and 0-01996.

The contracted auditor (Auditor) will provide services on behalf of IDL, and may have access to
confidential systems and information not available to the public. As such, all records and reports will
remain the property of IDL or the state agency where such information resides.

General Information

The Auditor will perform a limited oil and gas lease audit of royalties paid to IDL from August of 2015
through December of 2016 including: an analytical review of volume and payment reconciliations; an
assessment of identified arms-length transactions; and documentation of any significant findings that
may warrant further investigation. Currently, one operator (Operator) submits royalty reports and
payments for the three producing wells under two state leases.

. State Royalty | Total Production . | TOTALBOE?
Bl e et Interest Timeframe Rl FY2016°
ML Investments 1-10 Willow 0.0078125 Aug. 2015 - Jan 2016 4 C, P, RES 58,000
ML Investments 2-10 Willow 0.0078125 Aug. 2015 - present C, P, RES 174,000
State 1-17 Hamilton 0.1171875 Aug. 2015 - present G 1,300
' Product Codes: C = Condensate

P = Natural Gas Plant Liquids
RES = Pipeline-Quality Natural Gas
G = Non-Processed Gas

? Barrel of Oil Equivalent (BOE) is approximately 5.8 MMBtu per one barrel (42 U.S. gallons) of crude oil. The BOE
combines production into a single measure for generalized comparison purposes only.

*FY2016 = July 2015 - June 2016
* shut in since Feb 2016

IDL has assembled 15 audit review documents. Documents 1-8 are included in this request as
Attachment 1. Documents 9-15 will be forwarded to the auditor selected for these services. Additional
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severance tax information may be available from the Idaho State Tax Commission, and audit information
may be available from the U.S. Department of Interior Office of Natural Resources Revenue.

List of Documents from IDL for Audit Review (documents 1-8 attached)
1. Southwestern Idaho Natural Gas Play, Idaho Geological Survey, 2014

2. Idaho Statute - Title 47 Mines and Mining - Chapters 3 Oil and Gas Wells
Statute in effect for the audit period

3. Idaho Statute - Title 47 Mines and Mining — Chapter 8 Oil and Gas Leases on Sate and School Lands
Statute in effect for the audit period

4. IDAPA 03.16 20.03.16 - Rules Governing Qil and Gas Leasing on Idaho State Lands;
Rules in effect for the audit period

5. Lease 0-01983

6. Lease 0-01996

7. IDL Oil & Gas Royalty Report
This is the blank form that contains the following tabs: Summary Sheet, Data Form, Field
Descriptions, and Product Definitions

8. Idaho Oil and Gas Conservation Commission Monthly Production Report Form
This is the blank form for production information submitted to the newly-created Oil and Gas

Regulatory Division within IDL

(Documents 9-15 are not included in this Request for Proposal due to their potential exemption from
the Idaho Public Records Act. After award of the contract, Auditor will be required to sign a
confidentiality agreement, and Documents 9 through 15 will be forwarded to the Auditor.

9. Production and Process Schematic Diagram (s).pdf

10. Individual Monthly Royalty Reports, 3 State wells.xls

11. Royalty Report Summary Table for all 3 State wells.xls

12. Royalty Report Summary Table for well State 1-17 on State Lease 1983.xls

13. Royalty Report Summary Table for well ML Investments 1-10 on State Lease 1996.xls
Shut-in since Feb. 2016

14. Royalty Report Summary Table for well ML Investments 2-10 on State Lease 1996.xls
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15. Production Report Summary Table.xls
This spreadsheet contains compilations of production information for each well as separate tabs

SCOPE OF WORK:

IDL will complete the following three tasks upon delivery of the Notice to Proceed to the Auditor.
Document/Data Exchange and Pre-Audit Conference:

1. IDL will schedule a meeting with the Auditor to review the contract scope of services, period of
performance, documents to be reviewed, work products to be developed, scheduling and
coordination with the Operator, and other relevant topics.

2. IDL will provide to the Auditor relevant information about the Operator, such as office address,
audit contact, key personnel, and other background information.

3. IDL will provide Documents 9-15 to the Auditor.
The Auditor will complete the following 12 tasks upon receipt of the Notice to Proceed from the IDL.

Limited Audit Process:

1. Kickoff Meeting. Participate in a phone meeting with IDL to review the contract scope of
services and timing, documents to be reviewed, work products to be developed, scheduling and
coordination with the auditee, and other relevant topics. Provide summary meeting notes to
IDL within three business days after the Kickoff Meeting.

2. Initial Review. Review Documents 1-8 listed above and provided in this RFP. Estimate the effort
necessary to review the audit period data set that will be provided to the Auditor. The audit
period data set is from three wells. The audit period data set encompasses 81 rows (more or
less) organized in 13 columns as shown on Document 7 (IDL Royalty Report). Inform IDL about
any concerns or data gaps based upon this review.

3. Analytical Review. Perform an analytical review of volume and payment reconciliations of the
audit period data set, and document significant differences that are pertinent to audited leases.
Using best professional judgment, inform IDL of additional recommended out-of-scope work
and estimated costs, such as a gas processing plant audit.

4. Opening Conference Call. Coordinate with IDL and the Operator to schedule an opening
conference call. The conference call will include a discussion of the audit scope, audit timing,
pending document requests or questionnaires to be submitted to the Operator, and any other
relevant topics.

5. Written Request. Submit a written request to the Operator requesting specific information in
support of the audit. Coordinate with the Operator the handling of any proprietary information
in accordance with the Idaho Publics Records Act.

6. Potential Field Visit. Assess the need for a field visit and make a recommendation to IDL
regarding its impact and value related to the audit. The Auditor will coordinate with IDL and the
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10.

11.

12.

Operator regarding the scheduling, timing, logistics, and safety measures necessary should a
field visit occur.

Review Schematic Diagrams. The Auditor will request any necessary schematic diagrams for oil
and gas operations from the Operator. The Auditor will review these schematic diagrams for
appropriate completeness, field equipment, measurement points, custody points, and
commingling points. The Auditor will identify any differences or necessary additions.

Review and Summarize Documents. Review and summarize documents provided by the
Operator, such as: sales contracts, gathering contracts, and processing contracts. For
processing contracts, focus will be on pricing, allowable deductions, processed gas percentages,
liquid settlement percentages, and custody point determinations.

Confirm Arm’s Length Transactions. Confirm that the raw and processed hydrocarbon sales
points identified by the Operator represent appropriate arms-length transactions.

