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SUMMARY OF THE
PREPARED DIRECT TESTIMONY OF
ANDREW L. SCHROEDER
ON BEHALF OF
STINGRAY PIPELINE COMPANY, L.L.C.

Stingray Pipeline Company, L.L.C. is owned fifty percent by MarkWest Energy
Partners, L.P., and fifty percent by a subsidiary of Enbridge, Inc. In his Prepared Direct
Testimony, Exhibit No. SPC-46, Mr. Schroeder explains the flow of income earned by
Stingray to MarkWest Energy Partners, L.P. (“MarkWest Energy”), a master limited
partnership, and how federal and state income taxes are ultimately paid on that Stingray
income by the unitholders of MarkWest Energy.

In addition to his testimony, Mr. Schroeder sponsors Exhibit Nos. SPC-47

through SPC-60.
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION
8
Stingray Pipeline Company, L.L.C. § Docket No. RP08-___ -000
8

PREPARED DIRECT TESTIMONY OF
ANDREW L. SCHROEDER
ON BEHALF OF
STINGRAY PIPELINE COMPANY, L.L.C.

Please state your full name, title, and current place of employment.

My name is Andrew L. Schroeder. | am the Vice President of Finance, Treasurer
and Assistant Secretary for MarkWest Hydrocarbon, Inc. (“MarkWest
Hydrocarbon”) and MarkWest Energy Partners, L.P. (“MarkWest Energy”)
(MarkWest Hydrocarbon and MarkWest Energy collectively, “MarkWest”).
MarkWest’s primary offices are located at 1515 Arapahoe Street, Tower 2, Suite

700, Denver, Colorado 80202, which is where my office is located.

Please briefly summarize your educational and professional background.

| graduated from the University of Colorado magna cum laude with a Bachelor of
Science in Business Administration in 1980. | obtained a Masters in Taxation
degree from the University of Denver in 1981. | became a licensed Certified
Public Accountant in 1982. From 1981 through 1989, | worked with Touche
Ross & Co. and Shenkin, Kurtz Baker & Co., P.C., initially as a tax associate and
ending that period as a tax manager. My duties included partnership tax return
preparation and preparation of forecasts associated with partnership investment

opportunities. From 1989 through 1996, | worked for several energy companies



10

11

12

13

14

15

16
17

18

19

20
21

22

Q5

Exhibit No. SPC-46

Docket No. RP08-__ -000

Page 2 of 19

with a broad range of responsibilities including strategic planning and analysis
and treasury operations. In 1996, | became the controller of MetroGolf
Incorporated, a small publicly traded company which developed and operated golf
courses and driving ranges. From 1998 through 2002, | served as a director of
finance for Xcel Energy, Inc. and for Crestone Energy Ventures, a subsidiary of
Northern Border Partners, with responsibilities that included managing the
property and casualty insurance program for Xcel and the partnership
relationships for the joint venture interests owned by Crestone Energy Ventures. |
joined MarkWest Energy in December 2002. | became the Treasurer for
MarkWest Energy in July 2003 and Vice President of Finance in October 2003,
and | continue to hold those positions today. My responsibilities at MarkWest

Energy include management of the company’s tax department and oversight of

the insurance risk management program for the partnership and its subsidiaries.

On whose behalf are you testifying in this proceeding?

| am testifying on behalf of Stingray Pipeline Company, L.L.C. (“Stingray”).

What interest does MarkWest Energy have in Stingray?

MarkWest Energy owns a fifty percent interest in Starfish Pipeline Company,
LLC (“Starfish™). Starfish owns Stingray. Enbridge Offshore (Gas Transmission)
L.L.C. owns the other fifty percent of Starfish.

Have you previously testified before the Federal Energy Regulatory
Commission?

No.
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What is the purpose of your testimony in this proceeding?

The purpose of my testimony is to address (1) the allocation of Stingray’s taxable
income to MarkWest Energy, (2) the allocation of MarkWest Energy’s taxable
income to its unitholders; (3) the federal income tax rates corresponding to the
taxable income of Stingray that is allocated through MarkWest Energy to its
unitholders; (4) the state apportionment factors to be used in calculating the
weighted marginal state income tax rate for MarkWest Energy; (5) the 2007
federal and blended state income tax rates applicable to MarkWest Hydrocarbon;
and (6) the property damage and business interruption premiums paid by
MarkWest Energy with respect to its interest in Stingray. My analysis of how
Stingray income is allocated within the MarkWest organization and the
corresponding MarkWest Energy marginal federal income tax rate and state
income tax apportionment factors associated with such income are used by Mr.
George R. Ganz in his Prepared Direct Testimony, Exhibit No. SPC-35, to

calculate a federal and state income tax rate for Stingray.

What statements, schedules, or exhibits are you sponsoring in conjunction
with your testimony?

| am sponsoring Exhibit Nos. SPC-47 to SPC-60.

Were these exhibits prepared by you or under your direction or supervision?

Yes, all of these exhibits were prepared under my direction and supervision.
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Are you familiar with MarkWest Energy’s normal business practices with
regard to the determination of its taxable income and how that taxable
income is allocated to MarkWest Energy’s unitholders?

Yes, | am. In my position, I am responsible for the determination of MarkWest

Energy’s taxable income and the allocation to its unitholders.

Flow of Stingray Taxable Income to MarkWest Energy

Q.10
A.

Q.11

A.

Q.12

Q.13

Did MarkWest Energy receive any taxable income from Stingray in 2007?

Yes.

Are you familiar with the steps through which Stingray’s federal and state
taxable income is ultimately allocated to MarkWest Energy?

Yes.

How much of this Stingray income is attributable to MarkWest Energy?

Fifty percent.

Please explain why fifty percent of Stingray’s income is attributable to
MarkWest Energy.

Stingray is owned 100 percent by Starfish, and therefore all of Stingray’s income
flows through to Starfish. Each year, Starfish sends a Schedule K-1 to each of its
owners identifying the amount of Starfish income for the prior year attributed to
the owner for income tax purposes. As the Schedule K-1 in Exhibit No. SPC-47
demonstrates, MarkWest Energy received fifty percent of Starfish’s taxable

income in 2007.
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Income Allocation Under MarkWest Energy’s Partnership Agreement

Q.14
A.

Q.15

Q.16

What type of entity is MarkWest Energy?

MarkWest Energy is a master limited partnership.

Please identify who held partnership interests in MarkWest Energy in 2007.

In 2007, MarkWest Energy GP, L.L.C. (“MarkWest GP”) was the general partner
with a two percent interest in MarkWest Energy. MarkWest GP also owned the
incentive distribution rights (“IDRs”) in MarkWest Energy.  MarkWest
Hydrocarbon, directly and through its subsidiaries, held as of December 31, 2007
12.5 percent of the limited partner interests in MarkWest Energy. The remaining
limited partner interests were owned by the public. MarkWest Hydrocarbon’s
total ownership interest in MarkWest Energy, including its approximately 90

percent ownership interest in MarkWest GP, was 14.1 percent.

Has the ownership of MarkWest Energy partnership interests changed in
2008?

Yes. On February 21, 2008, MarkWest Energy consummated the transactions
contemplated by its redemption and merger agreement with MarkWest
Hydrocarbon and MWEP, L.L.C., a wholly-owned subsidiary of MarkWest
Energy. A true and accurate copy of the redemption and merger agreement is
attached as Exhibit No. SPC-48. Pursuant to this agreement, MarkWest
Hydrdocarbon redeemed for cash approximately 3.9 million shares of its common
stock (the “redemption”). Following the redemption, all remaining shares of
MarkWest Hydrocarbon’s common stock were converted to MarkWest Energy

common units (the “merger”). As a result of the merger, MarkWest Hydrocarbon
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is now a wholly-owned subsidiary of MarkWest Energy. In connection with the
redemption and merger agreement, the IDRs and the two percent interest in
MarkWest Energy owned by MarkWest GP and the MarkWest Energy common
units owned by MarkWest Hydrocarbon were exchanged for Class A limited
partner interests in MarkWest Energy. As a result, MarkWest Hydrocarbon now
owns, either directly or through MarkWest GP, approximately 28.5 percent of the
limited partner interests of MarkWest Energy, with the remaining limited partner
interests held by the public. MarkWest Hydrocarbon now has a 99 percent
ownership interest in MarkWest GP. Exhibit No. SPC-49 contains pre- and post-

merger organizational charts depicting the change in ownership of MarkWest

Energy.

Did MarkWest Energy have a partnership agreement that was in effect in
20072

Yes, the Second Amended and Restated Agreement of Limited Partnership of
MarkWest Energy Partners, L.P. (“Second Amended Agreement”). | have
attached a true and accurate copy of the Second Amended Agreement in Exhibit

No. SPC-50.

Does that partnership agreement remain in effect today?

Yes, an amended version of that agreement is in effect today. The Second
Amended Agreement was amended to reflect the 2008 redemption and merger |
previously described. | have attached as Exhibit No. SPC-51 a true and correct

copy of the Third Amended and Restated Agreement of Limited Partnership of
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MarkWest Energy Partners, L.P. (“Third Amended Agreement”), which is the

version of the partnership agreement in effect today.

Please describe the allocation of income under the Second Amended
Agreement that was in effect in 2007.

For 2007, taxable income was allocated to each partner pursuant to Sections 6.1
and 6.2 of the Second Amended Agreement. For federal income tax purposes,
each item of MarkWest Energy’s 2007 income, gain, loss, and deduction was
determined on a monthly basis, as prescribed by the general partner, MarkWest
GP. Each of these items was then allocated among the partnership interests in a
manner consistent with the remedial (Section 704(c)) and basis adjustment
(Sections 734 and 743) principles of the Internal Revenue Code (“IRC”). Such
allocations also took into consideration the priority given to the Incentive
Distribution Rights of the partnership interests. The Second Amended Agreement

contains the details regarding all of these 2007 partnership allocations.

Has the allocation of income, gains, losses, and deductions changed under the
MarkWest Energy partnership agreement in effect today?

Yes. Under the Third Amended Agreement, the allocation of income, gains,
losses, and deductions no longer takes into account the priority given to the IDRs
of the partnership interests as the IDRs no longer exist. All allocations are based
on Sections 6.1 and 6.2 of the Third Amended Agreement, subject to the remedial

and basis adjustment principles of the IRC.



-

11

12

13

14

15

16

17

18

19

20
21

22

23

Q.21

A.

Q.22

A.

Exhibit No. SPC-46
Docket No. RP08-__ -000
Page 8 of 19

Is there any other documentation of MarkWest Energy’s allocation of
taxable income?

Yes. Each year, MarkWest Energy completes a Form 1065 that is filed with the
Internal Revenue Service (“IRS”). Schedule K of the Form 1065 shows
MarkWest Energy’s distribution of income to its partners. The relevant portions
of MarkWest Energy’s Form 1065 for 2006, including Schedule K, are contained
in Exhibit No. SPC-52. In conjunction with its Form 1065, MarkWest Energy

also produces Schedule K-1’s that it sends to each of its unitholders.

Why have you not included MarkWest Energy’s 2007 Form 1065 and related
2007 Schedule K-1’s as part of this filing?

MarkWest Energy’s actual Form 1065 for 2007 is not due to be filed until
October 15, 2008, and as of the date of this testimony has not been finalized.
Consequently, the 2007 Schedule K-1’s have likewise not yet been finalized.
However, at this time | do have available to me preliminary unitholder data
compiled by PricewaterhouseCoopers (“PWC”), which, subject to revisions
between now and October 15, 2008, will be used by MarkWest Energy to prepare
its 2007 Form 1065 and related Schedule K-1’s. | have conducted an analysis of
this 2007 MarkWest Energy unitholder data, a copy of which is contained in

Exhibit No. SPC-53.

Classification of MarkWest Energy’s 2007/2008 Unitholders

Q.23  Who were MarkWest Energy’s unitholders in 2007?

A

Based on my analysis of the 2007 MarkWest Energy unitholder data compiled by

PWC, the entity that assists MarkWest Energy in compiling unitholder
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information for purposes of preparing its Form 1065 and related Schedule K-1’s

each year, the partnership units of MarkWest Energy for 2007 were owned as

follows:
Individuals 37.7%
Corporations / LLCs taxed as Corporations 31.7%
Mutual Funds 27.2%
Pension Funds, IRAs, Keogh, etc. 3.2%
Entities where Stingray income is UBTI 0.2%
Tax exempt entities 0%

These results are reflected in my summary of the 2007 unitholder data, which is
attached in Exhibit No. SPC-53. In 2007, MarkWest Energy’s corporate
unitholders included the following affiliated MarkWest entities: MarkWest GP

and MarkWest Hydrocarbon.

Where does PWC get its information regarding MarkWest Energy’s
unitholders?

MarkWest Energy’s Common Units are publicly traded on the New York Stock
Exchange in a manner similar to corporate stock. Those wishing to become
partners in MarkWest Energy purchase Common Units through a brokerage firm,
bank, or other nominee dealing in these securities.

Specific information must be gathered and maintained by MarkWest
Energy regarding its partners to file a complete and accurate partnership return (or
Form 1065) with the IRS. To that end, IRC Section 6031(c) requires nominees to

collect information from investors purchasing publicly traded partnership interests
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and supply this information to the partnership. IRC Section 6031(c) states, in
part, “Any person who holds an interest in a partnership as a nominee for another
person shall furnish to the partnership, in the manner prescribed by the Secretary,
the name and address of such other person, and any other information for such
taxable year as the Secretary may by form and regulations prescribe.” In
accordance with IRC 6031(c), the nominee identifies the type of entity that
purchases a partnership unit through the nominee (such as a corporation or an
individual). The nominee creates a business record of the transaction specifying
the type of entity that purchased the unit and supplies that information to the
partnership or its agent.
MarkWest Energy employs PWC which, in turn, employs the firms Wall
Street Concepts (“WSC”) and Automated Data Processing (“ADP”) to
accumulate and provide to PWC the MarkWest Energy partnership unit
information gathered from the business records that various brokerage firms and
other nominees keep in accordance with IRC Section 6031(c). The information
that WSC and ADP accumulated from these nominees includes information
regarding the entity type of the MarkWest Energy partners. In addition to the
information WSC and ADP provide to PWC, unitholder information is also
provided directly to PWC by firms that do not provide data to WSC or ADP.
These include small banks and other small entities, as well as MarkWest Energy’s
transfer agent for registered unitholders. Finally, the unitholders themselves may

provide information. PWC uses the information from WSC, ADP, and these
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other sources to compile the information needed to prepare the final MarkWest

Energy Schedule K-1’s that are filed with the IRS.

You have explained that the MarkWest Energy unitholders have changed as
of February 21, 2008. How do you expect this change to impact the
ownership of MarkWest Energy during the test period?

The merger transaction will both affect the percentage of MarkWest Energy
unitholders in each classification and simplify MarkWest Energy’s allocation of
income amongst its partnership interests. After the merger, MarkWest Energy
now allocates its income amongst its partnership interests on an ownership
interest basis, subject to the remedial and basis adjustment principles of the IRC.
Based on the changes in unitholder ownership interests that occurred as a result of
the merger, the partnership units of MarkWest Energy are owned, to the best of

my knowledge, as follows:

Individuals 28.8%
Corporations / LLCs taxed as Corporations 49.0 %
Mutual Funds 17.3%
Pension Funds, IRAs, Keogh, etc. 3.5%
Entities where Stingray income is UBTI 1.3%
Tax exempt entities 0%

These results are reflected in my summary of the unitholder data for the test
period, which is attached in Exhibit No. SPC-54. MarkWest GP and MarkWest
Hydrocarbon are likely to continue to be the only affiliated corporate unitholders

of MarkWest Energy in 2008.
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Q.26 What data did you use as the basis for your test period analysis?

A.

My analysis of the post-redemption/merger classification of MarkWest Energy
unitholders was based on a combination of identified registered unitholders and
an estimated allocation for a small portion of not yet identified unitholders. The
identified registered unitholders, which represent approximately 80 percent of the
post-redemption/merger issued units, are comprised of MarkWest unitholders and
the unitholders identified from MarkWest Hydrocarbon’s non-objecting beneficial
owners schedule (“NOBO List”) that was received by our transfer agent as part of
the redemption and merger transaction. For the remaining 20 percent of post-
redemption/merger unitholders, | estimated the allocation of those unitholders
using two base case sources. First, I used the NOBO List received by our transfer
agent as part of the redemption and merger transaction as the basis for estimating
the allocation of the remaining non-identified 20 percent. My test year analysis
reflecting use of the NOBO List is contained in Exhibit No. SPC-54. Second, |
used the total known universe of pre-redemption/merger unitholders as the basis
for estimating the allocation of the remaining post-redemption/merger non-
identified 20 percent. My test year analysis reflecting use of the total known
universe of pre-redemption/merger unitholders is contained in Exhibit No.
SPC-55. As shown in a comparison of Exhibit No. SPC-54 to Exhibit No.
SPC-55, the estimated unitholder allocation based on the NOBO List ultimately
resulted in a slightly lower effective federal income tax rate for MarkWest Energy

than use of the pre-redemption/merger unitholder percentages. In order to remain
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conservative in my analysis of the test period changes, | adopted the analysis in

Exhibit No. SPC-54 as my recommended test period unitholder analysis.

Federal Income Tax Liability of MarkWest Hydrocarbon

Q.27

A.

Q.28

A.

Q.29

A.

Q.30

At what level are taxes paid on the Stingray income within the MarkWest
organization?

After MarkWest Energy’s taxable income is allocated to MarkWest GP and
MarkWest Hydrocarbon in accordance with the partnership agreement, the
taxable income allocated to each of these entities is included in MarkWest

Hydrocarbon’s Consolidated Return filed with the IRS.

What was MarkWest Hydrocarbon’s total 2007 income for federal income
tax purposes?

As shown in Exhibit No. SPC-56, MarkWest Hydrocarbon is estimating a total

2007 taxable income of approximately $48.2 million.

What federal income tax rate will MarkWest Hydrocarbon pay on that 2007
income?

35 percent.

Please explain how you know that the federal income tax rate for MarkWest
Hydrocarbon is 35 percent.

MarkWest Hydrocarbon is a sub-chapter C corporation, with federal taxable
income for calendar year 2007 well in excess of $10 million. As shown in Exhibit
No. SPC-57, $10 million is the threshold in 2007 at which the marginal federal
income tax rate for corporations switched from 34 to 35 percent. Accordingly,

MarkWest Hydrocarbon’s 2007 federal income tax rate is 35 percent.
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Do you have any reason to believe that MarkWest Hydrocarbon’s taxable
income will be subject to a different federal income tax rate during the test
period?

No, not at this time.

State Income Tax Liability of MarkWest Hydrocarbon

Q.32

A.

Q.33

Q.34

What was MarkWest Hydrocarbon’s total taxable income for state income
tax purposes in 2007?

MarkWest Hydrocarbon’s total taxable income for state income tax purposes was

the same as that for federal income tax purposes — $48.2 million.