Additional Recommendations. Propose recommendations for additional auditing tasks beyond
the scope of this limited oil and gas audit that would be beneficial to IDL and the beneficiaries
given that a comprehensive oil and gas audit may not be financially justifiable due to the current
low level of hydrocarbon production.

Audit Report. Deliver an audit report to IDL that summarizes and documents the audit findings.
The report must include any work papers, such as spreadsheets, that support the Auditor’s
findings and conclusions.

Board Presentation and Audit Review Workshop. Upon completion of the auditing work and
audit report, conduct an in-person presentation of the audit findings and information related to
the auditing process at a formal State Board of Land Commissioners meeting (scheduled on the
third Tuesday of every month in Boise). Present a 3-hour audit review workshop at IDL, which
must include the auditing process, methods, practices, recommendations for future best
practices, and substantial time for questions and answers for workshop participants.

All deliverables will be submitted to: Mike Murphy, Endowment Leasing Bureau Chief, Idaho
Department of Lands (or his designee); or in electronic format to mmurphy@idl.idaho.gov.

Period Of Performance:

The contract will become effective once signed by all parties. The Auditor and the Contracting Officer’s
Representative will discuss the contract terms, work performance requirements, and tentative work
schedule at the mandatory Kickoff Meeting. All requirements of the contract scope of work must be
satisfactorily completed by the dates as determined and mutually agreed upon during the kickoff
meeting.

Contracting Officer's Representative:

Idaho Department of Lands

Mike Murph}/, Bureau Chief, Endowment Leasing
300 North 6" Street, Suite 103

Boise ID 83702

Phone: 208-334-0290

Email: mmurphy@idl.idaho.gov
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Opportune

Idaho Department of Lands August 10, 2018
ATTN: Michael Murphy,

Bureau Chief — Endowment Leasing

300 N. 6th St Suite 103

Boise, ID 83702

Dear Mr. Murphy:

The Idaho State Board of Land Commissioners (“Land Board”) and the Idaho Department of Lands
(“IDL”) have entered into oil and gas leases on state endowment trust lands. IDL has the responsibility
of administering trust lands on behalf of the Land Board to maximize revenue generation for specified
beneficiaries. Lands and minerals owned by the State are leased to make money for those beneficiaries.
Compared to other states, oil and gas leasing in the State of Idaho is currently a small component of
land administration. The Idaho Legislature and the Land Board have adopted requirements for
operators to provide royalty reporting to IDL. IDL has requested auditing services to assess whether
royalties paid to state beneficiaries for oil and gas produced from wells on the state endowment trust
lands are in compliance with the governing statutes, rules and leases and reflect accurate reporting made
by the operator. IDL has engaged Opportune LLP (“Opportune”) to perform a limited oil and gas lease
audit of royalties paid to IDL from August of 2015 through December 2016 (collectively, “Period”)
including an analytical review of volume and payment reconciliations; an assessment of identified arms-
length transactions; and documentation of any significant findings that may warrant further
investigation. During the Period, one operator (“Operator’’) submitted royalty reports and payments for
three producing wells under two state leases. Opportune has provided this report (“Report”) as a
summary of our limited audit.

The Land Board is the Lessor in two oil and gas lease agreements in which Alta Mesa Services, LP
(“Alta Mesa”) was the Operator for the Period. Alta Mesa is currently the largest producer in the State
and was during the Period. Lease 0-01983 is 600 acres with a gross royalty of 12.5%, and lease 0-
01996 is 40 acres with a gross royalty of 12.5%. Each lease was unitized into a 640 acre section
resulting in net revenue interests of 11.71875% and .78125% for the two leases, respectively. During
the Period, the State 1-17 was the single well operational on 0-01983, and production was only dry gas
during the Period. During the Period, both the ML Investments 1-10 and the ML Investments 2-10
were productive wells, and each well produced condensate, residue gas, and natural gas liquids
(“NGLs).

Opportune

711 Louisiana Street, Suite 3100, Houston, Texas 77002
Office: 713.490.5050 Fax: 713.490.0355

WWWw.opportune.com ATT AC H M E NT 3
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Executive Summary

Opportune’s scope of services included the following:

e Perform an analytical review of volume and payment reconciliations of the Period data set,
and document significant differences that are pertinent to audited leases.

e Using best professional judgment, inform IDL of additional recommended out-of-scope work
and estimated costs, such as a gas processing plant audit.

e Review Schematic Diagrams. The Auditor will request any necessary schematic diagrams for
oil and gas operations from the Operator. The Auditor will review these schematic diagrams
for appropriate completeness, field equipment, measurement points, custody points, and
commingling points. The Auditor will identify any differences or necessary additions.

e Confirm that the raw and processed hydrocarbon sales points identified by the Operator
represent appropriate arms-length transactions.

e Propose recommendations for additional auditing tasks beyond the scope of this limited oil
and gas audit that would be beneficial to IDL and the beneficiaries given that a
comprehensive oil and gas audit may not be financially justifiable due to the current low level
of hydrocarbon production.

Opportune reconciled a schedule of royalties payable to IDL to payments submitted to IDL and
performed analytical reviews of volumes and payment reconciliations. = We noted that payments
received were $58.61 lower than expected payments based on reporting to IDL from Alta Mesa during
the Period. The difference can be requested from Alta Mesa though the amount is immaterial compared
to total receipts.

Opportune reconciled volumes reported by Alta Mesa and noted Alta Mesa did not pay royalties on
plant fuel volumes. While total plant fuel volumes were understated by approximately 17K MMBTU,
the resulting understated royalties were approximately $107. Opportune was able to reconcile reported
volumes to plant statements and purchaser statements from ARM Energy Management, LLC (“AEM”),
the entity that markets production on behalf of Alta Mesa. Reported royalty volumes were actual
physical volumes sold for condensate and NGLs. For residue gas, reported volumes were based on
nominated monthly volumes rather than physical volumes delivered. Alta Mesa does not provide a
reconciliation of imbalances between nominated volumes and produced volumes, but the sales volumes
nominated were higher than delivered volumes by 2,516 MMBTU, resulting in IDL receiving
approximately $90 more in royalty proceeds than it would have received based on actual volumes
delivered.

The key identified issue is pricing. Alta Mesa contracted with AEM to market its product, but as AEM
is the entity that is making the sales, Alta Mesa does not have the data necessary to prove that it is
receiving market prices. AEM takes title of production volumes upon their entering the gas plant.
AEM appears to meet the criteria as an End Purchaser. Opportune recommends formally requesting
Alta Mesa to audit AEM as a means for proving that AEM is getting the best market price possible.
We noted that no fees are being charged to Alta Mesa for the processing of products in the gas plant.
With the audit of AEM, it is possible that AEM could prove that costs are being deducted from prices
received. Even with the newly updated form lease, the issues identified related to pricing and
transparency of counterparties with AEM may not be improved. Additional language may be needed
to require Alta Mesa to provide additional disclosures regarding ultimate sales prices.
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Background Information

The Report addresses payments received by IDL, volumes produced and sold, and prices realized by
Alta Mesa. We have compared data provided by IDL with data provided by Alta Mesa. Opportune’s
main contact with Alta Mesa was Jessica Guiliza, Alta Mesa’s Revenue Manager (“Guiliza”). Guiliza
provided requested documents and answers to questions presented by Opportune.

Additionally, the entity that processed Alta Mesa’s production on lease 0-01996 and the entity that
marketed Alta Mesa’s production on 0-01996 were affiliates or related parties with Alta Mesa. Both
will be discussed in more detail in the Report.  The use of affiliated parties within transactions is a
regular practice in the oil and gas industry. Operators often own midstream facilities or utilize affiliates
to market or purchase production in order to achieve additional economies of scale, but these related
transactions can be a challenge to royalty holders as financial results are examined. Companies may
divest these same businesses if they can achieve move favorable results by outsourcing or contracting
these same services with third parties. One key recommendation is enhancing IDL’s ability to protect
itself from operators’ use of affiliated entities. The goal for IDL should be to receive at least the same
results as if the operator were utilizing or marketing to non-affiliated, third-party entities.

Northwest Gas Processing, LLC is the midstream entity that processes Alta Mesa’s production. The
following is a description of the relationship and transactions between Northwest Gas Processing, LLC
and Alta Mesa per the December 31, 2016 form 10K. Both passages are included in Alta Mesa’s
footnote regarding related party transactions (see “Item 13. Certain Relationships and Related
Transactions, and Director Independence” in Alta Mesa’s form 10K):

“Midstream Asset Sale and Land Purchase

On December 31, 2014, we sold our interests in a partially constructed pipeline and gas processing plant
at cost to Northwest Gas Processing, LLC (“NWGP”) for $25.5 million cash and short-term note
receivable of $8.5 million, while recording no gain or loss on the sale at December 31, 2014. The $8.5
million note receivable, dated December 31, 2014, bears interest at 8% per annum, interest payable only
in quarterly installments beginning January 1, 2015, and matures on December 31, 2019. Immediately
after the consummation of the transaction, NWGP’s obligation under the $8.5 million promissory note
was transferred to High Mesa Services, LLC, a subsidiary of High Mesa. On December 31, 2015, we
repurchased a small portion of land originally sold to NWGP at cost of $0.7 million.”

“NWGP Services Agreement

We are party to a services agreement dated January 1, 2016 with NWGP. Pursuant to the agreement,
we agree to provide administrative and management services to NWGP relating to the midstream assets
we sold to NWGP on December 31, 2014. During the year ended December 31, 2016 NWGP was billed
for management services provided in the amount of approximately $0.1 million. High Mesa owns a
controlling interest in NWGP.”

Both of these passages reference High Mesa, described as follows:

“Partnership Structure

We are structured as a private partnership. Since our inception in 1987, we have funded exploration,
development and operating activities primarily through cash from operations, contributions by our
limited partners, borrowings under our senior secured credit facilities and proceeds from the issuance
of senior unsecured notes.
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Our partnership agreement currently provides for two classes of limited partners. Our Class A limited
partners include our founder, Michael E. Ellis, and other parties. Our sole Class B limited partner is
High Mesa, Inc. (“High Mesa”) which has been funded through investments from HPS Investment
Partners, LLC (formerly known as Highbridge Principal Strategies LLC) (“HPS”) and Bayou City
Energy Management LLC (“Bayou City”) in exchange for 100% of the preferred stock in High
Mesa.”

Alta Mesa outsources its product marketing efforts to ARM Energy Management, LLC (“AEM”). The
relationship with ARM is described in Alta Mesa’s footnotes, but not in its “Item 13. Certain
Relationships and Related Transactions, and Director Independence”, and the following from the
December 31, 2016 10K describes the relationship between Alta Mesa and ARM Energy Management:

“We sell the oil and natural gas from several properties we operate primarily through a marketing
agreement with ARM Energy Management, LLC (“AEM”). We are a part owner of AEM at less than
10%. AEM markets our oil and natural gas and subsequently sells it under short-term contracts generally
with month-to-month pricing based on published regional indices, with differentials for transportation,
location, and quality taken into account. AEM remits monthly collections of these sales to us, and
receives a 1% marketing fee. Our marketing agreement with AEM commenced in June 2013. The
agreement will terminate in 2018, with additional provisions for extensions beyond five years, and for
early termination. During the second half of 2013 and throughout 2014 to 2016, AEM marketed
majority of our production from operated fields. Production from non-operated fields, the most
significant of which were our Eagleville field in South Texas, and our Hilltop natural gas field in East
Texas prior to their sale, was marketed on our behalf by the operators of those properties. Production
from our interests in Eagleville was sold by the operator, Murphy Oil Corporation. We sold our
remaining interests in Eagleville in the third quarter of 2015. See “Note 4 — Significant Acquisitions
and Divestitures” in the accompanying notes to the consolidated financial statements included
elsewhere in this report for additional information.”

“For the year ended December 31, 2016, revenues marketed by AEM were $160.7 million, or 80% of
total revenue excluding hedging activities.”

“We believe that the loss of any of our significant customers, or of our marketing agent AEM, would
not have a material adverse effect on us because alternative purchasers are readily available.”

Alta Mesa’s description of its relationship with AEM addresses its marketing of Alta Mesa’s revenues
in Oklahoma since Alta Mesa’s significant revenue activities occur in that market. AEM also provides
marketing services related to Alta Mesa’s production in Idaho, and AEM markets all products produced
in the Little Willow field. Alta Mesa describes its relationship with Alta Mesa, but does not appear to
consider it as a related party, as Alta Mesa’s ownership of AEM is less than 10%.

See Exhibit 1 for a graphical representation of Alta Mesa’s partnership entities and the entities party to
the marketing agreement with AEM.