What is the 2007 state income tax rate for MarkWest Hydrocarbon?

3.91 percent.

Please explain the basis for this state income tax rate.

This state income tax rate for MarkWest Hydrocarbon is a blended rate based on
MarkWest Hydrocarbon’s apportionment factors for each of the states in which
MarkWest Hydrocarbon is required to file a state income tax return in a given
year. My calculation of this 2007 blended state income tax rate using the
MarkWest Hydrocarbon apportionment factors is shown in Exhibit No. SPC-58.
As reflected in that exhibit, MarkWest Hydrocarbon filed state income tax returns
in Alabama, Colorado, lowa, Indiana, Kentucky, Kansas, Louisiana, Michigan,
Mississippi, Missouri, New Mexico, North Dakota, Ohio, Oklahoma,
Pennsylvania, South Carolina, Tennessee, Texas, Virginia, and West Virginia for

2007.
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Do you have any reason to believe that MarkWest Hydrocarbon’s taxable
income will be subject to different state income tax rates during the test
period?

No, not at this time.

Calculation of MarkWest Energy’s Blended Federal Income Tax Rate

Q.36
A.

Q.37

Did you calculate a 2007 federal income rate for MarkWest Energy?

Yes. As shown in Exhibit No. SPC-53, | calculated a 2007 base period federal

income tax rate of 31.630 percent for MarkWest Energy.

Please explain how you calculated this 2007 base period federal income tax
rate for MarkWest Energy.

As shown in Exhibit No. SPC-53, | calculated a 2007 federal income tax rate for
MarkWest Energy by weighting the federal income tax rates for the six categories
of unitholders Mr. Ganz directed me to use by the unit ownership classification
percentages | obtained by analyzing the unitholder data from PWC. Per Mr.
Ganz’s instruction, | assumed a federal income tax rate of 34 percent for all
corporate unitholders other than MarkWest Hydrocarbon, a 28 percent federal
income tax rate for individuals, mutual funds, and taxpaying beneficiary entities, a
34 percent federal income tax rate for those for whom income from Stingray is
unrelated business taxable income (“UBTI”), and a zero percent federal income
tax rate for tax exempt unitholders (there were no tax exempt unitholders of
MarkWest Energy in 2007). For MarkWest Hydrocarbon’s 14.1 percent
partnership interest in MarkWest Energy in 2007, | applied a federal income tax
rate of 35 percent because, as | previously explained, that is the federal income

tax rate that applies to MarkWest Hydrocarbon’s taxable income for 2007.
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Are there any adjustments to this blended 2007 base period federal income
tax rate for MarkWest Energy that need to be made for the test period?

Yes. As | previously explained, the February 2008 redemption and merger
changed the percentages of MarkWest Energy unitholders in each classification
category. These new unitholder classification percentages need to be applied,
using the same methodology | used for 2007, to calculate a federal income tax

rate for MarkWest Energy for the 2008 test period.

Have you calculated the impact these changes have on MarkWest Energy’s
blended federal income tax rate?

Yes. As shown in Exhibit No. SPC-54, the blended test period federal income tax
rate for MarkWest Energy, as adjusted for the changes in unit ownership that |

know have occurred since the 2008 redemption and merger, is 31.307 percent.

MarkWest Enerqgy’s State Apportionment Factors

Q.40

A

Q.41

Q.42

Did any of MarkWest Energy’s unitholders pay state income taxes on the
income they received from MarkWest Energy in 2007?

Yes.
In which states did those unitholders of MarkWest Energy pay state income
taxes?

Colorado, Kentucky, Louisiana, Mississippi, Michigan, Oklahoma, New Mexico,

and West Virginia.

How do you know that MarkWest Energy income was subject to income
taxes in those states?

The Schedule K-1 data compiled by PWC identifies the state where each of the

MarkWest unitholders receives its Schedule K-1. Unitholders were identified for
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each of the states | listed, and each of these states assesses a state income tax on

individuals and corporate entities.

How did MarkWest Energy determine the amount of income to be
apportioned to each state for state income tax purposes?

MarkWest Energy used each of the identified state’s prescribed methods for
income apportionment to determine an apportionment factor for each state. | have
attached in Exhibit No. SPC-59 a chart identifying the apportionment methods
prescribed by each of the identified states for assessing the portion of an entity’s

income subject to state income taxes in the state.

Have you provided an exhibit showing the calculation of the 2007 state
apportionment factors for MarkWest Energy?

Yes. Exhibit No. SPC-60 shows my calculation of the 2007 state apportionment

factors for MarkWest Energy.

Do any adjustments to MarkWest Energy’s 2007 state apportionment factors
need to be made for the test period?

No. Even though I know that ownership of the MarkWest Energy units changed
as of February 13, 2008, and | could assess that change in ownership with respect
to federal income taxes, | have no information at this time regarding the states in
which each of the unitholders will be residing for purposes of the 2008 tax year.
Since the states of residence for a fair portion of the new unitholders is not known
and measurable at this time, | recommend that no test year adjustment be made to

the 2007 state apportionment factors for MarkWest Energy.
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Property Damage Insurance Premiums

Q.46

Q.47

Q.48

Q.49

Did MarkWest Energy maintain an insurance policy in 2007 with respect to
its interest in Stingray protecting against property damage to Stingray’s
facilities?

Yes.

What were the annual premiums for that coverage for the policy years ended
April 30, 2007 and April 30, 2008?

For the policy period ended April 30, 2007, the property damage premium was
$1,463,109, which included an allocated loss load of $708,618, and the business
interruption premium was $71,471. For the policy year ended April 30, 2008, the
property damage premium was $714,410 and the business interruption premium

was $130,645.

What was the total amount MarkWest Energy spent on premiums during the
base period for property damage and business interruption coverage?

Based upon a pro-ration of the annual premiums for the policy years ended
April 30, 2007 and April 30, 2008, MarkWest Energy spent $873,921 for its
property damage premium and $122,435 for its business interruption premium

during the base period.

Have there been any lapses in those insurance policies?

No.
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Does MarkWest Energy have property damage and business interruption
insurance policies for Stingray in effect today?

Yes. MarkWest Energy currently maintains property damage and business
interruption insurance for Stingray for a policy period of May 1, 2008 to April 30,

20009.

Has there been any change in MarkWest Energy’s premiums for that
property damage and business interruption insurance during the test period?

Yes, MarkWest Energy’s property damage premiums for Stingray for the policy
year ending April 30, 2009 decreased from the prior policy year by approximately
$122,000 to $751,524 and its business interruption premiums for the policy year
ending April 30, 2009 decreased from the prior policy year by approximately
$20,000 to $102,645. Because of the substantial level of claims incurred in the
summer of 2005, and the associated ongoing impact on insurance costs, despite
this minor decrease in premium costs for the policy year ending April 30, 20009,
MarkWest Energy’s property damage and business interruption premiums for
Stingray are still one and a half times higher than the pre-hurricane premiums for
the same types of coverage, and MarkWest’s current level of coverage is far less
than the level of coverage it had for the policy year ended March 31, 2006. In
short we continue to pay substantially greater premiums for far less coverage than

when we initially acquired our interest in Stingray in 2005.

Does this conclude your prepared direct testimony?

Yes, it does.
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For calendar year 2007, or tax

[] Finatic-s

,—l Amended K-1
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. b51L07
OMB No. 1545-0099

‘Partner’s Share of Current Year Income,
Deductions, Credits

and Other ltems

-000

Page 1 of 4

year begioning 2007 1 Ordinary business income (loss) 15 {Credits
Department of the Treasury : ’ :
Intemal Revenue Sanvice ending ,20 3,578,737,
2 Net rental real estate income (loss)}
Partner’s Share of income, Deductions,
Credits, etc. P See back of form and separate Instructions. 3 | Other net rental income (loss) 16 | Forelgn transactions
"B _information About the Partnership s | Guaraniead payments
A Partnership's employer identification number
76-0663813 5 | interest income
B Partnership's name, address, cily, state, and ZIP code o 91,383.
6a |} Qrdinary dividends
Starfish Pipeline Company, LLC 6b | Qualified dividends
1100 Louisiana, Suite 3300
Houston, TX 77002 7  [Royatties
€ IRS Center where partnership filed return
jogden 8 Net short-term capital gain (joss)
D[] check it this is a publicly traded pantnership (FTP) 8a | Netlong-term capital gain (ioss) | 17 | Alternative minimum tax (AN) Rems
- I . A 1,387,583,
IR informatior About the Partner . . b | Collectibles (28%) gain (foss)
E Partner's identifying number 2 .
9c | Unrecaptured section 1250 gain
27-0005456
F Partner's name, address, city, state, and ZIP code 10§ Net section 1231 gain {loss) 18 | Tax-exempt income and
nondeductibie expenses
11 Othsr income (loss) C* 3,313.
MarkWest Energy Partners, L.P. )
155 Inverness Drive West, Suite 200
Denver, CO 80112
G General partner or LLC [x ] vimited panner or otherLLC
member-manager member 19 | Distributions
H Domestic partner D Foreign pariner 12 | Section 179 deduction A 10,839,070,
i What typa of entity Is this partner? Partnership 13 | Other deductions
J  Partner's share of proft, loss, and capital: ’ 20 | Other information
Beginning Ending
Profit 50.,0Q0000 % 50.000000 % A 91,383.
Loss 50.000000 % 50.000000 %
Capital 50.000000 % 50.000000 % W* STMT
K Partners share of liablifies at year end: 14 | Selt-employment eamings (loss)
NORFECOULSE « « = « o o o « + « « 3 11,919,904,
Qualified financing « . - §
RECOUISE « v v ¢ o o o .. «$
*See attached statement for additional information.
L Partner's capital account analysis:
Beginning capitalaccount . . . . « § 59,719,439,

Capital contributed during theyear. . §

=
[=4
Current year in {d Y. o o $ 6,058,916. )
Withdrawals & jons . v .. 8 10,839,070.) >
Ending capitalaccount . « . . . . . 3 54,939,285, 4
5
Tax basis aaap || section 704y boak w

Qther {explain)

For Paperwork Reduction Act Motice, see Instructions for Form 1065,
Jsa
7P 1200 2.000

0Q0002

06/04/2008 11:42:00 v2007.055
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‘Starfish Pipeline Company, LLC 76-0663813
Sch K-1 Supporting Schedules Partner # 2 MarkWest Energy Partners, L.P.
‘Item L - Reconciliation of Income
Total Income per Schedule K-~1 3,670,120.
Less: Expenses récorded on books, not included on Sch. K-
Depreciation 4,098,545.
Travel and entertainment 3,313.
Bmortization 172,027.
Asset Retirement Obligations 252,595,
Plus: Deductions on Sch. K-1, not charged against books:
Depreciation 7,352,572.
Amortization 26,494,
Other Tax Deductions Not on Books -463,789.
Less: Other decreases to partner's capital
Rounding 1.
Total Income per Item L, Current year incr{decr) 6,058,916.

Item. L - Withdrawals and Distributions

Cash distributions

Total Withdrawals and Distributions

Line 5 - Interest Income

Other Interest Income

Sch K: Other Interest Income

Total Interest Income

Line 18c - Nondeductible Expenses

Travel and entertainment eXpense nondeductible

Total Nondeductible Expenses

Line 20 — Other Information

W Other Information:

Other Items Not Included in Item L, Current Yr Incr (Decr):

Depr Allocated Pursuant IRC 743(b)

7P9000 1.000

0000Q2 06/04/2008 11:42:00 V2007.055

10,839,070.

10,839,070.

91,383.

91,383.

-4,124,190.
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PTR # 2 MarkWest Epergy Partners, L.P. Starfish Pipeline Company, LIC 76-0663813
Schedule of Activities Typs of Acthity Dispasad aum PP [ Passthrough
A: starfish Pipeline Company, LLC ] Portfolio No No No Yo
B: Starfish Pipeline Company, 1LC Gen. T\B So | Mo No Yo
C:
D: X 1.
A B [
1 Ordinary bisines$ inboeioss). © 0L L T Lo sl e
2 Net rental real estate iﬁEorﬁe:(iés‘é) ,,,,,, R ]
3 Other net rental income QossSy . . . . e e,
4 Guaranteedpayments, , , . ... .. e
5 Interestincome . . . . . ... ... ... 91,383.
5|62 Ordinarydividends ., . ., .. ... .. ........ ..
S1sb  Qualfieddividends . . ... ... ... ........
217 ROYVEHIES |, .\ it e e
g8 Net short-term capital gain @08S), . . . . . .\ n i o ..
T ]9a  Netlong-term capitat gain {loss) , . . . . R, e
Sb Caolfectibles (28%) gain (10SS) |, . . . . . . . @ v e ..
9c Unrecaptured section 1250 gain, | . . .. ... ... ...
10 Netsection 1231 gainfoss). . . . . . .. PN e
11 Otherincome(foss} . . .+ » = o o o o o v s o PP
12 Section 179 deduction | | _ | e e e e e
2 {13af Contributions , . , ., ., e .
2 |13h,k  Deductions refated to portfolio income . .
'§ 13g Interest expense on investmentdebts ., ., .., . ...
“ 1181 Section 59(e)2) wpenditures . , . . ... ... ... ...
13i-v Otherdeductions . « « « v o v e i 0 4 o e o v s e n v e v a
15a Low-income housing credit (section 42G)5)) , . . .. ... ..
15b Low-income housing credit (other) , _ _ . . . . ... e e
% 15¢ Qualified rehabilitation expenditures (rental real estate) |
5 15d Other rental real estate credits , | | |, . |,
153 Other rental crEdits -------- - - uw * e e e a6 s :
15fp  OthercredilS o o v e w v v o v o o o v i a e s e :
16b Grass'income from alfsourees | | |, ., .. . e 4
16¢c Gross income sourced at.partner level | _ . . .
16d Fareign gross income (parinership level): Passive | |
16e Fareign gross income (partnership level): General categeries | | 3
= 16f Foreign gross income (partnership level): Other ______ .
S 1169 D d and apportioned (partner level): Interést exp R .
21160  Deductions al and appartioned (partner level); Gther | | | |
E 16i Deductions alf and apportioned iplevel); Passiva _ . | ,
g | 16i D i i d'and d (partnership level): General
g |16k Deductions altocated and apportioned (partnership level): Other | | | _ |
* [re Total foreign taxes pald | . ... ... .. e e
16m Total foreign taxesaccrued | | _ . . ., ... ... .. ...
16n Reduction in taxes available forcredit . _ , , . .. ... ...
160 Foreign trading gross receipts _ | .
16p Extraterritorial Income exclusion | .
169 Other foreign transactions, . . . .
17a Past-1936 depreciation adjustment . 1,387,583,
gB[17b  Adustedganorloss L. .. ...
?E.g 17¢c Depletion (ctherthanollandgas) _ _ , . . . ... ... S
gE 17d Gross income from ofl gas, ahd geathermal L.
<§l17e Deductions from ofi, gas, andgecthermal _ . .. ...
17 Other AMTHems . . . o v v v o0 0w oy
Eg18a  Taxexemptintersstincome . ., ... ... e
%': 18b Other tax-exemptincome - | . '
E818c  Nondeductible expenses. . . .. . .. ... . ... e 3,313,
. |20a  investmentificome . 191,383, :
§ 20b Invesiment expenses |
20c-w _ Otherinformation. ., ... .. .. ... fmee e e . e
JSA
7P9011 3.000
000002 06/04/2008 11:42:00 v2007.055 33
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‘Starfish Pipeline Company, LLC . 76-0663813
Partner Activities Detail Partner # 2 MarkWest Energy Partners, L.P.

‘Activity: Starfish Pipeline Company, LLC

Line 20 - Other Informapion

Other items not carrying to Item L, currént yr incr(decr) - =~ = -4,124,190.

Statement #1
7P9000 1.000
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AGREEMENT AND PLAN OF REDEMPTION AND MERGER
by and among

MarkWest Hydrocarbon, Inc.
MarkWest Energy Partners, L.P.
and

MWEP, L.L.C.

Dated as of September 5, 2007

W
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AGREEMENT AND PLAN OF REDEMPTION AND MERGER

This AGREEMENT AND PLAN OF REDEMPTION AND MERGER, dated as of
September 5, 2007 (this “Agreement”), is entered into by and among MARKWEST
HYDROCARBON, INC., a Delaware corporation (“Hydrocarbon”), MARKWEST ENERGY
PARTNERS, L.P., a Delaware limited partnership (“Energy Partners™), and MWEP, L.L.C., a
Delaware limited liability company (“MergerCo”) and a wholly-owned subsidiary of Energy
Partners. :

WITNESSETH:

WHEREAS, the Board of Directors of Hydrocarbon (the “Hydrocarbon Board”), upon
the recommendation of the Deal Committee (as defined herein), and the Board of Directors of
MarkWest Energy GP, L.L.C., the general partner (the “General Partner”) of Energy Partners,
upon the recommendation of the Conflicts Committee (as defined herein), have determined that
it is in the best interests of Hydrocarbon and its stockholders, and Energy Partners and its limited
partners, respectively, to consummate the business combination provided for herein pursuant to
which (i) Hydrocarbon will, subject to the terms and conditions set forth herein, redeem in the
Redemption (as defined herein) a portion of its outstanding shares of Hydrocarbon Common
Stock (as defined herein) and then (i) MergerCo will, subject to the terms and conditions set
forth herein, merge (the “Merger”) with and into Hydrocarbon, with Hydrocarbon surviving,
such that following the Redemption and Merger, Hydrocarbon will be a direct, wholly owned
subsidiary of Energy Partners;

WHEREAS, the Fox Support Agreement (as defined herein), the Exchangc Agreement
(as defined herein) and the Class B Membership Interest Contribution Agreement (as defined
herein) have been entered into simultaneously with the execution of this Agreement; and

WHEREAS, the parties desire to make certain representations, warranties and agreements
in connection with the Redemption and Merger and also to prescribe certain conditions to the
Redemption and Merger. '

NOW, THEREFORE, in consideration of the mutual covenants, representations,

warranties and agreements contained herein, and intending to be legally bound hereby, the
parties hereto agree as follows: ’

ARTICLE1

CERTAIN DEFINITIONS

Section 1.1 Certain Definitions. As used in this Agreement, the following terms shall
have the meanings set forth below:

“Acquisition Proposal” means: any proposal or offer from or by any Person other than

Energy Partners and MergerCo relating to (i) any direct or indirect acquisition of (A) all or
substantially all of the assets of Hydrocarbon and its Subsidiaries, taken as a whole, (B) more

HOU:2722261.11
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than 20% of the outstanding equity securities of Hydrocarbon or (C) a business or businesses that
constitute more than 20% of the cash flow, net revenues, net income or assets of Hydrocarbon
and its Subsidiaries, taken as a whole; (ii) any tender offer or exchange offer, as defined pursuant
to the Exchange Act, that, if consummated, would result in any Person beneficially owning more
than 20% of the outstanding equity securities of Hydrocarbon; or (iii) any merger, consolidation,
business combination, recapitalization, liquidation, dissolution or similar transaction involving
Hydrocarbon, other than the Redemption and Merger, pursuant to which the stockholders of
Hydrocarbon prior to consummation of such transaction would hold less than 80% of the
outstanding shares or equity interests of the surviving or resulting Person or parent thereof,

“Affiliate” has the meaning set forth in Rule 405 of the rules and regulations of the
Securities Act, unless otherwise expressly stated herein.