In order to mitigate risks related to receiving less than its fair share of royalty proceeds due to operators
taking advantage of affiliated transactions to pay less than market rates, the Land Board can address the
use of affiliated transactions in subsequent leases. These matters have been addressed in other oil and
gas jurisdictions around the country. The Land Board could include provisions to define affiliated
transactions and provide a framework to ensure payments are as favorable as would be received in an
arm’s length transaction. Specifics may address both affiliated midstream costs and marketing
arrangements. IDL’s oil and gas attorney will be integral in drafting language that is acceptable to IDL
and can be enforced prospectively, including providing additional audit rights and information
requirements to the State and or IDL. See Exhibit 2 for samples of lease language related to these
matters.
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Royalty Payments Made by Alta Mesa

During the Period, Alta Mesa made the following payments to IDL based on the attached listing of
payments by check and wire transfer provided by Alta Mesa to Opportune:

Accounts Payable Summary Check Register (CD3310)
Payee: IDAHO DEPARTMENT OF LANDS
ALTA MESA SERVICES, LP

Acct Check No Checkdate Type Checkamount Wire Xfer Status

OPER 2065724 10/22/2015 AP 1,077.60 CLEARED 10/31/15
CDOP 844 11/24/2015 AP 1,863.39 CLEARED 11/30/15
CDOP 1834 12/29/2015 AP 2,143.64 CLEARED 01/31/16
CDOP 9789 7/14/2016 AP 6,726.10 CLEARED 07/31/16
UBFA 7072 8/25/2016 AP 1,571.84 WT CLEARED 10/31/16
UBFA 7992 9/28/2016 AP 1,439.46 WT CLEARED 10/31/16
UBFA 8514 10/28/2016 AP 1,372.35 WT CLEARED 10/31/16
UBFA 9081 12/5/2016 AP 2,235.66 WT CLEARED 12/31/16
UBFA 9590 1/3/2017 AP 1,305.62 WT CLEARED 01/31/17
WFFA 619 2/2/2017 AP 1,778.08 WT CLEARED 02/28/17
WFFA 1604 3/6/2017 AP 2,957.42 WT CLEARED 03/31/17
Total Payments 24,471.16

Note: The above schedule was provided by Alta Mesa and is a schedule of all payments during
the Period.

Alta Mesa reported the following royalty payables by lease and commodity type as follows based on
their royalty reporting requirements to IDL:
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Production Gas Gas Condensate NGLs Associated
Month 0-01983 0-01996 0-01996 0-01996 Total Due Payment Difference
Aug-15 $ 41353 $§ 51216 $ 11652 § - $ 1,042.20 S 1,077.60 $ 35.40
Sep-15 314.56 853.45 632.82 73.97 1,874.81 1863.39 (11.42)
Oct-15 317.21 1,017.08 696.67 108.58 2,139.55 2143.64 4.09
Nov-15 275.38 531.25 335.82 92.60 1,235.05
Dec-15 49.84 388.43 430.87 4.51 873.65
Jan-16 255.89 989.72 409.63 - 1,655.24
Feb-16 88.82 131.38 244.76 - 464.96
Mar-16 65.06 63.76 493.75 - 622.56
Apr-16 - 159.56 500.17 93.11 752.85
May-16 57.06 290.29 646.38 231.36 1,225.10 6726.1 (103.31)
Jun-16 216.49 567.29 545.64 226.12 1,555.54 1571.84 16.30
Jul-16 267.82 654.01 364.06 153.50 1,439.38 1439.46 0.08
Aug-16 178.73 691.76 377.59 124.28 1,372.35 1372.35 (0.00)
Sep-16 217.23 1,184.21 664.83 169.40 2,235.68 2235.66 (0.02)
Oct-16 25.28 647.10 478.06 155.18 1,305.62 1305.62 (0.00)
Nov-16 - 855.39 597.69 325.00 1,778.08 1778.08 (0.00)
Dec-16 - 1,955.38 594.78 406.98 2,957.14 2957.42 0.28

Totals $2,742.89 $11,492.23 $ 8,130.05 S 2,164.60 $24,529.77 $24,471.16 $ (58.61)
Note: the above schedule is a reconciliation of royalties payable and payments made.

Payments are understated by $58.61 for the Period. This amount can be requested from Alta Mesa for
the period.

Volumes Reported by Alta Mesa

In the two charts below, Alta Mesa has reported gross volumes and gross revenue values during the
Period, respectively, for the two leases as follows:



Idaho Department of Land

Alta Mesa Royalty Audit
August 10, 2018
Page 7 of 15
| Residue Gas (MMCF) Condensate (Barrels) | NGLs (Gallons)
ML ML ML ML ML ML
Investments Investments Investments Investments Investments Investments
Month State 1-17 1-10 2-10 1-10 2-10 1-10 2-10
Aug-15 1,296 58,711 3,228 868 37 - -
Sep-15 1,014 51,740 59,723 1,715 1,984 62,525 71,626
Oct-15 1,106 49,836 61,074 1,305 2,703 63,262 87,395
Nov-15 1,057 17,921 48,860 389 1,712 36,069 112,532
Dec-15 228 54,589 71,040 1,177 2,042 67,304 93,018
Jan-16 1,011 33,776 94,656 857 3,117 - -
Feb-16 440 - 86,467 - 2,436 - -
Mar-16 365 - 83,016 - 2,873 - -
Apr-16 - - 90,214 - 2,611 - 150,067
May-16 296 - 91,203 - 2,814 - 105,284
Jun-16 757 - 70,765 - 2,201 - 137,566
Jul-16 889 - 64,907 - 1,761 - 132,756
Aug-16 573 - 64,381 - 1,797 - 123,976
Sep-16 682 - 99,141 - 3,146 - 113,052
Oct-16 83 - 66,355 - 1,943 - 58,401
Nov-16 - - 105,234 - 3,351 - 141,695
Dec-16 - - 101,955 - 2,933 - 121,148
Total Reported 9,797 266,573 1,262,219 6,311 39,461 229,160 1,448,517

Note: The above schedule is all reported volumes by type (residue gas, condensate and NGLs)

during the Period.

Residue Gas Gross Value |

Condensate Gross Value |

NGLs Gross Value

ML ML ML ML ML ML
Investments Investments Investments Investments Investments Investments
Month State 1-17 1-10 2-10 1-10 2-10 1-10 2-10
Aug-15 $ 3,528.78 S 62,145.87 S 3,410.15 $ 14,283.28 S 631.09 $ - S -
Sep-15 2,684.27 50,708.72 58,532.95 37,549.94 43,450.96 4,775.36 4,693.25
Oct-15 2,706.90 58,497.13 71,688.51 29,043.16 60,131.14 5,486.22 8,412.51
Nov-15 2,349.92 18,248.12 49,751.75 7,958.39 35,027.16 2,587.90 9,264.69
Dec-15 425.29 21,604.28 28,115.09 20,164.53 34,986.60 375.02 202.38
Jan-16 2,183.60 33,316.38 93,368.33 11,306.75 41,125.34 - -
Feb-16 757.91 16,817.18 31,329.02 -
Mar-16 555.15 8,161.08 63,199.60 -
Apr-16 - 20,424.08 64,022.12 11,918.14
May-16 486.95 37,156.73 82,737.24 29,613.99
Jun-16 1,847.37 72,612.92 69,841.76 28,943.98
Jul-16 2,285.36 83,713.55 46,599.15 19,647.83
Aug-16 1,525.14 88,545.15 48,331.35 15,907.61
Sep-16 1,853.68 151,579.42 85,098.69 21,683.34
Oct-16 215.71 82,829.37 61,191.71 19,862.87
Nov-16 - 109,490.02 76,504.67 41,599.85
Dec-16 - 250,288.44 76,132.33 52,093.53

Total Reported $  23,406.03 $ 244,520.50 $1,226,484.72 $ 120,306.05 $ 920,339.93 $

13,224.50 $ 263,843.97

Note: The above schedule is all reported gross values by type (residue gas, condensate, NGLs)

during the Period.

Lease 0-01996’s allocated production is produced within the Little Willow production facility and is
processed through the Highway 30 facility operated by NWGP. The Highway 30 facility processed
production from the following wells during the Period:
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ML 2-10

ML 1-10

ML 2-3
Kaufman 1-34
Kaufman 1-9 LT
Kaufman 1-9 UT
ML 1-11LT

ML 1-11 UT

ML 1-3

See Exhibit 3 for a graph of the Little Willow plant schematic. Included are all meters used to account
for all volumes in the system.

Opportune reviewed plant statements for the Period. We noted a reconciliation between gas and
product entering the plant at the inlet, representing volumes at the wellhead, volumes delivered after
deductions for plant fuel and accounting for changes in inventory and sales volumes after processing.
Wet gas and condensate enter the plant, and both are processed with resultant deliveries of residue gas,
condensate, and NGLs. We noted volumes for plant fuel which should qualify for royalty were as
follows:

Production Plant Fuel

Month MMBTU Gross Net
9/30/2015 1,089.50 $ 1,042.54 S 8.14
10/31/2015 748.80 687.18 5.37
11/30/2015 889.66 714.05 5.58
12/31/2015 1,459.20 562.89 4.40
1/31/2016 2,017.23 1,666.05 13.02
2/29/2016 1,422.08 259.52 2.03
3/31/2016 1,331.06 113.59 0.89
4/30/2016 1,442.13 293.67 229
5/31/2016 795.56 276.49 2.16
6/30/2016 858.17 768.14 6.00
7/31/2016 880.92 998.14 7.80
8/31/2016 901.36 1,076.94 8.41
9/30/2016 752.61 993.33 7.76
10/31/2016 478.16 559.05 437
11/30/2016 993.46 884.94 6.91

12/31/2016 1,327.04 2,785.30 21.76

17,386.94 $13,681.81 $106.89

Note: The above schedule is monthly plan fuel MMBTU volumes, gross values and net values
during the Period. Amounts were obtained from the monthly plant statements.

Resultant plant fuel recoveries were calculated utilizing the residue gas rate for the associated
production month.
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Sales of condensate and NGLs are based on actual volumes sold. Production volumes were sent or
piped into the Highway 30 facility, processed and then stored in tanks until sold. Sales volumes could
also include inventory balances from prior months.

NWPG processes and AEM markets NGLs by product (ethane (C2), propane (C3), iso butane (IC4),
normal (NC4), natural gasoline (C5+)). Based on metering of gas and condensate at the well, NWPG
allocates individual products to each well. See sample below of June 2016 allocation of NGL gallons
by product:

June 2016 NGLs by Product & Well NGL Total by Product Percentage
(Amounts in Gallons)

Well Name
Kauffman Kauffman ML1-11LT ML1-11UT ML1-3 ML 2-10 ML 2-3

Product 1-34 1-9LT

Ethane 11,311 4,193 7,266 10,509 20,354 12,107 7,558
Propane 53,996 15,517 22,422 29,943 64,914 38,467 24,232
Isobutane 32,540 7,610 10,583 13,475 31,282 18,699 11,799
Normal Butane 51,989 12,981 18,532 23,422 55,466 33,216 20,781
Natural Gasoline 55,820 11,476 18,271 22,100 57,210 35,163 21,390
Total Gallons 205,655 51,778 77,074 99,449 229,225 137,652 85,760
Ethane 5.5% 8.1% 9.4% 10.6% 8.9% 8.8% 8.8%
Propane 26.3% 30.0% 29.1% 30.1% 28.3% 27.9% 28.3%
Isobutane 15.8% 14.7% 13.7% 13.5% 13.6% 13.6% 13.8%
Normal Butane 25.3% 25.1% 24.0% 23.6% 24.2% 24.1% 24.2%
Natural Gasoline 27.1% 22.2% 23.7% 22.2% 25.0% 25.5% 24.9%
Total Percent 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Note: Above schedule is a sample month (June 2016) NGL gallons by product and percentage of
gallons by product.

Reported residue gas volumes are based on delivered thousand cubic feet (mmcf) volumes at the plant.
We reconciled reported volumes to volumes delivered as follows:
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Reported Delivered Difference Reported Delivered Difference
1-10 1-10 2-10 2-10

Month Residue Gas Residue Gas Residue Diff Residue Gas Residue Gas Residue Diff
Sep-15 51,740 51,739 1 59,723 59,725 (2)
Oct-15 49,836 49,672 164 61,074 60,769 305
Nov-15 17,921 17,866 55 48,860 48,703 157
Dec-15 54,589 54,589 0 71,040 71,040 0
Jan-16 33,776 33,776 0 94,656 94,656 0
Feb-16 86,467 86,467 0
Mar-16 83,016 83,021 (5)
Apr-16 90,214 90,217 (3)
May-16 91,203 91,214 (12)
Jun-16 70,765 70,768 (4)
Jul-16 64,907 64,994 (87)
Aug-16 64,381 64,581 (200)
Sep-16 99,141 99,159 (19)
Oct-16 66,355 66,405 (50)
Nov-16 105,234 105,243 (9)
Dec-16 101,955 102,041 (86)
Total Variance 207,862 207,641 221 1,258,991 1,259,004 (13)

Note: The schedule above is a reconciliation of reported residue gas volumes versus delivered
volumes per the monthly gas plant statements during the Period.