, “Aggregate Consideration” shall mean the sum of (x) the Total Stock Consideration and
(y) the Total Cash Amount. ,

“Agreement” shall have the meaning set forth in the introductory paragraph to this
Agreement.

“Amended and Restated Partnership Agreement” shall mean the Third Amended and
Restated Agreement of Limited Partnership substantially in the form attached hereto as Annex A.

“Appraisal Shares” shall have the meaning set forth in Section 3.3.

“Business Day” shall mean any day which is not a Saturday, Sunday or other day on
which banks are authorized or required to be closed in the City of New York. '

“Cash Designated Shares” shall have the meaning set forth in Section 3.2(e)(ii)(B).

“Cash Election Shares” shall have the meaning set forth in Section 3.2(b).

“Certificate” shall have the meaning set forth in Section 3.1(f).

“Certificate of Merger” shall have the meaning set forth in Section 2.2(b).

“Change in U.S. Federal Tax Law” shall have the meaning set forth in Section 7;15(b).

“Claim” shall have the meaning set forth in Section 6, 12(2).

“Class A Units” shall mean the Class A units representing limited partner interests of
Energy Partners having the rights and obligations specified with respect to such Class A Units in

the Amended and Restated Partnership Agreement.

“Class B Membership Interest Contribution Agreement” shall mean the Class B
Membership Interest Contribution Agreement, dated the date hereof, entered into among Energy
Partners and the holders of Class B membership interests in the General Partner named therein.

“Closing” shall have the meaning set forth in Section 2.3.

HOU:2722261.11
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“Closing Date” shall have the meaning set forth in Section 2.3.
“Code” shall mean the Internal Revenue Code of 1986, as amended.

“Common Units” shall mean the common units representing limited partner interests of
Energy Partners having the rights and obligations specified with respect to Common Units in the
Partnership Agreement and Amended and Restated Partnership Agreement.

“Compensation and Benefit Plans” shall have the meaning set forth in Section 5.3(D)(1).

- “Confidentiality Agreement” shall mean a confidentiality agreement substantially in the
- form attached hereto as Annex E (the “Confidentiality Agreement”).

“Conlflicts Committee” shall mean the Conflicts Committee of the Board of Directors of
the General Partner, consisting (as of the date hereof) of William P. Nicoletti, Keith E. Bailey
and Charles K. Dempster.

“Deal Committee” shall mean the Deal Committee of the Hydrocarbon Board, consis.ting
(as of the date hereof) of Michael L. Beatty, Karen L. Rogers, Donald D. Wolf and William F.
Wallace.

“Delaware LP Act” shall mean the Delaware Revised Uniform Limited Partnership Act,
as amended. .

“Deemed Stock Amount” shall mean the Total Common Stock Amount; provided,
however, that regardless of the actual number of shares of Hydrocarbon Common Stock
outstanding immediately prior to the Redemption, which shall take place immediately prior to
the Effective Time, in no event shall the Deemed Stock Amount exceed the sum of
(1) 11,954,334 and (ii) the aggregate number of shares of Hydrocarbon Common Stock, if any,
issued by Hydrocarbon after the date of this Agreement in accordance with Section 4.2.

“DGCL” shall mean the Delaware General Corporation Law.
“Disclosure Schedule” shall have the meaning set forth in Section 5.1.

“Dissenting Holders” shall mean Hydrocarbon stockholders who have demanded
appraisal in accordance with the provisions of Section 262 of the DGCL with regard to the
Redemption Charter Amendment or the Merger concerning their right to object to and dissent
from the Redemption Charter Amendment or the Merger.

“Effective Time” shall have the meaning set forth in Section 2.2(b).
“Election Deadline” shall have the meaning set forth in Section 3.2(b).
“Election Form” shall have the meaning set forth in Section 3.2(a).

“Election Form Record Date” shall have the meaning set forth in Section 3.2(a).
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“Energy Partners” shall have the meaning set forth in the introductory paragraph to this
Agreement.

“Energy Partners Change in Recommendation” shall have the meaning set forth in
Section 6.2.

“Energy Partners’ Disclosure Schedule” shall mean the Disclosure Schedule delivered by _
Energy Partners pursuant to Section 5.1.

“Energy Partners Meeting” shall have the meaning set forth in Section 6.2.

“Energy Partners Phantom Units” shall mean the phantom (notional) Common Units
granted under the MarkWest Energy Partners, L.P. Long-Term Incentive Plan.

“Energy Partners Termination Fee” shall mean an amount equal to $15 million in cash.
“Energy Partners Recommendation” shall have the meaning set forth in Section 6.2.
“Energy Partners Unitholder Approval” shall have the meaning set forth in Section 7.1.

“Environmental Laws” shall mean all applicable local, state and federal environmental,
health and safety laws and regulations, including, without limitation, the Resource Conservation
and Recovery Act, the Comprehensive Environmental Response, Compensation, and Liability
Act, the Clean Water Act, the Federal Clean Air Act, and the Occupational Safety and Health
Act, each as amended, regulations promulgated thereunder, and state counterparts.

“ERISA” shall mean the Employee Retirement Income Security Act of 1974, as
amended.

“ERISA Affiliate” shall have the meaning set forth in Section 5.3(I)(iv).

“Escrow Agent” shall mean Wells Fargo Bank, N.A. as escrow agent for the benefit of
Energy Partners for certain payments under Article IX.

“Escrow Fund” shall have the meaning set forth in Section 9.1(g).

“Exchange Act” shall mean the Securities Exchange Act of 1934, as amended, and the
rules and regulations thereunder. '

“Exchange Agreement” shall mean the Exchange Agreement among Hydrocarbon,
Energy Partners and the General Partner entered into simultaneously with the execution of this
Agreement.

“Exchange Fund” shall have the meaning set forth in Section 3.5.

“Exchange Ratio” shall mean the quotient, rounded to the nearest ten-thousandth,
obtained by dividing the Per Share Consideration by the Final Energy Partners Unit Price.

“Excluded Party” shall have the meaning set forth in Section 6.6(a).
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“Expenses” shall have the meaning set forth in Section 9.1(f).

“Final Energy Partners Unit Price” shall mean the volume-weighted average of the
trading sale prices per Common Unit as reported on the NYSE during the Valuation Period. The
Final Energy Partner Unit Price shall be calculated to the nearest one-hundreédth of one cent.

“Fox Support Agreement” shall mean the Voting Agreement among John M. Fox and
MWHC Holdings Inc. and Energy Partners, entered into simultaneously with the execution of
this Agreement. '

“General Partner” shall have the meaning set forth in the recitals to this Agreement.

“General Partner Units” shall mean the general partner units representing a general
partner interest in Energy Partners having the rights and obligations specified with respect to
General Partner Units in the Partnership Agreement.

“Governmental Authority” means any national, state, local, county, parish or municipal
government, domestic or foreign, any agency, board, bureau, commission, court, tribunal,
subdivision, department or other governmental or regulatory authority or instrumentality, or any
arbitrator in any case that has jurisdiction over Hydrocarbon or Energy Partners, as the case may
be, or any of their respective properties or assets.

“Hydrocarbon” shall have the meaning set forth in the introductory paragraph of this
Agreement.

“Hydrocarbon Board” shall have the meaning set forth in the recitals to this Agreement.
“Hydrocarbon Bylaws” means the bylaws of Hydrocarbon.

“Hydrocarbon Change in Recommendation” shall have the meaning set forth in
Section 6.6(c).

“Hydrocarbon Charter” means the certificate of incorporation of Hydrocarbon.

“Hydrocarbon Common Stock” means the Common Stock, par value $.01 per share, of
Hydrocarbon.

“Hydrocarbon Meeting” shall have the meaning set forth in Section 6.2.
“Hydrocarbon Recommendation” shall have the meaning set forth in Section 6.2.

“Hydrocarbon Restricted Stock” shall mean shares of Hydrocarbon Common Stock that
have been granted to employees, directors and consultants of Hydrocarbon or its Subsidiaries and
as of the Redemption, which shall take place immediately prior to the Effective Time, are subject
to a “substantial risk of forfeiture” within the meaning of Section 83 of the Code.

“Hydrocarbon Stockholder Approval” shall have the meaning set forth in Section 7.1.
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“Hydrocarbon Stock Options” means all employee and director stock options to purchase
shares of Hydrocarbon Common Stock pursuant to awards granted under any of the Hydrocarbon
Stock Option Plans.

“Hydrocarbon Stock Option Plans” shall mean the Hydrocarbon 2006 Stock Incentive
Plan, the Hydrocarbon 1996 Stock Incentive Plan, the Hydrocarbon 1996 Non-Employee
Director Stock Option Plan and any other plan pursuant to which any Hydrocarbon Stock Option

' is granted.

“Hydrocarbon Termination Fee” shall mean an amount equal to $15 million in cash;
provided, however, if Hydrocarbon terminates in accordance with Section 8.1(d)(i) and enters
into a definitive agreement with respect to a Superior Proposal prior to the No Solicitation Start
Date or a definitive agreement with an Excluded Party, then “Hydrocarbon Termination Fee”
shall mean an amount equal to $7.5 million in cash.

“Hydrocarbon’s Disclosure Schedule” shall mean the Disclosure Schedule delivered by
Hydrocarbon pursuant to Section 5.1.

“HSR” shall mean the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as
.amended, and the rules and regulations thereunder.

“IDRs” shall mean the Incentive Distribution Rights as defined in the Partnership
Agreement.

“Indemnification Expenses” shall have the meaning set forth in Section 6.12(a).
“Indemnified Party” shall have the meaning set forth in Section 6. 12(a).
“Joint Proxy Statement” shall have the meaning set forth in Section 6.3(a).

“Lien” shall mean any charge, mortgage, pledge, security interest, restriction, claim, lien,
or encumbrance.

“LLC Act” shall have the meaning set forth in Section 2.2(b).
“Mailing Date” shall have the meaning set forth in Section 3.2(a).

“Material Adverse Effect” shall mean, with respect to either Hydrocarbon or Energy
Partners, any effect that (i) is or could reasonably be expected to be material and adverse to the
financial position, results of operations, business or assets of Hydrocarbon and its Subsidiaries
taken as a whole, or Energy Partners and its Subsidiaries taken as a whole, respectively, or (ii)
materjally impairs or could reasonably be expected to materially impair the ability of
Hydrocarbon or Energy Partners, respectively, to perform its obligations under this Agreement or
otherwise materially threaten or materially impede the consummation of the Redemption and
Merger and the other transactions contemplated by this Agreement; provided, however, that
Material Adverse Effect shall not be deemed to include the impact of (a) circumstances affecting
the gathering, processing or fractionation of natural gas companies generally, (b) the natural gas
pipeline, treating and processing industry generally (including the price of natural gas and the
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cost associated with the drilling and/or production of natural gas), (c) any general market,
economic, financial or political conditions, or outbreak or hostilities or war, in the United States
or (d) the effects of the Redemption and Merger and compliance by either party with the
provisions of this Agreement on the financial position, results of operations, business or assets of
such party and its Subsidiaries, or the other party and its Subsidiaries, as the case may be, so long
as, in the case of clauses (a), (b) or (¢), the impact on Hydrocarbon or Energy Partners is not
disproportionately adverse as compared to others in the industry.

“Meeting” shall have the meaning set forth in Section 6.2.
“Merger” shall have the meaning set forth in the recitals to this Agreement.

“MergerCo” shall have the meaning set forth in the introductory paragraph in this
Agreement.

“Multiemployer Plans” shall have the meaning set forth in Section 5.3(1)(iii).

“No-Solicitation Period Start Date” means 30 days immediately following the date of this
Agreement.

“Non-Electing Shares” shall have the meaning set forth in Section 3.2(b).
“Non-Compliance Event” shall have the meaning set forth in Section 5.3(i)(i).
“Non-Compliance Notification” shall have the meaning set forth in Section 5.3(i)(iii).
“Non-Qualifying Income Cushion” shall have the meaning set forth in Section 9.1(g).
“NYSE” shall mean the New York Stock Exchange.

“Partnership Agreement” shall mean the Second Amended and Restated Agreement of
Limited Partnership of Energy Partners, as in effect immediately prior to the Effective Time.

“Pension Plan” shall have the meaning set forth in Section 5.3(1)(iii).
“Per Share Cash Consideration” shall have the meaning set forth in Section 3. 1(a).

“Per Share Consideration” shall mean the quotient, rounded to the nearest ten-thousandth,
obtained by dividing the Aggregate Consideration by the Total Common Stock Amount.

“Per Share Stated Cash Consideration” shall mean the prbduct, rounded to the nearest
ten-thousandth, of (x) $20 multiplied by (y) a fraction, the numerator of which is the Deemed
Stock Amount and the denominator of which is the Total Common Stock Amount.

“Per Share Stated Unit Consideration” shall mean a number (which need not be a whole
number) of Common Units equal to the product, rounded to the nearest ten-thousandth, of (x)
1.285 multiplied by (y) a fraction, the numerator of which is the Deemed Stock Amount and the
denominator of which is the Total Common Stock Amount.
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“Per Share Unit Consideration” shall mean a number (which need not be a whole
- number) of Common Units equal to the Exchange Ratio.

“Permitting Violation” shall have the meaning set forth in Section 5.3(1)(1i).

“Person” or “person” shall mean any individual, bank, corporation, partnership, limited
liability company, association, Joint-stock company, business trust or unincorporated
organization. '

“Plans” shall have the meaning set forth in Section 5 ) 3ii).

“Previously Disclosed” by a party shall mean information set forth in its Disclosure
Schedule.

“Redemption” shall mean redemption of shares of Hydrocarbon Common Stock pursuant
to and in accordance with the Redemption Charter Amendment.

“Redemption Charter Amendment” shall mean the Certificate of Amendment to the
Certificate of Incorporation of Hydrocarbon in the form attached hereto as Annex B.

“Redemption/Exchange Agent” shall mean Wells Fargo, N.A. or such other entity as may
be selected by Energy Partners subject to the reasonable approval of Hydrocarbon.

“Redemption/Merger Consideration” shall have the meaning set forth in Section 3.1(b).

“Redemption Shares” shall mean all Stated Consideration Cash Shares and all Cash
Election Shares unless (1) the aggregate cash amount that would be paid upon the redemption of
the Cash Election Shares is greater than the Total Remaining Cash Amount, in which case only
the Stated Consideration Cash Shares and those Cash Election Shares that are not Unit
Designated Shares shall constitute Redemption Shares, or (2) the aggregate cash amount that
would be paid upon the redemption of the Cash Election Shares is less than the Total Remaining
Cash Amount, in which case all Stated Consideration Cash Shares, Cash Election Shares and
Cash Designated Shares shall constitute Redemption Shares. Redemption Shares shall not
include Treasury Shares, shares held by Energy Partners or its Subsidiaries and, to the fullest
extent permitted by law, shares of Dissenting Holders and Hydrocarbon Restricted Stock.

“Registration Statement” shall have the meaning set forth in Section 6.3(a).
“Regulatory Authorities” shall have the meaning set forth in Section 5.3(h)(ii).

“Representatives” shall mean with respect to a Person, its directors, officers, employees,
agents and representatives, including any investment banker, financial advisor, attorney,
accountant or other advisor, agent or representative; provided, however, that John Fox shall not
be considered a Representative for purposes of this Agreement.

“Restructuring Transactions” shall mean the following, collectively, as provided for in
the Exchange Agreement: the exchange by Hydrocarbon of its 4,938,992 Common Units for
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Class A Units and the exchange by the General Partner of its 2% economic interest in Energy
Partners and the IDRs for Class A Units.

“Rights” shall mean, with respect to any person, securities or obligations convertible into
or exchangeable for, or giving any person any right to subscribe for or acquire, or any options,
calls or commitments relating to, equity securities of such person.

“Rule 145 Affiliate” shall have the meaning set forth in Section 6.7(a).

“SEC” shall mean the Securities and Exchange Commission.

“SEC Documents” shall have the meaning set forth in Section 5.3(g).

“Securities Act” shall mean the Securities Act of 1933, as amended, and the rules and
regulations thereunder. '

“Significant Subsidiaries” shall have the meaning ascribed to such term in Section
1-01(w) of Regulation S-X under the Securities Act. '

“Stated Consideration” shall mean an amount equal to the Per Share Stated Cash
Consideration plus the Per Share Stated Unit Consideration. '

“Stated Consideration Cash Shares” shall have the meaning set forth in Section 3.2(b).

“Stated Consideration Shares” shall have the meaning set forth in Section 3.2(b).

“Stated Consideration Unit Shares” shall have the meaning set forth in Section 3.2(b).

“Subordinated Units” shall mean the subordinated units representing limited partner
interests of Energy Partners having the rights and obligations specified with respect to

Subordinated Units in the Partnership Agreement.

“Subsidiary” shall have the meaning ascribed to such term in Rule 1-02 of Regulation
S-X under the Securities Act, except, in the case of Hydrocarbon, Energy Partners and its
Subsidiaries shall not be deemed to be Subsidiaries of Hydrocarbon.

“Superior Proposal” means any Acquisition Proposal (except that references to 20%

within the definition of “Acquisition Proposal” shall be replaced by “50%”) made by a third

party on terms that the Hydrocarbon Board (acting through the Deal Committee) determines, in
its good faith judgment, after consulting with its or the Deal Committee’s, as applicable,
financial advisors and outside legal counsel, and taking into account all financial, legal,
regulatory and other aspects of the Acquisition Proposal (i) to be more favorable to
Hydrocarbon’s stockholders, including the Unaffiliated Stockholders, from a financial point of
view than the Redemption and Merger, taken together, and (ii) that is reasonably capable of
being consummated.

“Surviving Entity” shall have the meaning set forth in Section 2.2(a).
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“Takeover Law” means any “fair price,” “moratorium,” “control share acquisition,”
“business combination” or any other anti-takeover statute or similar statute enacted under state or
federal law.

- “Taxes” shall mean all taxes, charges, fees, levies or other assessments, including,
without limitation, all net income, gross income, gross receipts, sales, use, ad valorem, goods and
services, capital, transfer, franchise, profits, license, withholding, payroll, employment, employer
health, excise, estimated, severance, stamp, occupation, property or other taxes, custom duties,
fees, assessments or charges of any kind whatsoever, together with any interest and any
penalties, additions to tax or additional amounts imposed by any taxing authority.