Reported gas volumes are higher than statement volumes for the Period.

Reported condensate and NGL volumes are based on sold volumes. Volumes are delivered to the plant
and placed in tanks until they are sold.

Reported Volumes Statement Values Difference
C (Barrels) NGLs (Gallons) [ C (Barrels) NGLs (Gallons) [ C (Barrels) NGLs (Gallons) |
ML ML ML ML ML ML ML ML ML ML ML ML
1 1
Month 1-10 2-10 1-10 2-10 1-10 2-10 1-10 2-10 1-10 2-10 1-10 2-10
Sep-15 1,715 1,984 62,525 71,626 1715 1,984 62,525 71,626 0 © 0 (0)
Oct-15 1305 2,703 63262 87,395 1,091 2220 59,826 81,263 214 483 3436 6,132
Nov-15 389 1,712 36,069 112,532 339 1,525 34,699 108,164 50 187 1370 4368
Dec-15 1,177 2,042 67,304 93,018 1,177 2,042 67,304 93,018 ) ) 0 0
Jan-16 857 3,117 857 3117 0 0 - -
Feb-16 2436 2436 - o
Mar-16 2873 2,880 - ™ - -
Apr-16 2,611 150,067 2,615 150,120 - @ - (53)
May-16 2814 105,284 2,829 104,803 - (15) - 482
Jun-16 2201 137,566 2211 137,652 - (10) R (85)
Jul-16 1,761 132,756 1,902 134,818 - (141) - (2,062)
Aug-16 1,797 123,976 2,074 128,795 - @77 - (4.819)
Sep-16 3,146 113,052 3,181 113,305 - 35) - (253)
Oct-16 1,943 58,401 2205 59,204 - (262) : (893)
Nov-16 3351 141,695 3376 141,859 - (25) - (163)
Dec-16 2933 121,148 3,051 122,542 - 117 - (1,394)
Total Reported 5,443 39,424 229,160 1,448,517 5,179 39,650 224,354 1,447,258 264 (225) 4,806 1,258

Note: The above schedule is a reconciliation of reported sales volumes of condensate and NGLs
versus delivered condensate and NGL volumes during the Period.

Reported volumes are higher than statement volumes for both condensate and NGLs. Additionally, we
noted that in January — March, 2016, no NGL volumes (and associated royalties) were reported to the
State for NGLs as a result of total NGL sales value being negative. This is appropriate as no cash
receipts are received by Alta Mesa related to NGLs.
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Rather than deduct the NGL value from residue gas, Alta Mesa paid royalties only for condensate and
residue gas. Royalties are calculated based on the accumulated NGL monthly balance rather than
charged to individual plant product. A summary of NGLs for January — March are as follows:

Product | Jan-16 | Feb-16 | Mar-16 |
Ethane 31,721 $ (0.415) $(13,176.90) 17,242 $ (0.424) $ (7,317.50) 23,127 $ (0.424) $ (9,796.60)
Propane 120,795 $ (0.255) (30,742.33) 70,577 $ (0.220) (15534.00) 141,170 $ (0.150) (21,175.50)
Isobutane 56859 $ (0.018)  (1,029.15 32,642 $ 0050 163536 65649 $ 0026  1,693.74
Normal Butane 103220 $ (0.091) (9,403.34) 60,821 $ (0.075) (4,579.82) 118565 $ (0.065)  (7,683.01)
Natural Gasoline ~ 106,241 $ 0.171 1812471 63,842 $ 0.134 853568 121,947 $ 0.286  34,840.26

Totals 418,836 $ (0.086) $(36,227.01)] 245,124 $ (0.070) $(17,260.28)] 470,458 $ (0.005) $ (2,121.11)|

Allocated NGLs
ML 2-10 147,579 $ (0.090) $(13,282.11) 75,623 $ (0.070) $ (5,293.61) 101,311 $ (0.003) $ (253.28)
ML 1-10 49,818 $ (0.087)  (4,319.22)

Note: The above schedule represents three months of NGL volumes and values which yielded
negative values. For IDL the negative values resulted in no royalties being paid for NGL volumes
during the indicated months.

We noted that AEM has provided negative pricing for Ethane for all months during the Period. Prices
range from ($.2124)/gallon in December 2016 — ($.4275)/gallon in December 2015.

Pricing
Key current leasing provisions related to pricing are as follows for the subject leases during the Period:

e Oil Royalty Calculation. When paid in cash, the royalty shall be calculated upon the reasonable
market value of the oil at the well which shall not be less than the price actually paid or agreed
to be paid to the lessee at the well by its purchaser; in no event shall the royalties be based upon
a market value at the well less than the posted price in the field for such oil, or upon a market
value at the well less than the prevailing price received by other producers in the field for oil of
like grade and gravity at the time such oil is run into pipelines or storage tanks.

e @Gas royalty calculation. On gas, including casinghead gas or other gaseous substances, the
royalty shall be calculated upon the reasonable market value at the well or on the price received
by lessee at the well, whichever is greater, of all gas produced and saved from the leased
premises. Where gas is sold under a contract that has been approved by the State, the reasonable
market value of such gas for determining the royalty payable shall be the price at which such
gas is sold under the contract; provided, however, that no approval by the State of the terms of
any such agreement shall operate to make the State a party thereto or obligates it.
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The following are realized prices by product and by lease during the Period.

| Lease 0-01996 | Lease 0-01983
Condensate Gas NGL Gas
Production Month Per BBL Per MMBTU Per Gallon Per MMBTU

Sep-15 21.90 0.96 0.07 2.65
Oct-15 22.25 0.92 0.09 2.45
Nov-15 20.46 0.80 0.08 2.22
Dec-15 17.13 0.39 0.00 1.87
Jan-16 13.19 0.83 (0.09) 2.16
Feb-16 12.86 0.18 (0.07) 1.72
Mar-16 22.00 0.09 (0.00) 1.52
Apr-16 24.52 0.20 0.08
May-16 29.40 0.35 0.25 1.64
Jun-16 31.73 0.90 0.21 2.44
Jul-16 26.46 1.13 0.15 2.57
Aug-16 26.90 1.19 0.13 2.66
Sep-16 27.05 1.32 0.20 2.72
Oct-16 31.50 1.17 0.34 2.60
Nov-16 21.87 0.89 0.29 -
Dec-16 26.88 2.10 0.42 -

Note: The above schedule is a listing of realized prices by product during the Period.