“Tax Returns” shall have the meaning set forth in Section 5.3(0).
“Termination Date” shall have the meaning set forth in Section 8.1(b)(i).

“Total Cash Amount” shall mean the product obtained by multiplying (x) $20.00 by
(y) the Deemed Stock Amount. '

“Total Common Stock Amount” shall mean the total number of shares of Hydrocarbon
Common Stock, less the number of shares of Hydrocarbon Restricted Stock, outstanding
immediately prior to the Redemption, which shall take place immediately prior to the Effective
Time. ‘

“Total Remaining Cash Amount” shall mean the amount of cash equal to the (x) Total
Cash Amount minus (y) the Total Stated Consideration Cash Amount.

“Total Stated Consideration Cash Amount” shall mean the product obtained by
multiplying (x) the Per Share Cash Consideration by (y) the total number of Stated Consideration
Cash Shares.

“Total Stock Amount” shall mean the product obtained by multiplying (x) 1.285 by
(y) the Deemed Stock Amount.

“Total Stock Consideration” shall mean the product obtained by multiplying (x) the Total
Stock Amount by (y) the Final Energy Partners Unit Price. ‘

“Treasury Shares” shall mean shares of Hydrocarbon Common Stock owned by
Hydrocarbon or any of its Subsidiaries at the Effective Time.

“Unaffiliated Stockholders” means the holders of Hydrocarbon Common Stock, other
than John M. Fox and MWHC Holdings Inc., their respective affiliates, and the respective
officers and directors of Hydrocarbon and the General Partner.

“Unit Designated Shares” shall have the meaning set forth in Section 3.2(e)(i)(B).

“Unit Election Shares” shall have the meaning set forth in Section 3.2(b).

10
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“Unit Issuance” shall mean (i) the issuance of Common Units in the Merger pursuant to
this Agreement and (ii) the issuance of Class A Units to Hydrocarbon and the General Partner in
the Restructuring Transactions.

“Unit Majority” shall mean the Unit Majority as defined in the Partnership Agreement.

“Valuation Period” shall mean the ten consecutive trading days during which the
Common Units are traded on the NYSE, ending on the third calendar day immediately prior to
the Effective Time, or if such calendar day is not a trading day, then ending on the trading day
immediately preceding such calendar day.

ARTICLE II
THE REDEMPTION AND MERGER; EFFECTS OF THE MERGER
Section 2.1  The Redemption.

(a) Amendment to Hydrocarbon Charter. The Hydrocarbon Board, in connection
with the execution of this Agreement, has adopted the Redemption Charter Amendment.

(b) The Redemption. Upon the effectiveness of the Redemption Charter Amendment

and immediately prior to the Effective Time of the Merger, as provided in the Redemption
Charter Amendment, each Redemption Share shall be redeemed at a redemption price equal to
the Per Share Cash Consideration. Such Per Share Cash Consideration shall be paid in
accordance with the procedures for payment thereof to holders of Certificates as set forth in
Section 3.5.

Section 2.2 The Merger.

(a) The Surviving Entity. Subject to the terms and conditions of this Agreement, at
the Effective Time, which shall be immediately following the Redemption, MergerCo shall
merge with and into Hydrocarbon, the separate existence of MergerCo shall cease and
Hydrocarbon shall survive and continue to exist as a Delaware entity (Hydrocarbon, as the
surviving corporation in the Merger, sometimes being referred to herein as the “Surviving
Entity”), such that following the Merger, Hydrocarbon will be a direct, wholly owned subsidiary
of Energy Partners.

(b) Effectiveness and Effects of the Merger. Subject to the satisfaction or waiver of
the conditions set forth in Article VII in accordance with this Agreement, the Merger shall
become effective upon the later to occur of the filing in the office of the Secretary of State of the
State of Delaware of a properly executed certificate of merger (the “Certificate of Merger”) or
such later date and time as may be set forth in the Certificate of Merger (the “Effective Time”),
in accordance with the DGCL and the Delaware Limited Liability Company Act (the “LLC
Act”). The Merger shall have the effects prescribed in the DGCL and the LLC Act.

11
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(c) Certificate of Incorporation and Bylaws. At the Effective Time, the Hydrocarbon
Charter shall be amended in its entirety to read as set forth in Annex C, and as so amended shall
be the certificate of incorporation of the Surviving Entity, until duly amended in accordance with
the terms thereof and applicable law. At the Effective Time, the Hydrocarbon Bylaws shall be
amended in its entirety to read as set forth in Annex D, and as so amended shall be the bylaws of
the Surviving Entity until duly amended in accordance with the terms of the certificate of
incorporation of the Surviving Entity, such bylaws and applicable law. '

(@) Directors of the Surviving Entity. Frank M. Semple, Nancy K. Buese and Andrew
L. Schroeder shall be the directors of the Surviving Entity as of the Effective Time, until their
respective successors are duly elected or appointed and qualified or their earlier death,
resignation or removal in accordance with the certificate of incorporation and bylaws of the
Surviving Entity.

(e) Officers of the Surviving Entity. The officers of Hydrocarbon immediately prior
to the Effective Time shall be the officers of the Surviving Entity as of the Effective Time, until
their respective successors are duly elected or appointed and qualified or their earlier death,

resignation or removal in accordance with the certificate of incorporation and bylaws of the

Surviving Entity.

Section 2.3 Closing. Subject to the satisfaction or waiver of the conditions as set forth
in Article VII in accordance with this Agreement, the filing of the Redemption Charter
Amendment, followed by the filing of the Certificate of Merger (as defined herein) with the
Delaware Secretary of State, and the closing of the Redemption, the Restructuring Transactions,
the Merger and the other transactions contemplated hereby (the “Closing”) shall occur on (a) the
third business day after the day on which the last of the conditions set forth in Article VII shall
have been satisfied or waived in accordance with the terms of this Agreement or (b) such other
date to which the parties may agree in writing. The date on which the Closing occurs is referred
to as the “Closing Date.” The Closing of the transactions contemplated by this Agreement shall
take place at the offices of Hogan & Hartson L.L.P., One Tabor Center, Suite 1500, 1200
Seventeenth Street, Denver, Colorado 80202, at 10:00 a.m. local time on the Closing Date.

ARTICLE III

REDEMPTION AND-MERGER CONSIDERATION; EXCHANGE PROCEDURES

Section 3.1  Redemption and Merger Consideration. Subject to the provisions of this
Agreement: ‘

(@ By virtue of the Redemption, each Redemption Share shall be redeemed upon the
effectiveness of the Charter Amendment immediately prior to the Effective Time for cash in an
amount having a value equal to the Per Share Consideration in the Redemption (the “Per Share
Cash Consideration”).

(b) By virtue of the Merger, at the Effective Time each share of Hydrocarbon
Common Stock issued and outstanding immediately prior to the Effective Time that has not been
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redeemed pursuant to the Redemption (other than Treasury Shares, shares held by Energy
Partners or its Subsidiaries and, to the fullest extent permitted by law, shares of Dissenting
Holders and Hydrocarbon Restricted Stock) shall be converted into the Per Share Unit
Consideration. The Per Share Unit Consideration, together with the Per Share Cash
Consideration, shall be referred to herein as the “Redemption/Merger Consideration.”

(c) By virtue of the Redemption, the Total Cash Amount deposited by Hydrocarbon
with the Redemption/Exchange Agent will be used to redeem shares of Hydrocarbon Common
Stock and such shares of Hydrocarbon Common Stock shall be treated as redeemed and canceled
immediately prior to the Merger.

(d) By virtue of the Merger, all of the limited liability company interests in MergerCo
outstanding immediately prior to the Effective Time shall be converted into and become 1,000
fully paid and nonassessable shares of common stock of the Surviving Corporation.

(e) By virtue of the Merger, each Treasury Share and each share of Hydrocarbon
Common Stock owned by Energy Partners or its Subsidiaries shall cease to be outstanding and
shall be canceled without payment of any consideration therefor, and no partnership interest of
Energy Partners or other consideration shall be delivered in exchange therefor.

® All shares of Hydrocarbon Common Stock, when redeemed in the Redemption or
converted in the Merger, shall cease to be outstanding and shall automatically be canceled and
cease to exist. Each holder of a certificate (a “Certificate”) previously representing any such
shares shall cease to have any rights with respect thereto, except the right to receive (i) the
Redemption/Merger Consideration, (ii) any distributions in accordance with Section 3.5(c) and
(iii) any cash to be paid in lieu of any fractional Common Unit in accordance with Section 3.5(e),
in each case to be issued or paid in consideration therefor upon the surrender of such Certificates
in accordance with Section 3.5.

Section 3.2 Election Procedures.

(a) An election form and other appropriate and customary transmittal materials
(wWhich shall specify that delivery shall be effected, and risk of loss and title to the Certificates
theretofore representing shares of Hydrocarbon Common Stock shall pass, only upon proper
delivery of such Certificates to the Redemption/Exchange Agent) in such form as Energy
Partners and Hydrocarbon shall mutually agree (the “Election Form”) and pursuant to which
each holder of record of shares of Hydrocarbon Common Stock as of the close of business on the
Election Deadline may make an election pursuant to this Section 3.2, shall be mailed at the same
time as the Joint Proxy Statement or at such other time as Hydrocarbon and Energy Partners may
agree (the date on which such mailing is commenced or such other agreed date, the “Mailing
Date”) to each holder of record of Hydrocarbon Common Stock as of the close of business on the
record date for notice of the Hydrocarbon Meeting (the “Election Form Record Date”).

(b) Each Election Form shall permit the holder (or the beneficial owner through
appropriate and customary documentation and instructions), other than any holder of Appraisal
Shares, to specify (i) the number of such holder’s shares of Hydrocarbon Common Stock with
respect to which such holder elects to have redeemed for the Per Share Cash Consideration in the
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Redemption (“Cash Election Shares”), (ii) the number of such holder’s shares of Hydrocarbon
Common Stock with respect to which such holder elects to have exchanged for the Per Share
Unit Consideration in the Merger (“Unit Election Shares”), (iii) the number of such holder’s
shares of Hydrocarbon Common Stock with respect to which such holder elects to receive the
Stated Consideration (the “Stated Consideration Shares”), a portion of which shares shall be
Stated Consideration Cash Shares to be redeemed for the Per Share Cash Consideration in the
Redemption, and a portion of which shares shall be Stated Consideration Unit Shares to be
exchanged for the Per Share Unit Consideration in the Merger, both as provided for herein, and
(iv) the number of such holder’s shares of Hydrocarbon Common Stock with respect to which
such holder makes no election (“Non-Electing Shares™). For each holder electing to receive the
Stated Consideration, (x) that number of such holder’s Stated Consideration Shares equal to the
quotient obtained by dividing (1) the product of the Per Share Stated Cash Consideration
multiplied by the number of such holder’s Stated Consideration Shares by (2) the Per Share Cash
Consideration, rounded to the nearest whole share, shall be deemed “Stated Consideration Cash
Shares” hereunder and (y) that number of such holder’s Stated Consideration Shares equal to (1)
the number of such holder’s Stated Consideration Shares minus (2) the number of such holder’s
Stated Consideration Cash Shares shall be deemed “Stated Consideration Unit Shares”
hereunder. Any Hydrocarbon Common Stock with respect to which the Redemption/Exchange
Agent has not received an effective, properly completed Election Form on or before 5:00 p-m.,
New York City time, on the 33rd day following the Mailing Date (or such other time and date as
Hydrocarbon and Energy Partners shall agree) (the “Election Deadline™) (other than any shares
of Hydrocarbon Common Stock that constitute Appraisal Shares as of such time) shall also be
deemed to be Non-Electing Shares. In addition, any shares of Hydrocarbon Common Stock
treated as outstanding upon the exercise of Hydrocarbon Stock Options pursuant to Section
3.7(a) shall be deemed to be Non-Electing Shares.

() Hydrocarbon and Energy Partners shall mail one or more Election Forms as may
reasonably be requested from time to time by all Persons who become holders (or beneficial
owners) of Hydrocarbon Common Stock between the Election Form Record Date and the close
of business on the Business Day prior to the Election Deadline. Hydrocarbon shall provide to
the Redemption/Exchange Agent all information reasonably necessary for it to perform as
specified herein.

(d)  Any such election shall have been properly made only if the
Redemption/Exchange Agent shall have actually received a properly completed Election Form
by the Election Deadline. An Election Form shall be deemed properly completed only if
accompanied by (i) one or more Certificates (or customary affidavits and indemnification
regarding the loss or destruction of such Certificates or the guaranteed delivery of such
Certificates) representing all certificated shares of Hydrocarbon Common Stock covered by such
Election Form or (ii) in the case of shares in book-entry form, any additional documents
specified by the procedures set forth in the Election Form, together with duly executed
transmittal materials included in the Election Form. Any Election Form may be revoked or
changed by the Person submitting such Election Form prior to the Election Deadline. In the
event an Election Form is revoked prior to the Election Deadline, the shares of Hydrocarbon
Common Stock represented by such Election Form shall become Non-Electing Shares and
Energy Partners shall cause the Certificates, if any, representing Hydrocarbon Common Stock to
be promptly returned without charge to the Person submitting the Election Form upon written

14

HOU:2722261.11




EXHIBIT NO. SPC-48

Docket No. RP0S8-

-000

Page 21 of 63

request to that effect from the holder who submitted the Election Form, except to the extent (if
any) a subsequent election is properly made with respect to any or all of the applicable shares of
Hydrocarbon Common Stock. Subject to the terms of this Agreement and of the Election Form,
the Redemption/Exchange Agent shall have reasonable discretion to determine whether any
election, revocation or change has been properly or timely made and to disregard immaterial
defects in the Election Forms, and any good faith decisions of the Redemption/Exchange Agent
regarding such matters shall be binding and conclusive. None of Energy Partners, MergerCo or
the Redemption/Exchange Agent shall be under any obligation to notify any Person of any defect
in an Election Form.

(e) Within ten Business Days after the Election Deadline, unless the Effective Time
has not yet occurred, in which case as soon after the Effective Time as practicable (and in no
event more than ten Business Days after the Effective Time), Hydrocarbon and Energy Partners
shall cause the Redemption/Exchange Agent to effect the allocation among the holders of shares
of Hydrocarbon Common Stock of rights to receive cash in the Redemption or Common Units in
the Merger in accordance with the Election Forms (subject to compliance with the provisions of
this Agreement) as follows:

(i) Cash Election Shares More Than Total Remaining Cash Amount. If the
aggregate cash amount that would be paid upon the redemption of the Cash Election
Shares in the Redemption is greater than the Total Remaining Cash Amount, then:

(A)  all Unit Election Shares, Sfated Consideration Unit Shares and
Non-Electing Shares shall be exchanged for the Per Share Unit
Consideration in the Merger,

(B)  the Redemption/Exchange Agent shall then select from among the
Cash Election Shares, by a pro rata selection process based on the
number of shares held by a stockholder, a sufficient number of
shares (“Unit Designated Shares”) such that the aggregate cash
amount that will be paid in the Redemption equals as closely as
practicable the Total Cash Amount (such calculation to take into
consideration the number of Stated Consideration Cash Shares and
the Total Stated Cash Consideration Amount), and all Unit
Designated Shares shall be exchanged for the Per Share Unit
Consideration in the Merger, and

(C)  all Stated Consideration Cash Shares and those Cash Election
Shares that are not Unit Designated Shares shall be redeemed at a
redemption price per share equal to the Per Share Cash
Consideration in the Redemption.

(ii) Cash Election Shares Less Than Total Remaining Cash Amount. If the
aggregate cash amount that would be paid upon the redemption of the Cash Election
Shares in the Redemption is less than the Total Remaining Cash Amount, then:
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(A) all Cash Election Shares and Stated Consideration Cash Shares
shall be redeemed at a redemption price per share equal to the Per
Share Cash Consideration in the Redemption, '

(B)  the Redemption/Exchange Agent shall then select first from among
the Non-Electing Shares and then (if necessary) from among the
Unit Election Shares, by a pro rata selection process based on the
number of shares held by a stockholder, a sufficient number of
shares (“Cash Designated Shares”) such that the aggregate cash
amount that will be paid in the Redemption equals as closely as
practicable the Total Cash Amount (such calculation to take into
consideration the number of Stated Consideration Cash Shares and
the Total Stated Cash Consideration Amount), and all Cash
Designated Shares shall be redeemed at a redemption price per
share equal to the Per Share Cash Consideration in the
Redemption, and

(C)  all Stated Consideration Unit Shares and those Unit Election
Shares and the Non-Electing Shares that are not Cash Designated
Shares shall be exchanged for the Per Share Unit Consideration in
the Merger, :

(iii)  Cash Election Shares Equal to Total Remaining Cash Amount. If the
aggregate cash amount that would be paid upon the redemption of the Cash Election
Shares in the Redemption is equal to the Total Remaining Cash Amount, then
subparagraphs (i) and (ii) above shall not apply and all Cash Election Shares and Stated
Consideration Cash Shares shall be redeemed at a redemption price per share equal to the
Per Share Cash Consideration in the Redemption and all Unit Election Shares, Stated
Consideration Unit Shares and Non-Electing Shares shall be exchanged for the Per Share
Unit Consideration in the Merger.

Notwithstanding anything in this Agreement to the contrary, to the fullest extent
permitted by law, for purposes of determining the allocations set forth in this Section 3.2, Energy
Partners shall have the right to require, but not the obligation to require, that any shares of
Hydrocarbon Common Stock that constitute Appraisal Shares as of the Election Deadline be
treated as Cash Election Shares but not be subject to the pro rata selection process contemplated
by this Section 3.2, and, if Energy Partners so requises, then, to the fullest extent permitted by
law, any Appraisal Shares that receive the Redemption/Merger Consideration provided under
this Article III shall be treated as Cash Election Shares but not be subject to the pro rata selection
process contemplated by this Section 3.2.

(f) The pro rata selection process to be used by the Redemption/Exchange Agent
shall consist of such equitable pro ration processes as shall be mutually determined by Energy
Partners and Hydrocarbon.

Section 3.3 Appraisal Rights. Notwithstanding anything in this Agreement to the
contrary, shares of Hydrocarbon Common Stock issued and outstanding immediately prior to the
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filing of the Redemption Charter Amendment or the Effective Time that are held by any record
holder who is entitled to demand and properly demands appraisal of such shares pursuant to, and
who complies in all respects with, the provisions of Section 262 of the DGCL (the “Appraisal
Shares™) shall not be converted into the right to receive the Redemption/Merger Consideration,
but instead shall become the right to payment of the fair value of such shares in accordance with
the provisions of Section 262 of the DGCL and the Redemption Charter Amendment and at the
filing of the Redemption Charter Amendment or the Effective Time, all Appraisal Shares shall
no longer be outstanding and shall automatically be canceled and cease to exist.
Notwithstanding the foregoing, if any such holder shall fail to perfect or otherwise shall waive,
withdraw or lose the right to appraisal under Section 262 of the DGCL or a court of competent
jurisdiction shall determine that such holder is not entitled to the relief provided by Section 262
of the DGCL, then the right of such holder to be paid the fair value of such holder’s Appraisal
Shares under Section 262 of the DGCL and the Redemption Charter Amendment shall be
forfeited and cease and if such forfeiture shall occur following the Election Deadline, each of
such holder’s Appraisal Shares, to the extent permitted by law, shall be treated as Non-Electing
Shares or pursuant to Section 3.2(e) as Cash Election Shares. Hydrocarbon shall deliver prompt
notice to Energy Partners of any demands for appraisal of any shares of Hydrocarbon Common
Stock and provide Energy Partners with the opportunity to participate in all negotiations and
proceedings with respect to demands for appraisal. Prior to the Effective Time, Hydrocarbon
shall not, without the prior written consent of Energy Partners, make any payment with respect
to, or settle or offer to settle, any such demands, or agree to do any of the foregoing.

Section 3.4  Rights As Stockholders; Stock Transfers. After the Redemption or the
Effective Time, as the case may be, holders of Hydrocarbon Common Stock shall cease to be,
and shall have no rights, as stockholders of Hydrocarbon, other than to receive (a) any dividend
or other distribution with respect to such Hydrocarbon Common Stock with a record date
occurring prior to the Effective Time that may have been declared or made by Hydrocarbon on
such shares of Hydrocarbon Common Stock in accordance with the terms of this Agreement or
prior to the date hereof and which remain unpaid at the Effective Time and (b) the consideration
provided under this Article TII. After the Effective Time, there shall be no transfers on the stock
transfer books of the shares of Hydrocarbon Common Stock.

Section 3.5 Exchange of Certificates.

(a) Redemption/Exchange Agent. Hydrocarbon shall irrevocably deposit with the
Redemption/Exchange Agent an amount in cash that shall be sufficient to effect the Redemption,
and Energy Partners shall deposit or shall cause to be deposited the Common Units for the
Merger with the Redemption/Exchange Agent, in each case for the benefit of the holders of
shares of Hydrocarbon Common Stock and both of which together shall be used to make all
deliveries of cash and the Common Units as required by and pursuant to this Article IIL. Energy
Partners agrees to make available to the Redemption/Exchange Agent, from time to time as
needed, cash sufficient to pay any distributions pursuant to Section 3.5(c) and to make payments
in lieu of any fractional Common Units pursuant to Section 3.5(e). Any cash and Common Units
deposited with the Redemption/Exchange Agent (including as payment for any fractional
Common Units in accordance with Section 3.5(e) and any distributions in accordance with
Section 3.5(c)) shall hereinafter be referred to as the “Exchange Fund.” The
Redemption/Exchange - Agent shall, pursuant to irrevocable instructions, deliver the
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Redemption/Merger Consideration contemplated to be paid for shares of Hydrocarbon Common
Stock pursuant to this Agreement, both through the Redemption and through the Merger, out of
the Exchange Fund. Except as contemplated by Sections 3.5(c) and 3.5(e) hereof, the Exchange
Fund shall not be used for any other purpose. '

(b) Exchange Procedures. Promptly after the Effective Time, Energy Partners shall
instruct the Redemption/Exchange Agent to mail to each record holder of Certificates (other than
such holders who have properly completed an Election form and elected the shares with respect
to such Certificates as Cash Election Shares, Unit Election Shares, Stated Consideration Shares
or Non-Electing Shares in accordance with Section 3.2 and other than Appraisal Shares), (i) a
letter of transmittal (which shall specify that delivery shall be effected, and risk of loss and title
to the Certificates shall pass, only upon proper delivery of the Certificates to the
Redemption/Exchange Agent, and shall be in customary form and agreed to by Energy Partners
and Hydrocarbon prior to the Effective Time) and (ii) instructions for use in effecting the
surrender of the Certificates in exchange for the Redemption/Merger Consideration payable in
respect of the shares of Hydrocarbon Common Stock represented by such Certificates. Promptly
after the Effective Time, upon surrender of Certificates for cancellation to the
Redemption/Exchange Agent together with such letters of transmittal, properly completed and
duly executed, and such other documents as may be required pursuant to such instructions, the
holders of such Certificates and the holders of Certificates who previously surrendered
Certificates to the Redemption/Exchange Agent with properly completed and duly executed
Election Forms shall be entitled to receive in exchange therefor (A) Common Units representing,
in the aggregate, the whole number of Common Units that such holder has the right to receive
pursuant to this Article III (after taking into account all shares of Hydrocarbon Common Stock
then held by such holder) and (B) a check in the amount equal to the aggregate amount of cash
that such holder has the right to receive pursuant to this Article ITI, including cash payable in lieu
of any fractional Common Units pursuant to Section 3.5(¢) and distributions pursuant to Section
3.5(c). No interest shall be paid or accrued on any Redemption/Merger Consideration, cash in
lieu of fractional shares or on any unpaid dividends and distributions payable to holders of
Certificates. In the event of a transfer of ownership of shares of Hydrocarbon Common Stock
which is not registered in the transfer records of Hydrocarbon, the Redemption/Merger
Consideration payable in respect of such shares of Hydrocarbon Common Stock may be paidto a
transferee if the Certificate representing such shares of Hydrocarbon Common Stock is presented
to the Redemption/Exchange Agent, accompanied by all documents required to evidence and
effect such transfer and the Person requesting such exchange shall pay to the
Redemption/Exchange Agent in advance any transfer or other Taxes required by reason of the
delivery of the Redemption/Merger Consideration in any name other than that of the registered
holder of the Certificate surrendered, or shall establish to the satisfaction of the
Redemption/Exchange Agent that such Taxes have been paid or are not payable. Until
surrendered as contemplated by this Section 3.5, each Certificate other than Certificates
representing Appraisal Shares shall be deemed at any time after the Effective Time to represent
only the right to receive upon such surrender the Redemption/Merger Consideration payable in
respect of the shares of Hydrocarbon Common Stock represented by such Certificate and any
distributions to which such holder is entitled pursuant to Section 3.4.

©) Distributions with Respect to Unexchanged Common Units. No distributions

declared or made with respect to Common Units with a record date after the Effective Time shall
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be paid to the holder of any unsurrendered Certificate representing Hydrocarbon Common Stock
with respect to the Common Units that such holder would be entitled to receive upon surrender
of such Certificate and no cash payment in lieu of fractional Common Units shall be paid to any
such holder until such holder shall surrender such Certificate in accordance with this Section 3.5.
Subject to applicable law, following surrender of any such Certificate, there shall be paid to such
holder of the Common Units issuable in exchange therefor, without interest, (i) promptly after
the time of such surrender, the amount of any cash due pursuant to Section 3.2 and cash payable
in lieu of fractional Common Units to which such holder is entitled pursuant to Section 3.5(e)
and the amount of distributions with a record date after the Effective Time theretofore paid with
respect to the Common Units and payable with respect to such Common Units, and (ii) at the
appropriate payment date, the amount of distributions with a record date after the Effective Time
but prior to such surrender and a payment date subsequent to such surrender payable with respect
to such Common Units.

(d) No Further Rights in Hydrocarbon Common Stock. The Redemption/Merger
Consideration delivered or issued, as the case may be, in accordance with the terms hereof
(including any cash paid pursuant to Section 3.4, Section 3.5(c) or Section 3.5(e)) shall be
deemed to have been issued in full satisfaction of all rights pertaining to such share of
Hydrocarbon Common Stock.

(€)  Fractional Common Units. No certificates or scrip of the Common Units
representing fractional Common Units or book entry credit of the same shall be issued upon the
surrender for exchange of Certificates in the Merger, and such fractional interests will not entitle
the owner thereof to vote or to have any rights as a holder of any Common Units.
Notwithstanding any other provision of this Agreement, each holder of shares of Hydrocarbon
Common Stock exchanged in the Merger who would otherwise have been entitled to receive a
fraction of a Common Unit (after taking into account all Certificates delivered by such holder)
shall receive, in lieu thereof, cash (without interest rounded up to the nearest whole cent) in an
amount equal to the product of (i) the closing sale price of the Common Units on the NYSE as
reported by The Wall Street Journal on the trading day immediately preceding the date on which
the Effective Time shall occur and (ii) the fraction of a Common Unit that such holder would
otherwise be entitled to receive pursuant to this Article IIl. As promptly as practicable after the
determination of the amount of cash, if any, to be paid to holders of fractional interests, the
Redemption/Exchange Agent shall so notify Energy Partners, and it shall, or shall cause the
Surviving Entity to, deposit such amount with the Redemption/Exchange Agent and shall cause
the Redemption/Exchange Agent to forward payments to such holders of fractional interests
subject to and in accordance with the terms hereof.

® Termination of Exchange Fund with Respect to Merger. Any portion of the
Exchange Fund constituting Common Uhits that remains undistributed to the holders of
Hydrocarbon Common Stock in the Merger after 180 days following the Effective Time shall be
delivered to Energy Partners upon demand and, from and after such delivery, any former holders
of Hydrocarbon Common Stock (other than Appraisal Shares) who have not theretofore
complied with this Article III shall thereafter look only to Energy Partners for the
Redemption/Merger Consideration payable in the Merger in respect of such shares of
Hydrocarbon Common Stock, any cash in lieu of fractional Common Units to which they are
entitled pursuant to Section 3.5(e) and any distributions with respect to the Common Units to
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which they are entitled pursuant to Section 3.5(c), in each case, without any interest thereon.
Any amounts remaining unclaimed by holders of shares of Hydrocarbon Common Stock
immediately prior to such time as such amounts would otherwise escheat to or become the
property of any governmental entity shall, to the extent permitted by applicable law, become the
property of Energy Partners or Hydrocarbon, as the case may be, free and clear of any Liens,
claims or interest of any Person previously entitled thereto.

(8)  No Liability. Neither Energy Partners, Hydrocarbon, nor the Surviving Entity
shall be liable to any holder of shares of Hydrocarbon Common Stock for any Common Units (or
distributions with respect thereto) or cash from the Exchange Fund delivered to a public official
pursuant to any abandoned property, escheat or similar law.

(h) Lost Certificates. If any Certificate shall have been lost, stolen or destroyed, upon
the making of an affidavit of that fact by the Person claiming such Certificate to be lost, stolen or
destroyed and, if required by Hydrocarbon or Energy Partners, the posting by such Person of a
bond, in such reasonable amount as Hydrocarbon or Energy Partners may direct, as indemnity
against any claim that may be made against it with respect to such Certificate, the
Redemption/Exchange Agent shall pay in exchange for such lost, stolen or destroyed Certificate
the Redemption/Merger Consideration payable in respect of the shares of Hydrocarbon Common
Stock represented by such Certificate and any distributions to which the holders thereof are
entitled pursuant to Section 3.4.

@) Withholding. Each of Hydrocarbon, Energy Partners, the Surviving Entity and the
Redemption/Exchange Agent shall be entitled to deduct and withhold from the consideration
otherwise payable pursuant to this Agreement to any holder of Hydrocarbon Common Stock
such amounts as Hydrocarbon, Energy Partners, the Surviving Entity or the
Redemption/Exchange Agent is required to deduct and withhold under the Code or any provision
of state, local, or foreign Tax law, with respect to the making of such payment. To the extent
that amounts are so withheld, such withheld amounts shall be treated for all purposes of this
Agreement as having been paid to the holder of Hydrocarbon Common Stock in respect of whom
such deduction and withholding was made by Hydrocarbon, Energy Partners, the Surviving
Entity or the Redemption/Exchange Agent, as the case may be.

G) Book Entry of Common Units. All Common Units to be issued in the Merger
shall be issued in book entry form, without physical certificates.

Section 3.6  Anti-Dilution  Provisions. In the event of any subdivisions,
reclassifications, recapitalizations, splits, combinations or dividends in the form of equity
interests with respect to the Common Units and the Hydrocarbon Common Stock (in each case,
as permitted pursuant to Section 4.3), the number of Common Units to be issued in the Merger,
the average closing sales prices of the Common Units determined in accordance with Section
3.5(e), the Per Share Cash Consideration, the Per Share Unit Consideration, the Per Share Stated
Cash Consideration and the Per Share Stated Unit Consideration will be correspondingly
adjusted.
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Section 3.7 Options and Restricted Shares.

(a) Immediately prior to the Redemption, Hydrocarbon shall cause all outstanding
Hydrocarbon Stock Options heretofore granted, regardless of whether or not vested or
exercisable at the Effective Time, to be deemed exercised and each holder of an outstanding
‘Hydrocarbon Stock Option, for purposes of this Agreement, shall be treated as of the
Redemption, which shall occur immediately prior to the Effective Time, as holding a number of
shares of Hydrocarbon Common Stock equal to (i) the number of shares of Hydrocarbon
Common Stock subject to such Hydrocarbon Stock Option minus (ii) a number of shares of
Hydrocarbon Common Stock that are equal in value, as determined as of the Effective Time, to
(A) (x) the exercise price of such Hydrocarbon Stock Option times (y) the number of shares of
Hydrocarbon Common Stock subject to such Hydrocarbon Stock Option plus (B) such amounts
as are required to be withheld or deducted by Law with respect to the exercise of such
Hydrocarbon Stock Options. '

(b) At the Effective Time, all outstanding shares of Hydrocarbon Restricted Stock
heretofore granted shall cease to represent shares of Hydrocarbon Restricted Stock and shall be
assumed by Energy Partners and converted into Energy Partners Phantom Units at the Exchange
Ratio. Any fractional Energy Partners Phantom Unit shall be rounded up to the nearest whole
Energy Partners Phantom Unit. Each share of Hydrocarbon Restricted Stock so assumed and
converted shall be subject to, and shall vest upon, the terms and conditions that are the same as
those currently applicable to the shares of Hydrocarbon Restricted Stock. Promptly after the
Effective Time, Energy Partners will provide each holder of shares of Hydrocarbon Restricted
Stock with a notice describing the assumption and conversion of such shares.

(c) With the exception of those Persons who hold shares of Hydrocarbon Restricted
Stock, no Person shall have any right under any plan, program, agreement or arrangement with
respect to Hydrocarbon Common Stock, or for the issuance or grant of any right of any kind,
contingent or accrued, to receive benefits measured by the value of a number of shares of
Hydrocarbon Common Stock at and after the Effective Time.

ARTICLE IV

ACTIONS PENDING MERGER

From the date hereof until the Effective Time, except for the Redemption, the
Restructuring Transactions or otherwise as expressly contemplated by this Agreement, (a)
without the prior written consent of the Conflicts Committee (which consent shall not be
unreasonably withheld, delayed or conditioned), Hydrocarbon will not, and will cause each of its
Subsidiaries not to, and (b) without the prior written consent of the Deal Committee (which
consent shall not be unreasonably withheld, delayed or conditioned), Energy Partners will not,
and will cause each of its Subsidiaries not to:

Section4.1  Ordinary Course. Conduct the business of it and jts Subsidiaries, other
than, in the case of Hydrocarbon, Energy Partners and its Subsidiaries, other than in the ordinary
and usual course or, to the extent consistent therewith, fail to use commercially reasonable best
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efforts to preserve intact its business organizations, goodwill and assets and maintain its rights,
franchises and existing relations with customers, suppliers, employees and business associates, or
take any action that would (a) adversely affect the ability of any party to obtain any approvals
required under the HSR for the transactions contemplated hereby or (b) adversely affect its
ability to perform any of its material obligations under this Agreement.

Section 4.2 Capital Stock. In the case of Hydrocarbon and its Subsidiaries, other than
(a) pursuant to stock options Previously Disclosed in its Disclosure Schedule, or (b) as otherwise
set forth on Schedule 4.2 of Hydrocarbon’s Disclosure Schedule, (i) issue, sell or otherwise
permit to become outstanding, or authorize the creation of, any additional shares of capital stock,
any stock appreciation rights or any Rights, (i) enter into any agreement with respect to the
foregoing or (iii) permit any additional shares of capital stock to become subject to new grants of
employee stock options, stock appreciation rights or similar stock-based employee rights (other
than awards to newly hired employees consistent with past practice).

Section 4.3 Dividends, Distributions. Other than in connection with the Restruéturing
Transactions,

€)] make, declare or pay any dividend or distribution (except (i) in the case of Energy
Partners, regular quarterly cash distributions of Available Cash (as defined in the Partnership
Agreement) on the Common Units and the general partner interest of Energy Partners and (i) in
the case of Hydrocarbon, regular quarterly dividends, in each case in the ordinary course
consistent with past practice but in an amount no greater than the per share dividend for the
second quarter of 2007), on or in respect of, or declare or make any distribution on any shares of
its equity securities other than as Previously Disclosed:

(b) split, combine or reclassify any of its capital stock or issue or authorize or propose
the issuance of any other securities in respect of, in lieu of or in substitution for shares of its
capital stock; or

(c) repurchase, redeem or otherwise acquire, or permit any of its Subsidiaries to
purchase, redeem or otherwise acquire any shares of its capital stock, except as required by the
terms of its securities outstanding on the date hereof or as contemplated by any existing
Compensation and Benefit Plan.

Section4.4  Compensation; Employment Agreements. In the case of Hydrocarbon and
its Subsidiaries, except as set forth on Schedule 4.4 of Hydrocarbon’s Disclosure Schedule, enter
into or amend any written employment, severance or similar agreements or arrangements with
any of its directors, officers or employees, or grant any salary or wage increase or increase any
employee benefit (including incentive or bonus payments), except for (a) normal individual
increases in compensation to employees (other than officers and directors) in the ordinary course
of business consistent with past practice, (b) other changes as are provided for herein or as may
be required by law or to satisfy contractual obligations existing as of the date hereof or (c)
additional grants of awards to newly hired employees consistent with past practice.

Section4.5  Benefit Plans. In the case of Hydrocarbon and its Subsidiaries, except as
set forth on Schedule 4.5 of the Hydrocarbon Disclosure Schedule, enter into or amend (except
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(i) as may be required by applicable law, (ii) to satisfy contractual obligations existing as of the
date hereof, or (iii)in the ordinary course of business consistent with past practice which
amendments, either individually or in the aggregate, would not reasonably be expected to result
in a material liability to Hydrocarbon or such Subsidiaries) any pension, retirement, stock option,
stock purchase, savings, profit sharing, deferred compensation, consulting, bonus, group
insurance or other employee benefit, incentive or welfare contract, plan or arrangement, or any
trust agreement related thereto, in respect of any of its present or former directors, officers or
other employees, including, without limitation, taking any action that accelerates the vesting or
exercise of any benefits payable thereunder. : :

Section4.6  Acquisitions and Dispositions. TIn the case of Hydrocarbon and its
Subsidiaries, sell, lease, dispose of or discontinue any portion of its assets, business or properties,
which is material to it and such Subsidiaries taken as a whole, or acquire, by merger or
otherwise, or lease (other than by way of foreclosures or acquisitions of control in a bona fide
fiduciary capacity or in satisfaction of debts previously contracted in good faith, in each case in
the ordinary and usual course of business consistent with past practice) any assets or all or any
portion of, the business or property of any other entity which, in either case, is material to it and
such Subsidiaries taken as a whole, or would be likely to have a Material Adverse Effect on the
ability of the parties to consummate the transactions contemplated by this Agreement or to delay
materially the Effective Time. In the case of Energy Partners, Energy Partners will not, and will

cause its Subsidiaries not to, merge, consolidate or enter into any other business combination’

transaction with any Person or make any acquisition or take any other action which would have a
Material Adverse Effect on its ability to consummate the transactions contemplated by this
Agreement.