Opportune discussed pricing with Guiliza. Opportune noted prices were generally low across the board
for lease 0-01996 for all products. See chart below comparing realized prices to various indices (for
oil, Rocky Mountain crude is the closest index, and for gas, Kingsgate and the Alberta are the closest
indices):
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Oil Prices Natural Gas Prices
U.s.
Natural
Gas
Rocky Pipeline
Mountain Imports
Crude Oil Price
Cushing, OK First Natural | (Dollars
WTI Spot | Europe Brent Purchase Gas Cost,|  per Kingsgate | Alberta
Price FOB | Spot Price Price | Reported as Thousand | Henry Hub | (ID) (Hub (Hub
(Dollars per |FOB (Dollars|Historical| Crude Delivered| Cubic |Natural Gas| Sumas) AECO) Reported
Barrel) per Barrel) | Data Price ($/Mcf) | Feet) | ($/mmbtu) | ($/mmbtu) | ($/mmbtu) RES

October  |October
2015 final |2015 final
North North

Thomson | Thomson Alta American |American
EIA L | EIA EIA Alta M

Reuters: | Reuters: Mesa angley Market Market aviesa
Gas-trade [Gas-trade

(NAMGas) |(NAMGas)

Source Model Model

Sep-15 45.48 47.62 36.94 21.90 3.00 2.49 2.66 2.47 2.45 0.98
Oct-15 46.22 48.43 38.92| 22.25 2.91 2.37 2.34 2.54 2.51 1.17
Nov-15 42.44 44.27 35.76|  20.46 2.72 2.19 2.09 2.54 2.51 1.02
Dec-15 37.19 38.01 30.01 17.13 2.41 2.13 1.93 2.86 2.83 0.40
Jan-16 31.68 30.7 24.42 13.19 2.67 2.42 2.28 3.10 3.06 0.99
Feb-16 30.32 32.18 23.93 12.86 2.25 2.12 1.99 3.21 3.18 0.19
Mar-16 37.55 38.21 30.86 22.00 2.26 1.55 1.73 2.92 2.88 0.10
Apr-16 40.75 41.58 34.19 24.52 1.51 1.92 2.96 2.93 0.23
May-16 46.71 46.74 39.74|  29.40 241 1.44 1.92 3.17 3.13 041
Jun-16 48.76 48.25 42.95 31.73 2.47 1.76 2.59 3.10 3.07 1.03

Jul-16 44.65 44,95 39.67 26.46 2.83 2.26 2.82 3.17 3.13 1.29
Aug-16 44,72 45.84 39.22 26.90 2.89 2.29 2.82 3.23 3.20 1.38
Sep-16 45.18 46.57 39.42 27.05 3.38 2.42 2.99 2.98 2.95 1.53
Oct-16 49.78 49.52 4437  31.50 4.75 2.5 2.98 3.05 3.01 1.25
Nov-16 45.66 44,73 40.1 22.83 241 2.55 3.02 2.99 1.04
Dec-16 51.97 53.29 45.73|  25.96 4.05 3.31 3.59 3.38 3.34 245

Note: The above schedule is a listing of oil (condensate) and residue gas prices by index price
and then compared to the Alta Mesa realized price during the Period.

One critical question raised by IDL concerns whether Alta Mesa treating or identifying ARM as an
“End Purchaser” as defined in Idaho Code 47-310(6) (End Purchaser - means a third party, arms-length
purchaser of oil, gas or condensate that is ready for refining or other use, or a third party, arms-length
purchaser of other fluid or gaseous hydrocarbons that have been separated in a processing facility). In
this case, it appears that AEM is an End Purchaser given that title changes to AEM as volumes enter
the gas processing plant. Further, AEM agrees to the realized prices and sells to the parties who take
the final processed products.

AEM provides marketing services including finalizing transactions with sale counterparties and setting
prices. Guiliza stated that Alta Mesa has the right to audit AEM to determine if prices are below
market. Opportune suggests that IDL utilize its lease provisions and existing rules and statutes to
encourage Alta Mesa to audit AEM in order for Alta Mesa to satisfy its obligations to provide proof of
market value as defined in the Rules Governing Oil and Gas Leasing on ldaho State Lands.
Opportune also suggests that future leases require these audits and require operators to provide third
party sales information to IDL. IDL retains the option to market on their own behalf and take product
in kind, but given the relative low volumes, it is unlikely IDL would recognize benefits outweighing
the costs of marketing.

Opportune noted that volumes and values on the producer statements from AEM match the sales
quantities on the plant statement. Our understanding is that plant statement sales volumes are provided
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from AEM data rather than separate plant sales meters. Opportune also noted that no plant fees are
shown on any of the plant statements during the period. These could include processing fees, gathering
fees, dehydration fees, or transportation. In general, Opportune would expect these fees to be shown
if they are being charged. Based on discussion with Guiliza and with NWGP, none of these fees are
charged to Alta Mesa. Opportune requested the service contract between Alta Mesa and NWGP and
were told that there is no service agreement. In light of the low commodity prices received, we believe
an audit of AEM can determine if these fees are being absorbed by seller, and, therefore, recharged to
IDL.

Opportune was able to review the contract between AEM and Alta Mesa. AEM was contracted to
market on behalf of Alta Mesa. There were no clauses requiring minimum volumes or dollar amounts,
and there were no price parameters such as indices or basis differentials, nor were there any fees charged
save for a per unit marketing fee ($.25/bbl for condensate, $.025/MMBTU for gas) which was not
charged to the State nor deducted from royalties paid to the State. AEM is required to provide a
monthly statement to Alta Mesa. We reviewed the AEM monthly statements for gas, condensate, and
NGLs and noted marketing fees being charged to Alta Mesa as directed in the contract. Additionally,
Opportune noted that these marketing fees were not deducted from the gross revenues serving as the
basis of royalties being paid to IDL. See Exhibit 4 for sample of statements for a single production
month (September statement related to August production).