Section4.7  Amendments. In the case of Hydrocarbon, amend its certificate of
incorporation or bylaws. ’

Section 4.8 Accounting Methods. Implement or adopt any material change in its
accounting principles, practices or methods, other than as may be required by law or generally
accepted accounting principles.

Section4.9  Insurance. Fail to use commercially reasonable best efforts to maintain
with financially responsible insurance companies, insurance in such amounts and against such
risks and losses as has been customarily maintained by it in the past.

Section 4.10 Taxes.

(@) Make or rescind any material express or deemed election relating to Taxes unless
it is reasonably expected that such action will not materially and adversely affect it, including
elections for any and all joint ventures, partnerships, limited liability companies, working
interests or other investments where it has the capacity to make such binding election;

M) settle or compromise any material claim, action, suit, litigation, proceeding,
arbitration, investigation, audit or controversy relating to Taxes, except where such settlement or
compromise will not materially and adversely affect it; or
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(©) change in any material respect any of its methods of reporting income, or
deductions for federal income tax purposes from those employed in the preparation of its federal
income tax return for the most recent taxable year for which a return has been filed, except as
may be required by applicable law or except for such changes that are reasonably expected not to
materially adversely affect it.

Section4.11  Debt, Capital Expenditures and the Like. In the case of Hydrocarbon,
except as provided in Schedule 4.11, (a) incur any indebtedness for borrowed money (except for
working capital under existing credit facilities or equipment financing arrangements) or
guarantec any such indebtedness of others, (b) enter into any material lease (whether operating or
capital), (c) create any Lien on the property of Hydrocarbon or such Subsidiaries in connection
with any pre-existing indebtedness, new indebtedness or lease (other than as permitted by clauses
(a) and (b) of this Section 4.1 1), or (d) make or commit to make aggregate capital expenditures
in excess of $5.0 million.

Section 4.12  No Dissolution. Authorize, recommend, propose or announce an intention
to adopt a plan of complete or partial dissolution or liquidation.

Section 4.13  Adverse Actions. Knowingly take any action that is intended or is
reasonably likely to result in (a) any of its representations and warranties set forth in this
Agreement being or becoming untrue (taking into account the standard in Section 5.2) at any
time prior to the Closing, (b) any of the conditions to the Redemption and Merger set forth in
Article VII not being satisfied, (c) any material delay or prevention of the consummation of the
Redemption and Merger or (d) a material violation of any provision of this Agreement except, in
cach case, as may be required by applicable law.

Section 4.14  Agreements. Agree or commit to do anything prohibited by Sections 4.1
through 4.13.

ARTICLEV

REPRESENTATIONS AND WARRANTIES

Section 5.1  Disclosure Schedule. On or prior to the date hereof, Energy Partners has
delivered to Hydrocarbon and Hydrocarbon has delivered to Energy Partners a schedule
(respectively, its “Disclosure Schedule”) setting forth, among other things, items the disclosure
of which is necessary or appropriate in relation to any or all of its representations and warranties;
provided, however, that (a) no such item is required to be set forth in a Disclosure Schedule as an
exception to a representation or warranty if its absence is not reasonably likely to result in the
related representation or warranty being deemed untrue or incorrect under the standard
established by Section 5.2, and (b) the mere inclusion of an item in a Disclosure Schedule shall
not be deemed an admission by a party that such item represents a material exception or fact,
event or circumstance or that such item is reasonably likely to result in a Material Adverse
Effect.
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Section 5.2 Standard. No representation or warranty of Energy Partners or
Hydrocarbon contained in Section 5.3 (except Sections 5.3(b), 5.3(c)(), 5.3(c)(ii), 5.3(d) and
5.3(e)) shall be deemed untrue or incorrect, and no party hereto shall be deemed to have
breached a representation or warranty, as a consequence of the existence of any fact,
circumstance or event unless such fact, circumstance or event, individually or taken together
with all other facts, circumstances or events inconsistent with any paragraph of Section 5.3, has
had or is reasonably expected to have a Material Adverse Effect.

Section 5.3 Representations and Warranties. Subject to Sections 5.1 and 5.2 and
except as Previously Disclosed or (other than with respect to Sections 5.3(a) and (b)) as set forth
in its SEC Documents filed and publicly available prior to the date hereof (excluding any
disclosures included therein to the extent they are cautionary, predictive or forward-looking in
nature, including those in any risk factor section of such documents), Hydrocarbon hereby
represents and warrants to Energy Partners, and Energy Partners hereby represents and warrants
to Hydrocarbon, to the extent applicable, in each case with respect to itself and its Subsidiaries,
as follows:

(a) Organization, Standing and Authority. Such party is a corporation, or in the case
of Energy Partners, a limited partnership, duly organized, validly existing and in good standing
under the laws of the jurisdiction of its organization. Such party (i) is duly qualified to do
business and is in good standing in the states of the United States where its ownership or leasing
of property or the conduct of its business requires it to be so qualified and (ii) has in effect all
federal, state, local, and foreign governmental authorizations and permits necessary for it to own
or lease its properties and assets and to carry on its business as it is now conducted.

(b) Shares.

(i) In the case of Hydrocarbon, as of the date hereof, the authorized capital
stock of Hydrocarbon consists of 20,000,000 shares of Common Stock, $0.01 par value,
of which 12,001,151 shares are issued and outstanding, and 5,000,000 shares of Preferred
Stock, no shares of which are issued and outstanding. Such outstanding shares were duly
authorized and are validly issued and fully paid and non-assessable and are not subject to
any preemptive or similar rights (and were not issued in violation of any preemptive or
similar rights).

(ii) In the case of Energy Partners, as of the date hereof, there are 36,500,445
Common Units and no Subordinated Units issued and outstanding, and all of such
Common Units and Subordinated Units and the limited partner interests represented
thereby were duly authorized and validly issued in accordance with the Partnership
Agreement and are fully paid (to the extent required under the Partnership Agreement)
and nonassessable (except as such nonassessability may be affected by Sections 17-303,
17-607 and 17-804 of the Delaware LP Act). As of the date hereof, the General Partner
owns a 2% general partner interest in Energy Partners and all of the IDRs, and such
general partner interest was duly authorized and validly issued in accordance with the
Partnership Agreement. The Common Units to be issued in the Merger will be duly
authorized and validly issued in accordance with the Amended and Restated Partnership
Agreement and will be fully paid (to the extent required under the Amended and Restated
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Partnership Agreement) and nonassessable (except as such nonassessability may be
affected by Sections 17-303, 17-607 and 17-804 of the Delaware LP Act).

(ii)  As of the date hereof, except as Previously Disclosed in Schedule 5.3(b) of
a party’s Disclosure Schedule, there are no shares of capital stock (in the case of
Hydrocarbon) or interests (in the case of Energy Partners) of such party’s equity
securities authorized and reserved for issuance, such party does not have any Rights
issued or outstanding with respect to its equity securities, and such party does not have
any commitment to authorize, issue or sell any such equity securities or Rights, except
pursuant to this Agreement. Since December 31, 2006, Hydrocarbon has not issued any
shares of its capital stock or rights in respect thereof or reserved any shares for such
purposes except pursuant to plans or commitments Previously Disclosed in
Schedule 5.3(b) of its Disclosure Schedule.

(iv)  The number of shares of Hydrocarbon Common Stock which are issuable
and reserved for issuance upon exercise of Hydrocarbon Stock Options as of the date
hereof are Previously Disclosed in Schedule 3.3(b) of Hydrocarbon’s Disclosure
Schedule, and the number of Common Units that are issuable upon vesting of phantom
units or exercise of any employee or director options to purchase Common Units as of the
date hereof are Previously Disclosed in Schedule 5.3(b) of Energy Partners’ Disclosure
Schedule. ,

(© Subsidiaries.

_ (i) (A) Such party has Previously Disclosed in Schedule 5.3(c) of its
Disclosure Schedule a list of all of its Subsidiaries together with the jurisdiction of
organization of each such Subsidiary, (B) it owns, directly or indirectly, all of the equity
interests of each of its Subsidiaries, except as Previously Disclosed in Schedule 5.3(c) of
a party’s Disclosure Schedule, (C) no equity interests of any of its Subsidiaries are or
may become required to be issued by reason of any Rights, (D) there are no contracts,
commitments, understandings or arrangements by which any of such Subsidiaries is or
may be bound to sell or otherwise transfer any equity interests of any such Subsidiaries,
(E) there are no contracts, commitments, understandings, or arrangements relating to its
rights to vote or to dispose of such equity interests, and (F) all of the equity interests of
each such Subsidiary held by it or its Subsidiaries are fully paid and nonassessable and
are owned by it or its Subsidiaries free and clear of any Liens.

(1)  In the case of the representations and warranties of Hydrocarbon, other
than ownership of its Subsidiaries, Hydrocarbon does not own beneficially, directly or
indirectly, any equity securities or similar interests of any person, or any interest in a
partnership or joint venture of any kind, except as disclosed in Schedule 5.3(c)(ii).

(iii)  Each of such party’s Subsidiaries has been duly organized and is validly
existing in good standing under the laws of the Jurisdiction of its organization and (A)is
duly qualified to do business and in good standing in the jurisdictions where its
ownership or leasing of property or the conduct of its business requires it to be so
qualified and (B) has in effect all federal, state, local, and foreign governmental
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authorizations and permits necessary for it to own or lease its properties and assets and to
carry on its business as it is now conducted.

(d) Corporate or Partnership Power. Such party and each of its Subsidiaries has the
corporate power and authority, or in the case of Energy Partners the partnership power and
authority, to carry on its business as it is now being conducted and to own all its properties and
assets; and it has the corporate power and authority or, in the case of Energy Partners, the
partnership power and authority, to execute, deliver and perform its obligations under this
Agreement and to consummate the transactions contemplated hereby.

(e) Equityholder Authority. In the case of this Agreement, subject to Hydrocarbon
Stockholder Approval in the case of Hydrocarbon and Energy Partners Unitholder Approval in’
the case of Energy Partners, this Agreement and the transactions contemplated hereby have been
authorized by all necessary corporate action (partnership action in the case of Energy Partners
and limited liability company action in the case of MergerCo), and this Agreement has been duly

executed and delivered and is a legal, valid and binding agreement of it, enforceable in

accordance with its terms (except as such enforceability may be limited by applicable
bankruptcy, insolvency, reorganization, moratorium, fraudulent transfer and similar laws of
general applicability relating to or affecting creditors’ rights or by general equity principles).

§3) No Defaulss. Subject to receipt of the HSR approval, and the approval of

Hydrocarbon’s bank group, the declaration of effectiveness of the Registration Statement,
required filings under federal and state securities laws and the NYSE, and the approvals
contemplated by Article VII, the execution, delivery and performance of this Agreement and the
consummation of the transactions contemplated hereby do not and will not (i) constitute a breach
or violation of, or result in a default (or an event that, with notice or lapse of time or both, would
become a default) under, or result in the termination or in a right of termination or cancellation
of, or accelerate the performance required by, any note, bond, mortgage, indenture, deed of trust,
license, franchise, lease, confract, agreement, joint venture or other instrument or obligation to
which it or any of its Subsidiaries is a party or by which it or any of its Subsidiaries or properties
is subject or bound, (ii) constitute a breach or violation of, or a default under, in the case of
Hydrocarbon its certificate of incorporation or bylaws and in the case of Energy Partners its
Partnership Agreement or MergerCo’s operating agreement, (iii) contravene or conflict with or
constitute a violation of any provision of any law, rule, regulation, judgment, order or decree
binding upon or applicable to it or any of its Subsidiaries, (iv) result in the creation of any Lien
on any of its assets or its Subsidiaries’ assets other than in connection with any indebtedness
obtained in connection with the transactions contemplated by this Agreement, or (v) cause the
- transactions contemplated by this Agreement to be subject to Takeover Laws.

® Financial Reports and SEC Documents. lIts annual report on Form 10-K for the
fiscal year ended December 31, 2006, and all other reports, registration statements, definitive
proxy statements or information statements filed or to be filed by it or any of its Subsidiaries
subsequent to December 31, 2004 under the Securities Act, or under Sections 13(a), 13(c), 14
and 15(d) of the Exchange Act, in the form filed, or to be filed (collectively, its “SEC
Documents”), with the SEC (i) complied or will comply in all material respects as to form with
the applicable requirements under the Securities Act or the Exchange Act, as the case may be,
and (ii) did not and will not contain any untrue statement of a material fact or omit to state a
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material fact required to be stated therein or necessary to make the statements made therein, in
light of the circumstances under which they were made, not misleading; and each of the balance
sheets contained in or incorporated by reference into any such SEC Document (including the
related notes and schedules thereto) fairly presents the financial position of the entity or entities
to which it relates as of its date, and each of the statements of income and changes in
stockholders’ equity and cash flows or equivalent statements in the case of Energy Partners in
such SEC Documents (including any related notes and schedules thereto) fairly presents the
results of operations, changes in stockholders’ equity and changes in cash flows, as the case may
be, of the entity or entities to which it relates for the periods to which it relates, in each case in
accordance with generally accepted accounting principles consistently applied during the periods
involved, except in each case as may be noted therein, subject to normal year-end audit
adjustments in the case of unaudited statements. Except as and to the extent set forth on its
balance sheet as of December 31, 2006, as of such date, neither it nor any of its Subsidiaries had
any liabilities or obligations of any nature (whether accrued, absolute, contingent or otherwise)
that would be required to be reflected on, or reserved against in, a balance sheet or in the notes
thereto prepared in accordance with generally accepted accounting principles consistently
applied. :

(b)  Litigation; Regulatory Action.

(1) No litigation, claim or other proceeding before any court or governmental
agency is pending against it or any of its Subsidiaries and, to the best of its knowledge, no such
litigation, claim or other proceeding has been threatened, other than normal and routine litigation
which is either covered by insurance in amounts sufficient to discharge any likely exposure.
There are no outstanding judgments, decrees, injunctions, awards or orders against it or any of its
Subsidiaries. Schedule 5.3(h) of its Disclosure Schedule contains, as of the date of this
Agreement, an accurate and complete list of all actions, suits and proceedings pending or, to the
best of its knowledge, threatened against it, except as to routine law suits arising in the ordinary
course of business which are fully covered by insurance (except for deductible amounts under
such insurance policies which if required to be paid would not individually or in the aggregate
have a Material Adverse Effect).

(i)  Neither it nor any of its Subsidiaries or properties is a party to or is subject
to any order, decree, agreement, memorandum of understanding or similar arrangement with, or
a commitment letter or similar submission to, any federal or state governmental agency or court
or authority or body or the supervision or regulation of it or any of its Subsidiaries (collectively,
the “Regulatory Authorities™).

(iii)  Neither it nor any of its Subsidiaries has been advised by any Regulatory
Authority that such Regulatory Authority is contemplating issuing or requesting (or is
considering the appropriateness of issuing or requesting) any such order, decree, agreement,
memorandum of understanding, commitment letter or similar submission.

6 Compliance with Laws. Except as set forth in Schedule 5.3(i) of its Disclosure
Schedule, it and each of its Subsidiaries:
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i) in the conduct of its business, is in compliance with all applicable federal,
state, local and foreign statutes, laws, regulations, ordinances, rules, judgments, orders or
decrees applicable thereto or to the employees conducting such businesses, (any instance
of failure to so comply is referred to herein as a “Non-Compliance Event”);

(if)  has all permits, licenses, authorizations, orders and approvals of, and has
made all filings, applications and registrations with, all Regulatory Authorities that are
required in order to permit it to conduct its businesses substantially as presently
conducted; all such permits, licenses, certificates of authority, orders and approvals are in
full force and effect and, to the best of its knowledge, no suspension or cancellation of
any of them is threatened (any instance or failure to obtain any of the foregoing and to
maintain them in full force and effect is referred to herein as a “Permitting Violation”);
and

(iii)  has not received, since December 31, 2004, any notification or
communication from any Regulatory Authority asserting that it or any of its Subsidiaries
is not in compliance with any of the statutes, regulations, or ordinances which such
Regulatory Authority enforces or threatening to revoke any license, franchise, permit, or
governmental authorization nor, to its knowledge, do any grounds for any of the
foregoing exist (any instance of the foregoing referred to herein as a “Non-Compliance
Notification”). '

() Defaults. Neither it nor any of its Subsidiaries is in default under any contract,
agreement, commitment, arrangement, lease, insurance policy, or other instrument to which it is
a party, by which its respective assets, business, or operations may be bound or affected, or under
which it or its respective assets, business, or operations receives benefits, and there has not
occurred any event that, with the lapse of time or the giving of notice or both, would constitute
such a default.

(k)  No Brokers. No action has been taken by it that would give rise to any valid
claim against any party hereto for a brokerage commission, finder’s fee or other like payment
with respect to the transactions contemplated by this Agreement, excluding, in the case of
Hydrocarbon, fees to be paid to Merrill Lynch, Pierce, Fenner & Smith Incorporated, and, in the
case of Energy Partners, fees to be paid to Lehman Brothers Inc. and RBC Capital Markets, in
every case pursuant to letter agreements which have been heretofore disclosed to the other party.

1)) Compensation and Benefit Plans.

@) Schedule 5.3(1)(i) of a party’s Disclosure Schedule contains a complete list
of all material bonus, vacation, deferred compensation, pension, retirement, profit-sharing, thrift,
savings, employee stock ownership, stock bonus, stock purchase, restricted stock and stock
option plans, all employment or severance contracts, all medical, dental, disability, health and
life insurance plans, all other employee benefit and fringe benefit plans, contracts or
arrangements and any applicable “change of control” or similar provisions in any plan, contract
or arrangement maintained or contributed to by it or any of its Subsidiaries for the benefit of
officers, former officers, employees, former employees, directors, former directors, or the
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beneficiaries of any of the foregoing, including all “employee benefit plans” as defined in
ERISA Section 3(3) (collectively, “Compensation and Benefit Plans™).

(i)  True and complete copies of its Compensation and Benefit Plans,
including, but not limited to, any trust instruments and/or insurance contracts, if any, forming a
part thereof, and all amendments thereto and, if applicable, the most recent Form 5500 and
annual reports for such plans have been made available to the other party.

(i)  Each of its Compensation and Benefit Plans has been administered in all
material respects in accordance with the terms thereof. All “employee benefit plans” within the
meaning of Section 3(3) of ERISA, other than “multiemployer plans” within the meaning of
Section 3(37) of ERISA (“Multiemployer Plans™), covering employees or former employees of it
and its Subsidiaries (its “Plans”), to the extent subject to ERISA, are in material compliance with
ERISA, the Code, and other applicable laws and, to the knowledge of Hydrocarbon, no
prohibited transaction has occurred with respect to any such employee benefit plan that would
result in any material excise Tax or other material liability under ERISA or the Code. Each
Compensation and Benefit Plan of it or its Subsidiaries which is an “employee pension benefit
plan” within the meaning of Section 3(2) of ERISA (“Pension Plan”) and which is intended to be
qualified under Section 401(a) of the Code has received a favorable determination letter from the
Internal Revenue Service or may rely on an opinion letter from the Internal Revenue Service, and
it is not aware of any circumstances reasonably likely to result in the revocation or denial of any
such favorable determination or opinion letter. There is no pending or, to its knowledge,
threatened litigation or governmental audit, examination or investigation relating to any of the
Compensation and Benefit Plans (other than regular claims for benefits).

(iv)  No material liability under Title IV of ERISA has been or is expected to
be incurred by it or any of its Subsidiaries with respect to any ongoing, frozen or terminated
“single-employer plan,” within the meaning of Section 4001(a)(15) of ERISA, currently or
formerly maintained by any of them, or the single-employer plan of any entity which is
considered one employer with it under Section 4001(a)(15) of ERISA or Section 414 of the Code
(an “ERISA Affiliate”). Neither it nor any of its Subsidiaries presently contributes to a
Multiemployer Plan, nor have they contributed to such a plan within the past five calendar years.
No Pension Plan is a “defined benefit plan” within the meaning of ERISA Section 3(35) or
“money purchase” plan subject to Section 412 of the Code.

) All contributions, premiums and payments required to be made under the
terms of any Compensation and Benefit Plan of it or any of its Subsidiaries have been made.

(vi)  Neither it nor any of its Subsidiaries has any obligations -under any
Compensation and Benefit Plans to provide benefits, including death or medical benefits, with
respect to employees of it or its Subsidiaries beyond their retirement or other termination of
service other than (A) coverage mandated by Part 6 of Title I of ERISA or Section 4980B of the
Code, (B) retirement or death benefits under any employee pension benefit plan (as defined
under Section 3(2) of ERISA), (C) disability benefits under any employee welfare plan that have
been fully provided for by insurance or otherwise, or (D) benefits in the nature of severance pay.

30

HOU:2722261.11




EXHIBIT NO. SPC-48
Docket No. RP08-___-000
Page 37 of 63

(vil) Except as Previously Disclosed under Schedule 3.3((vii) of a party’s
Disclosure Schedule, neither the execution and delivery of this Agreement nor the consummation
of the transactions contemplated hereby will (A) result in any payment (including, without
limitation, severance, unemployment compensation, golden parachute or otherwise) becoming
due to any director or any employee of it or any of its Subsidiaries under any Compensation and
Benefit Plan or otherwise from it or any of its Subsidiaries, (B) increase any benefits otherwise
payable under any Compensation and Benefit Plan or (€) result in any acceleration of the time of
payment or vesting of any such benefit.

(m)  Labor Matters. Except as set forth in Schedule 3.3(m) of a party’s Disclosure
Schedule, neither it nor any of its Subsidiaries is a party to, or is bound by, any collective
bargaining agreement, contract or other agreement or understanding with a labor union or labor
organization, nor is it or any of its Subsidiaries the subject of a proceeding asserting that it or any
such Subsidiaries has committed an unfair labor practice (within the meaning of the National
Labor Relations Act) or seeking to compel it or such Subsidiaries to bargain with any labor
organization as to wages and conditions of employment.

(n) Environmental Matters. Except as Previously Disclosed under Schedule 5 .3(n) of
a party’s Disclosure Schedule, neither (i) the past or present conduct nor operation of such party
or its Subsidiaries nor any condition of any property or asset presently or previously owned,
leased or operated by any of them, including but not limited to on-site or off-site disposal or
release of any chemical substance, product or waste, violates or violated Environmental Laws,
and no condition has existed or event has occurred with respect to any of them or any such
property that, with notice or the passage of time, or both, is reasonably likely to result in liability
or obligations for any clean-up, remediation, disposal or corrective action under Environmental
Laws or claims for personal injury, property damage or damage to natural resources, and (ii)
such party nor any of its Subsidiaries has received any notice from any person or entity that it or
its Subsidiaries or the operation or condition of any property or asset ever owned, leased,
operated, held as collateral or held as a fiduciary by any of them is or was in violation of or
otherwise are alleged to have liability under any Environmental Law or has entered into any
consent decree or order or is subject to any order of any court or governmental authority or
tribunal under any Environmental Law or relating to the clean-up of any hazardous materials
contamination, including, but not limited to, responsibility (or potential responsibility) for the
cleanup or other remediation of any pollutants, contaminants, or hazardous or toxic wastes,
substances or materials at, on, beneath, or originating from any such property.

(0) Tax Matters.

() All material returns, declarations, reports, estimates, information returns
and statements required to be filed under federal, state, local or any foreign Tax Laws
(“Tax Returns™) with respect to it or any of its Subsidiaries, have been timely filed, or
requests for extensions have been timely filed and have not expired;

(i)  all Tax Returns filed by it are complete and accurate in all material
respects;
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(iii)  all Taxes shown to be due on such Tax Returns and all other Taxes, if any,
required to be paid by it or its Subsidiaries for all periods ending through the date hereof
have been paid or adequate reserves have in accordance with generally accepted
accounting principles been established for the payment of such Taxes; and

(iv)  no material (A) audit or examination or (B) refund litigation with respect
to any Tax Return is pending. As of the date hereof, neither it nor any of its Subsidiaries
(x) has granted any requests, agreements, consents or waivers to extend the statutory
period of limitations applicable to the assessment of any Taxes with respect to any Tax
Returns, (y) is a party to any Tax sharing or Tax indemnity agreement or (z) is a party to
an agreement that provides for the payment of any amount that would constitute a
“parachute payment” within the meaning of Section 280G of the Code.

(P)  Regulatory Approvals. Except as set forth in Schedule 5.3(p) of a party’s
Disclosure Schedule, the only approval of any governmental agency necessary to consummate
the transactions contemplated by this Agreement (other than filings under the Securities Act) is
pursuant to the HSR. As of the date hereof, neither Hydrocarbon nor the Energy Partners is
aware of any reason why the approvals under the HSR will not be received.

(@  No Material Adverse Change. Except as disclosed in its SEC Documents filed
with the SEC on or before the date hereof, since December 31, 2006, (i) it and its Subsidiaries
have conducted their respective businesses in the ordinary and usual course (excluding the
incurrence of expenses related to this Agreement and the transactions contemplated hereby), (ii)
it has not made any material change in its accounting methods, principles or practices or its Tax
methods, practices or elections and (iii) no event has occurred or circumstance arisen that,
individually or taken together with all other facts, circumstances and events is reasonably likely
to result in a Material Adverse Effect.

@ Insurance. It has previously delivered to the other party a schedule listing the
officers” and directors’ liability insurance policies, primary and excess casualty and liability
insurance policies providing coverage for bodily injury and property damage maintained by it
and its Subsidiaries. It and its Subsidiaries maintain insurance coverage reasonably adequate for
the operation of their respective businesses taking into account the cost and availability of such
insurance.

(s) Condition and Sufficiency of Assets. The assets used in the business of it and its
Subsidiaries are in operating condition and repair consistent with normal industry standards and
are adequate for the uses to which they are being put and none of such assets are in need of
replacement, maintenance or repairs except for ordinary and routine maintenance and repairs that
are not material in nature or cost, except for assets which are not in service and the use of which
are not required to conduct the business of it and its Subsidiaries in the ordinary course
consistent with past practices. The assets in service are sufficient for the continued conduct of its
business after the Closing. '

® Intellectual Property. Except as may be disclosed in Schedule 5.3(t) of its
Disclosure Schedule, it and its Subsidiaries own or possess adequate licenses and other valid
rights to use all patents, patent rights, trademarks, trademark rights and proprietary information
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used or held for use in connection with their respective businesses as currently being conducted,
and there are no assertions or claims challenging the validity of any of the foregoing.

(u) The Hydrocarbon Board Recommendations. At a meeting duly called and held,
the Deal Committee determined that this Agreement and the transactions contemplated hereby,
including the adoption of the Redemption Charter Amendment, are fair to and in the best
interests of the Unaffiliated Stockholders, and recommended that the Hydrocarbon Board
approve the Redemption Charter Amendment, this Agreement and the transactions contemplated
hereby, declare the Redemption Charter Amendment and the Agreement advisable and
recommend their adoption by the stockholders of Hydrocarbon. At a meeting duly called and
held, the Hydrocarbon Board has approved and declared the advisability of, and resolved to
recommend that its stockholders approve the Redemption Charter Amendment and adopt this
Agreement. Hydrocarbon has taken all necessary actions to render the restrictions on “business
combinations” (as defined in Section 203 of the DGCL) inapplicable to this Agreement and the
transactions contemplated herby and thereby.

W) The Board of Directors of the General Partner Recommendations. At a meeting
duly called and held, the Conflicts Committee determined that this Agreement and the
transactions contemplated hereby, including the Unit Issuance and the adoption of the Amended
and Restated Partnership Agreement, are fair and reasonable to, and in the best interests of, the
Unaffiliated Common Unitholders and the Partnership, and recommended that the Board of
Directors of the General Partner approve this Agreement and the transactions contemplated
hereby and recommend to the Unaffiliated Common Unitholders that they approve the Merger,
the Unit Issuance and the Amended and Restated Partnership Agreement. At a meeting duly
called and held, the Board of Directors of the General Partner has approved and declared the
advisability of, and resolved to recommend that the unitholders of Energy Partners approve the
Merger, the Unit Issuance and the Amended and Restated Partnership Agreement.

(W) Operations of MergerCo. Tn the case of Energy Partners, MergerCo was formed
solely for the purpose of engaging in the transactions contemplated by this Agreement and has
engaged in no business other than in connection with entering into this Agreement and engaging
in the transactions contemplated hereby.

(x) Hydrocarbon Fairness Opinion. Merrill Lynch, Pierce, Fenner & Smith
Incorporated has delivered to the Deal Committee its written opinion dated as of the date hereof,
that as of such date, the Redemption/Merger Consideration is fair, from a financial point of view,
to the Unaffiliated Stockholders, a copy of which has been provided to Energy Partners.

) Energy Partners Fairness Opinion. Lehman Brothers Inc. has delivered to the
Conflicts Committee its written opinion dated as of the date hereof, that as of such date, the
Redemption/Merger Consideration paid in the Redemption and the Merger and the consideration
paid for the Class B membership interests in the General Partner pursuant to the Class B
Membership Interest Contribution Agreement, in the aggregate, are fair, from a financial point of
view, to the holders of the Common Units (other than Hydrocarbon and its affiliates), a copy of
which has been provided to the Hydrocarbon Board.
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ARTICLE VI

COVENANTS

Hydrocarbon hereby covenants to and agrees with Energy Partners, and Energy Partners
hereby covenants to and agrees with Hydrocarbon, that:

Section 6.1  Best Efforts. Subiject to the terms and conditions of this Agreement, it
shall use its commercially reasonable best efforts in good faith to take, or cause to be taken, all
actions, and to do, or cause to be done, all things necessary, proper, desirable or advisable under
applicable laws, so as to permit consummation of the Redemption and Merger promptly and
otherwise to enable consummation of the transactions contemplated hereby, including, without
limitation, obtaining (and cooperating with the other party hereto to obtain) HSR approval and
any other third party approval that is required to be obtained by Hydrocarbon or Energy Partners
or any of their respective Subsidiaries in connection with the Redemption and/or Merger and the
. other transactions contemplated by this Agreement, and using commercially reasonable best
efforts to lift or rescind any injunction or restraining order or other order adversely affecting the
ability of the parties to consummate the transactions contemplated hereby, and using
commercially reasonable best efforts to defend any litigation seeking to enjoin, prevent or delay
the consummation of the transactions contemplated hereby or seeking material damages, and
each shall cooperate fully with the other parties hereto to that end, and shall furnish to the other

party copies of all correspondence, filings and communications between it and its Affiliates and

any Regulatory Authority with respect to the transactions contemplated hereby. In complying
with the foregoing, neither it nor its Subsidiaries shall be required to take measures that would
have a Material Adverse Effect on it and such Subsidiaries taken as a whole.

Section 6.2 Equityholder Approvals. Subject to the terms and conditions of this
Agreement, each of them shall take, in accordance with applicable law, applicable stock
exchange rules and its certificate of incorporation and bylaws, in the case of Hydrocarbon, and
the Partnership Agreement, in the case of Energy Partners, all action necessary to call, hold and
convene, respectively, (i) an appropriate meeting of stockholders of Hydrocarbon to consider and
vote upon the approval of the Redemption Charter Amendment, the Merger, the adoption of this
Agreement and any other matters required to be approved by Hydrocarbon’s stockholders for
consummation of the Redemption and Merger (including any adjournment or postponement, the
“Hydrocarbon Meeting”) and (ii) an appropriate meeting of the holders of the Common Units to
consider and vote upon the approval of the Merger, the Unit Issuance and the Amended and
Restated Partnership Agreement, and any other matters required to be approved by them for
consummation of the Merger (including any adjournment or postponement, the “Energy Partners
Meeting”; and each of the Hydrocarbon Meeting and Energy Partners Meeting, a “Meeting”),
respectively, promptly after the date hereof. -Subject to Section 6.6(c), the Hydrocarbon Board
and the Deal Committee shall recommend such approval (the “Hydrocarbon Recommendation”),
and each of Energy Partners and Hydrocarbon shall take all reasonable lawful action to solicit
such approval by its respective equity holders. The Board of Directors of the General Partner
and the Conflicts Committee shall recommend approval of the Merger, the Unit Issuance and the
Amended and Restated Partnership Agreement to its holders of Common Units (the “Energy
Partners Recommendation”). Notwithstanding the foregoing, at any time prior to obtaining
Energy Partners Unitholder Approval, the Board of Directors of the General Partner and the
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Conflicts Committee may withdraw, modify or qualify in any manner adverse to Hydrocarbon
the Energy Partners Recommendation (any such action being referred to as a “Energy Partners
Change in Recommendation”) if they have concluded in good faith, after consultation with, and
taking into account the advice of their outside legal advisors and financial consultants, that an
Energy Partners Change in Recommendation is necessary to comply with their fiduciary duties
under applicable law. The obligation of Hydrocarbon to call, hold and convene the Hydrocarbon
Meseting shall not be affected by a Hydrocarbon Change in Recommendation, and the obligation
of Energy Partners to call, hold and convene the Energy Partners Meeting shall not be affected
by an Energy Partners Chan ge in Recommendation. '

Section 6.3  Registration Statement.

(a) Each of Energy Partners and Hydrocarbon agrees to cooperate in the preparation
of a registration statement on Form S-4 (the “Registration Statement™) (including the joint proxy
statement and prospectus and other proxy solicitation materials of Energy Partners and
Hydrocarbon constituting a part thereof (the “Joint Proxy Statement”) and all related documents)
to be filed by Energy Partners with the SEC in connection with the issuance of Common Units in
the Merger as contemplated by this Agreement. Each of Energy Partners and Hydrocarbon
agrees that the other party shall have the right to consent to the disclosure to be contained in the
Registration Statement and the Joint Proxy Statement. Provided Hydrocarbon has cooperated as
required above, Energy Partners agrees to file the Registration Statement with the SEC as
promptly as practicable. Each of Hydrocarbon and Energy Partners agrees to use all
commercially reasonable best efforts to cause the Registration Statement to be declared effective
under the Securities Act as promptly as practicable after filing thereof. Energy Partners also
agrees to use commercially reasonable best efforts to obtain all necessary state securities law or
“Blue Sky” permits and approvals required to carry out the transactions contemplated by this
Agreement. Hydrocarbon agrees to furnish to Energy Partners all information concerning
Hydrocarbon, its Subsidiaries (other than Energy Partners and its Subsidiaries), officers,
directors and stockholders and to take such other action as may be reasonably requested in
connection with the foregoing,

()  Each of Hydrocarbon and Energy Partners agrees, as to itself and its Subsidiaries,
other than, in the case of Hydrocarbon, Energy Partners and its Subsidiaries, that (i) none of the
information supplied or to be supplied by it for inclusion or incorporation by reference in the
Registration Statement will, at the time the Registration Statement and each amendment or
supplement thereto, if any, becomes effective under the Securities Act, contain any untrue
statement of a material fact or omit to state any material fact required to be stated therein or
necessary to make the statements therein, in light of the circumstances under which they were
made, not misleading, and (ii) the Joint Proxy Statement and any amendment or supplement
thereto will, at the date of mailing to stockholders and at the times of the Energy Partners
Meeting and Hydrocarbon Meeting, not contain any untrue statement of a material fact or omit to
state any material fact required to be stated therein or necessary to make the statements therein,
in light of the circumstances under which they were made, not misleading. Each of Hydrocarbon
and Energy Partners further agrees that if it shall become aware prior to the Closing Date of any
information that would cause any of the statements in the Registration Statement to be false or
misleading with respect to any material fact, or omit to state any material fact necessary to make
the statements therein, in light of the circumstances under which they were made, not false or
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misleading, it will promptly inform the other party thereof and take the necessary steps to correct
such information in an amendment or supplement to the Registration Statement.

(©)  Energy Partners will advise Hydrocarbon, promptly after Energy Partners receives
notice thereof, of the time when the Registration Statement has become effective or any
supplement or amendment has been filed, of the issuance of any stop order or the suspension of
the qualification of the Common Units for offering or sale in any jurisdiction, of the initiation or
threat of any proceeding for any such purpose, or of any request by the SEC for the amendment
or supplement of the Registration Statement or for additional information. ’

(d)  Each of Energy Partners and Hydrocarbon will use its commercially reasonable
best efforts to cause the Joint Proxy Statement to be mailed to its unitholders and stockholders,
respectively, as soon as practicable after the effective date of the Registration Statement.

Section 6.4  Press Releases. FEach of Hydrocarbon and Energy Partners will not,
without the prior approval of the Conflicts Committee in the case of Hydrocarbon and the Deal
Committee in the case of Energy Partners, issue any press release or written statement for
general circulation relating to the transactions contemplated hereby, except as otherwise required
by applicable law or regulation or the rules of the NYSE (and the American Stock Exchange as
applicable), in which case it will consult with the other party before issuing any such press
release or written statement.

Section 6.5 Access; Information.