AEM sells residue gas based on nominated (scheduled) MMBTUs rather than actual delivered volumes,
which results in a monthly imbalance of sold volumes versus produced volumes. Opportune inquired
about the status of the imbalance as the monthly payable/receivable is not accounted for on either the
plant statement or the purchaser statement provided by AEM on a monthly basis. Opportune inquired
with Guiliza, and we were told that imbalances are not tracked on a formal basis. Jessica said that
some months the variance is higher, and some months the variance is lower. We noted the following
residue gas imbalance values for the Period:

| ML 1-10 | ML 2-10 |
Gas Volume Gas Volume Gas Volume Residue
Month Delivered Sold Difference Delivered Gas Volume Sold Difference Sales Price  Variance
Sep-15  58,815.02 52,992.00 (5,823.02)  67,893.00 61,171.22  (6,721.78) 0.96 (12,004.12)
Oct-15 56,494.73 63,532.62 7,037.89 69,116.75 77,727.04 8,610.29 0.92 14,360.41
Nov-15 20,275.74 22,665.83 2,390.09 55,273.42 61,788.99 6,515.57 0.80 7,147.75
Dec-15 61,779.47 56,005.55 (5,773.92) 80,397.75 72,883.76 (7,513.99) 0.39 (5,125.84)
Jan-16 38,418.36 40,338.95 1,920.59 107,666.49 113,048.87 5,382.38 0.83 6,031.60
Feb-16 98,490.84 92,153.96 (6,336.88) 0.1825 (1,156.42)
Mar-16 94,628.48 95,641.88 1,013.40 0.09 86.48
Apr-16 102,959.30 100,299.40 (2,659.90) 0.20 (541.65)
May-16 103,907.58 106,926.60 3,019.02 0.35 1,049.22
Jun-16 80,681.63 81,127.75 446.12 0.90 399.32
Jul-16 73,920.22 73,981.17 60.95 1.13 69.06
Aug-16 73,401.67 74,339.63 937.96 1.19 1,120.67
Sep-16 113,548.52 114,867.37 1,318.85 1.32 1,740.68
Oct-16 76,109.20 70,898.79 (5,210.41) 1.17 (6,091.82)
Nov-16 120,996.76 122,927.44 1,930.68 0.89 1,719.78
Dec-16 117,625.24 119,348.51 1,723.27 2.10 3,616.95
Gross Value  235,783.32 235,534.95 (248.37) 1,436,616.85 1,439,132.38 2,515.53 12,422.08
Net Value 88.97

Note: The above schedule is a listing of imbalance volumes comparing nominated volumes to
delivered volumes, and the resulting value difference is IDL receiving $88.97 more than it would
have received based on actual delivered volumes.
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During the Period, IDL received $88.97 more than it would have received based on actual deliveries.
Using nominated volumes is an acceptable practice in the oil and gas industry, but operators keep track
of the imbalances to ensure that all parties are receiving full value based on produced volumes.

Change of Lease Form

Since the initiation of the audit of the payments related to the Period, IDL has revised its oil and gas
lease template regarding arm’s length transactions.  IDL has requested Opportune to review and
provide comments about whether the new form addresses issues that have been identified in the Report.

IDL defines an “Arm’s-Length Transaction” as “a contract or agreement between Lessee and
independent persons who are not affiliates and who have opposing economic interest regarding the
contract. To be considered Arm’s Length for any Production month, a contract must satisfy this
definition for that month, as well as the date on which the contract was entered into.” Further, IDL
appears to require transactions to be arm’s length. However, what is not addressed is what happens if
the transaction does not meet the requirements. AEM is a third party that is in the business of marketing
oil and gas production on behalf of operators across the United States. There is a contract between
AEM and the Alta Mesa regarding the marketing of Idaho production. Alta Mesa owns a less than
10% interest in AEM. AEM also markets Oklahoma production for Alta Mesa. What is not clear is
whether economic interests are opposing in this case. What will happen if this transaction is not arm’s-
length? The consequences are not clear.

Summary of Findings

Opportune reviewed data provided by IDL and Alta Mesa during the Period. The Report addresses
royalties and volumes reported to IDL. The Report also addresses pricing and the entities that are
providing midstream processing services of the Operator’s production, NWGP, and the third- party
marketing company that the Operator has hired to market on its behalf, AEM. The key issue is a lack
of transparency of pricing of condensate, residue gas and NGLs.  Realized prices are low to area
benchmarks, and there is a lack of readily available market data. Opportune discussed this issue with
Alta Mesa. Alta Mesa acknowledged that they have royalty rights in their contract with AEM to help
ensure that they are receiving market pricing, but these rights have not been exercised. = Opportune
noted that no costs are being charged to Alta Mesa by NWGP, and Alta Mesa’s representative has stated
that there is no contract between Alta Mesa and NWGP. Opportune believes that discussions between
IDL and Alta Mesa should occur to set expectations that Alta Mesa will take steps to ensure that it is
receiving market value pricing, so Alta Mesa can comply with IDL rules related to disposition and
market data that operators should have available to IDL. IDL has provided a new lease form for future
lease transactions. IDL has defined an “arms-length transaction’, but IDL may not have addressed the
consequences when transactions are not at arms-length.

Volumes matched between AEM, NWGP, and volumes reported to IDL.  The one exception noted
was NGLs for the production months January through March 2016. Alta Mesa reported no sales
volumes during these three months. The aggregate sales value of NGLs was a negative value, so no
royalty was paid. As no royalty was paid, no volumes were reported. Opportune noted that Alta Mesa
did not pay IDL for its share of plant fuel, but the net royalty calculated was approximately $105 during
the Period.
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1 ALTA MESA PARTNERSHIP

“The Partnership”

_ GP of “The Partnership”
Alta Mesa Holdings, GP Alta Mesa Holdings, LP
LLC
Class B LP 10K Related Transaction:
“sold our interests in a partially cons,tn}cted
pipeline and gas processing plant,gt' cost to
an dffiliate, Northwest Gas Prgtéssing, LLC
High Mesa, Inc LP (“NWGP”), which is a subsigji’éry of High
Mesa”
ubsidiaries Subsidiariies
High Mesa Services, NorthWest AM Idaho, LLC Alta Mesa GP, LLC
LLC Gas Processing
NWGP’s promissory note held Gas Pipeline and Gas Lessor on IDL Wells
by High Mesa Services, LLC Processing Facility of IDL
Gas

Alta Mesa Services, LP




2 AILTA MESA MARKETING ARRANGEMENT

“The Partnership”

AltaMesa | ARM Energy
Holdings, LP (AEM)

AEM purchases
O&G under short
term contracts for
a 1% marketing

fee

Notes to 10K:
Alta Mesa is a part owner of AEM
(less than 10%)

Subsidiaries For the year 2015, AEM was 76%
of Alta Mesa revenue

Alta Mesa GP,

AM Idaho, LLC LLC

Lessor on IDL Wells

Alta Mesa
Services, LP
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