(a) Upon reasonable notice and subject to applicable laws relating to the exchange of
information, each party shall, and shall cause its Subsidiaries to, afford the other parties and their
officers, employees, counsel, accountants and other authorized representatives, access, during
normal business hours throughout the period prior to the Effective Time, to all of its propetties,
books, contracts, commitments and records, and to its officers, employees, accountants, counsel
or other representatives, and, during such period, it shall, and shall cause its Subsidiaries to,
furnish promptly to such other parties and its representatives (i) a copy of each material report,
schedule and other document filed by it pursuant to the requirements of federal or state securities
law (other than reports or documents that Hydrocarbon or Energy Partners or their respective
Subsidiaries, as the case may be, are not permitted to disclose under applicable law) and (ii) all
other information concerning the business, properties and personnel of it as the other may
reasonably request. Neither Hydrocarbon nor Energy Partners nor any of their respective
Subsidiaries shall be required to provide access to or to disclose information where such access
or disclosure would violate or prejudice the rights of its customers, jeopardize the attorney-client
privilege of the institution in possession or control of such information or contravene any law,
rule, regulation, order, judgment, decree, fiduciary duty or binding agreement entered into prior
to the date of this Agreement. The parties hereto will make appropriate substitute disclosure
arrangements under the circumstances in which the restrictions of the preceding sentence apply.

b) Energy Partners will not use any information obtained pursuant to this Section 6.5
for any purpose unrelated to the consummation of the transactions contemplated by this
Agreement and will hold all information and documents obtained pursuant to this paragraph in
confidence. No investigation by either party of the business and affairs of the other shall affect
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or be deemed to modify or waive any representation, warranty, covenant or agreement in this
Agreement, or the conditions to either party’s obligation to consummate the transactions
contemplated by this Agreement.

Section 6.6  Acquisition Proposals.

€)] Notwithstanding any other provision of this Agreement to the contrary, during the
period beginning on the date of this Agreement and continuing until the No-Solicitation Period
Start Date, Hydrocarbon and its Representatives shall have the right to, directly or indirectly, (i)
initiate, solicit, facilitate and encourage Acquisition Proposals, (ii) enter into discussions relating
to Acquisition Proposals, (iii) continue or otherwise participate in any discussions or negotiations
regarding any Acquisition Proposal, (iv) furnish to any Person any information or data with
respect to Hydrocarbon, including by way of providing access to non-public information
pursuant to (but only pursuant to an executed confidentiality agreement no less restrictive than
the Confidentiality Agreement); provided that Hydrocarbon shall promptly provide or make
available to Energy Partners any non-public information concerning Hydrocarbon or any
Subsidiary that is provided or made available to any Person which was not previously provided
or made available to Energy Partners; and (v) otherwise cooperate with or take any other action
to facilitate any proposal that constitutes, or could reasonably be expected to lead to, an
Acquisition Proposal. Within 24 hours following the No-Solicitation Period Start Date,
Hydrocarbon shall notify Energy Partners of (i) the number of Excluded Parties, (ii) the identity
of each Excluded Party and (iii) the material terms and conditions of each Excluded Party’s
Acquisition Proposal and furnish copies of any documents and related correspondence provided
in connection therewith (including any amendments or modifications to any of the foregoing)
received from any Excluded Party. Hydrocarbon shall immediately cease any discussions with
any Person (other than Energy Partners) that are ongoing as of the No-Solicitation Period Start
Date and that constitute an Acquisition Proposal, except as may be expressly provided for in
Sections 6.6(b) and 6.6(c), and except in respect of any Excluded Party.

Any Person that submits an Acquisition Proposal that the Deal Committee and the
Hydrocarbon Board determines in good faith constitutes, or could reasonably be expected to lead
to, a Superior Proposal, no later than 24 hours following the No Solicitation Period Start Date
shall be referred to herein as an “Excluded Party.” Notwithstanding anything contained in
Section 6.6(a) to the contrary, any Excluded Party shall cease to be an Excluded Party for all
purposes under this Agreement at such time as the Deal Committee determines in good faith that
the Acquisition Proposal made by such party ceases to be reasonably likely to lead to a Superior
Proposal.

(®)  Except with respect to any written Acquisition Proposal from an Excluded Party
received after the date hereof and prior to the No-Solicitation Period Start Date, none of
Hydrocarbon and its Subsidiaries shall, and they shall cause their Representatives not to, directly
or indirectly, (i) initiate, solicit, facilitate or knowingly encourage the submission of, any
Acquisition Proposal, or (ii) participate in any negotiations or negotiations regarding, or furnish
to any person any non-public information with respect to, any Acquisition Proposal.
Notwithstanding anything to the contrary in this Section 6.6, nothing contained in this
Agreement shall prohibit Hydrocarbon from furnishing any information to, or entering into or
participating in discussions or negotiations with, any person that makes an unsolicited written
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Acquisition Proposal which did not result from a breach of this Section 6.6, if (i) the Deal
Committee determines that such Acquisition Proposal constitutes or is likely to result in a
Superior Proposal, and (ii) prior to furnishing such non-public information to such person,
Hydrocarbon receives from such person an executed confidentiality agreement no less restrictive
than the Confidentiality Agreement and furnishes Energy Partners with any such information that
has not previously been furnished. Any breach of this Section 6.6 by any of Hydrocarbon’s or its
Subsidiaries’ Representatives shall constitute a breach of this Section 6.6 by Hydrocarbon.

()  Other than in accordance with Section 6.6(e), and except as otherwise provided in
this Section 6.6(c), neither the Hydrocarbon Board nor any committee thereof shall (1) (a)
withdraw, modify or qualify in any manner adverse to Energy Partners the Hydrocarbon
Recommendation or (b) publicly approve or recommend, or publicly propose to approve or
recommend, any Acquisition Proposal (any action described in this clause (1) being referred to
as a “Hydrocarbon Change in Recommendation”); or (2) approve, adopt or recommend, or
publicly propose to approve, adopt or recommend, or allow Hydrocarbon or any of its
Subsidiaries to execute or enter into, any letter of intent, memorandum of understanding,
agreement in principle, merger agreement, acquisition agreement, option agreement, joint
venture agreement, partnership agreement, or other similar contract or any tender or exchange
offer providing for, with respect to, or in connection with, any Acquisition Proposal.
Notwithstanding the foregoing, at any time prior to obtaining the Hydrocarbon Stockholder
Approval, the Deal Committee may make a Hydrocarbon Change in Recommendation if it shall
have concluded in good faith, after consultation with, and taking into account the advice of, its
outside legal advisors and financial consultants, the Hydrocarbon Change in Recommendation is
necessary to comply with its fiduciary duties under applicable law; provided, however, that the
Deal Committee shall not be entitled to exercise its right to make a Hydrocarbon Change in
Recommendation pursuant to this sentence unless Hydrocarbon has: (x) complied in all material
respects with this Section 6.6, (y) provided to Energy Partners four calendar days prior written
notice (such notice, a “Notice of Proposed Recommendation Change”) advising Energy Partners
that the Deal Committee intends to take such action and specifying the reasons therefor in
reasonable detail, including, if applicable, the terms and conditions of any Superior Proposal that
is the basis of the proposed action and the identity of the Person making the proposal and
contemporaneously providing a copy of all relevant proposed transaction documents for such
Superior Proposal (it being understood and agreed that any amendment to the terms of any such
Superior Proposal shall require a new Notice of Proposed Recommendation Change and an
additional four calendar day period), and (z) if applicable, provided to Energy Partners all
materials and information delivered or made available to the Person or group of persons making
any Superior Proposal in connection with such Superior Proposal (to the extent not previously
provided). Any Hydrocarbon Change in Recommendation shall not change the approval of this
Agreement or any other approval of the Board of Directors of Hydrocarbon, including in any
respect that would have the effect of causing any state (including Delaware) corporate takeover
Statute or other similar statute to be applicable to the transactions contemplated hereby or
thereby, including the Redemption and/or Merger.

(d In addition to the obligations of Hydrocarbon set forth in this Section 6.6,
Hydrocarbon shall as promptly as practicable (and in any event within 24 hours after receipt)
advise Energy Partners orally and in writing of any Acquisition Proposal or any matter giving
rise to a Hydrocarbon Change in Recommendation and the material terms and conditions of any
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such Acquisition Proposal or any matter giving rise to a Hydrocarbon Change in
- Recommendation (including any changes thereto) and the identity of the Person making any such
Acquisition Proposal. Hydrocarbon shall keep Energy Partners informed on a reasonably current
basis of material developments with respect to any such Acquisition Proposal or any matter
giving rise to a Hydrocarbon Change in Recommendation.

) Nothing contained in this Agreement shall prevent Hydrocarbon or the
Hydrocarbon Board from taking and disclosing to its stockholders a position contemplated by
Rule 14d-9 and Rule 14e-2(a) promulgated under the Exchange Act (or any similar
communication to stockholders) or from making any legally required disclosure to stockholders.
Any “stop-look-and-listen” communication by Hydrocarbon or the Hydrocarbon Board to the
stockholders of Hydrocarbon pursuant to Rule 14d-9(f) promulgated under the Exchange Act (or
any similar communication to the stockholders of Hydrocarbon) shall not be considered a failure
to make, or a withdrawal, modification or change in any manner adverse to Energy Partners of,
all or a portion of the Hydrocarbon Recommendation.

Section 6.7  Affiliate Arrangements.

(a) Not later than the 15th day after the mailing of the Joint Proxy Statement,
Hydrocarbon shall deliver to Energy Partners a schedule of each person that, to the best of its
knowledge, is or is reasonably likely to be, as of the date of the relevant Meeting, deemed to be
an “affiliate” of Hydrocarbon (a “Rule 145 Affiliate”) as that term is used in Rule 145 under the
Securities Act. :

_ )] Hydrocarbon shall use its commercially reasonable best efforts to cause its Rule
145 Affiliates not to sell any securities received under the Merger in violation of the registration
requirements of the Securities Act, including Rule 145 thereunder.

Section 6.8  Takeover Laws. Neither party shall take any action that would cause the
transactions contemplated by this Agreement to be subject to requirements imposed by any
Takeover Laws, and each of them shall take all necessary steps within its control to exempt (or
ensure the continued exemption of) the transactions contemplated by this Agreement from, or if
necessary challenge the validity or applicability of, any stockholder rights plan adopted by such
party or any applicable Takeover Law, as now or hereafter in effect, including, without
limitation, Takeover Laws of any state that purport to apply to this Agreement or the transactions
contemplated hereby.

Section 6.9  No Rights Triggered. Each of Hydrocarbon and Energy Partners shall take
all steps necessary to ensure that the entering into of this Agreement and the consummation of
the transactions contemplated hereby and any other action or combination of actions, or any
other transactions contemplated hereby, do not and will not result in the grant of any Rights to
any person (a) in the case of Hydrocarbon under its certificate of incorporation or bylaws and in
the case of Energy Partners under its Partnership Agreement or (b) under any material agreement
to which it or any of its Subsidiaries is a party.

Section 6.10 Common Units Listed. In the case of Energy Partners, Energy Partners
shall use its commercially reasonable best efforts to list, prior to the Closing, on the NYSE, upon
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official notice of issuance, the Common Units to be issued to the holders of Hydrocarbon
Common Stock in the Merger.

Section 6.11  Third Party Approvals.

(a) Energy Partners and Hydrocarbon and their respective Subsidiaries, shall
cooperate and use their respective commercially reasonable best efforts to prepare all
documentatjon, to effect all filings, to obtain all permits, consents, approvals and authorizations
of all third parties and HSR approval necessary to consummate the transactions contemplated by
this Agreement and to comply with the terms and conditions of such permits, consents, approvals
and authorizations and to cause the Redemption and/or Merger to be consummated as
expeditiously as practicable. Each of Energy Partners and Hydrocarbon shall have the right to
review in advance, and to the extent practicable each will consult with the other, in each case
subject to applicable laws relating to the exchange of information, with respect to, all material
written information submitted to any third party or any Regulatory Authorities in connection
with the transactions contemplated by this Agreement. In exercising the foregoing right, each of
the parties hereto agrees to act reasonably and promptly. Each party hereto agrees that it will
consult with the other parties hereto with respect to the obtaining of all material permits,
consents, approvals and authorizations of all third parties and Regulatory Authorities necessary
or advisable to consummate the transactions contemplated by this Agreement, and each party
will keep the other parties apprised of the status of material matters relating to completion of the
transactions contemplated hereby.

(b) Each party agrees, upon request, to furnish the other party with all information
concerning itself, its Subsidiaries, directors, officers and stockholders and such other matters as
may be reasonably necessary or advisable in connection with the Registration Statement, the
Joint Proxy Statement or any filing, notice or application made by or on behalf of such other
party or any of such Subsidiaries to any Regulatory Authority in connection with the transactions
contemplated hereby. '

Section 6.12  Indemnification; Directors’ and Officers’ Insurance.

(@) Without limiting any additional rights that any director, officer, trustee, employee,
agent, or fiduciary may have under any employment or indemnification agreement or under the
Hydrocarbon Charter, the Hydrocarbon Bylaws or this Agreement or, if applicable, similar
organizational documents or agreements of any of Hydrocarbon’s Subsidiaries, from and after
the Effective Time, Energy Partners and the Surviving Entity, jointly and severally, shall: (i)
indemnify and hold harmless each person who is at the date hereof or during the period from the
date hereof through the date of the Effective Time serving as a director or officer of Hydrocarbon
or any of its Subsidiaries or as a fiduciary under or with respect to any employee benefit plan
(within the meaning of Section 3(3) of ERISA) (collectively, the “Indemnified Parties”) to the
fullest extent authorized or permitted by applicable law, as now or hereafter in effect, in
connection with any Claim and any losses, claims, damages, liabilities, costs, Indemnification
Expenses, judgments, fines, penalties and amounts paid in settlement (including all interest,
assessments and other charges paid or payable in connection with or in respect of any thereof)
resulting therefrom; and (ji) promptly pay on behalf of or, within ten (10) days after any request
for advancement, advance to each of the Indemnified Parties, any Indemnification Expenses
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incurred in defending, serving as a witness with respect to or otherwise participating with respect
to any Claim in advance of the final disposition of such Claim, including payment on behalf of or
advancement to the Indemnified Party of any Indemnification Expenses incurred by such
Indemnified Party in connection with enforcing any rights with respect to such indemnification
and/or advancement, in each case without the requirement of any bond or other security). The
indemnification and advancement obligations of Energy Partners and the Surviving Entity
pursuant to this Section 6.12(a) shall extend to acts or omissions occurring at or before the
Effective Time and any Claim relating thereto (including with respect to any acts or omissions
occurring in connection with the approval of this Agreement and the consummation of the
Redemption and Merger and the transactions contemplated by this Agreement, including the
consideration and approval thereof and the process undertaken in connection therewith and any
Claim relating thereto), and all rights to indemnification and advancement conferred hereunder
shall continue as to a person who has ceased to be a director or officer of Hydrocarbon or any of
its Subsidiaries after the date hereof and shall inure to the benefit of such person’s heirs,
executors and personal and legal representatives. As used in this Section 6.12(a): (x) the term
“Claim” means any threatened, asserted, pending or completed action, whether instituted by any
party hereto, any Governmental Authority or any other person, that any Indemnified Party in
good faith believes might lead to the institution of any Action, whether civil, criminal,
administrative, investigative or other, including any arbitration or other alternative dispute
resolution mechanism, arising out of or pertaining to matters that relate to such Indemnified

Party’s duties or service as a director or officer of Hydrocarbon, any of its Subsidiaries, or any

employee benefit plan (within the meaning of Section 3(3) of ERISA) maintained by any of the
foregoing at or prior to the Effective Time; and (y) the term “Indemnification Expenses” means
reasonable attorneys’ fees and all other reasonable costs, expenses and obligations (including
experts’ fees, travel expenses, court costs, retainers, transcript fees, duplicating, printing and
binding costs, as well as telecommunications, postage and courier charges) paid or incurred in
connection with investigating, defending, being a witness in or participating in (including on
appeal), or preparing to investigate, defend, be a witness in or participate in, any Claim for which
indemnification is authorized pursuant to this Section 6.12(a), including any Action relating to a
claim for indemnification or advancement brought by an Indemnified Party. Neither Energy
Partners nor the Surviving Entity shall settle, compromise or consent to the eniry of any
judgment in any actual or threatened Action in respect of which indemnification has been or
could be sought by such Indemnified Party hereunder unless such settlement, compromise or
Jjudgment includes an unconditional release of such Indemnified Party from all liability arising
out of such Action without admission or finding of wrongdoing, or such Indemnified Party
otherwise consents thereto.

(b)  Without limiting the foregoing, Energy Partners and MergerCo agree that all
rights to indemnification, advancement of expenses and exculpation from liabilities for acts or
omissions occurring at or prior to the Effective Time now existing in favor of the current or
former directors or officers of Hydrocarbon or any of its Subsidiaries as provided in the
Hydrocarbon Charter and Hydrocarbon Bylaws (or, as applicable, the charter, bylaws,
partnership agreement, limited liability company agreement, or other organizational documents
of any of Hydrocarbon’s Subsidiaries) and indemnification agreements of Hydrocarbon or any of
its Subsidiaries shall be assumed by the Surviving Entity in the Merger, without further action, at
the Effective Time and shall survive the Merger and shall continue in full force and effect in
accordance with their terms.
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(©)  For a period of six (6) years from the Effective Time, the certificate of
incorporation and bylaws of the Surviving Entity shall contain provisions no less favorable with
respect to indemnification, advancement of expenses and limitations on liability of directors and
officers than are set forth in the Hydrocarbon Charter and Hydrocarbon Bylaws, which
provisions shall not be amended, repealed or otherwise modified for a period of six (6) years
from the Effective Time in any manner that would affect adversely the rights thereunder of
individuals who, at or prior to the Effective Time, were Indemnified Parties, unless such
modification shall be required by Law and then only to the minimum extent required by Law.

(d)  Energy Partners shall, or shall cause the Surviving Entity to, maintain for a period
of at least six (6) years following the Effective Time, the current policies of directors’ and
officers’ liability insurance maintained by Hydrocarbon and its Subsidiaries (provided, that the
Surviving Entity may substitute therefor policies of at least the same coverage and amounts
containing terms and conditions which are not less advantageous to such directors and officers of
Hydrocarbon than the terms and conditions of such existing policy from carriers with the same or
better rating as the carrier under the existing policy provided that such substitution shall not
result in gaps or lapses of coverage with respect to matters occurring before the Effective Time)
with respect to claims arising from facts or events that occurred on or before the Effective Time,
including in respect of the Redemption and Merger and the transactions contemplated by this
Agreement; provided, that Energy Partners shall not be required to pay annual premiums in
excess of 250% of the last annual premium paid by Hydrocarbon prior to the date hereof but in
such case shall purchase as much coverage as reasonably practicable for such amount.

& The provisions of Section 6.12(d) shall be deemed to have been satisfied if
prepaid “tail” policies have been obtained by the Surviving Entity for purposes of this Section
6.12 from carriers with the same or better rating as the carrier of such insurances as of the date of
this Agreement, which policies p