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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-K

(Mark One)

4| ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2012

OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
For the transition period from to
Commission File Number: 001-33784
SANDRIDGE ENERGY, INC.
(Exact name of registrant as specified in its chaer)
Delaware 20-8084793
(State or other jurisdiction of (.LR.S. Employer
incorporation or organization) Identification No.)

123 Robert S. Kerr Avenue
Oklahoma City, Oklahoma 73102

(Address of principal executive offices) (Zip Code)
(405) 429-5500
(Registrant’s telephone number, including area code

Securities registered pursuant to Section 12(b) alfie Act:

Title of Each Class Name of Each Exchange on Which Registered
Common Stock, $0.001 par value New York Stock Exchange
Preferred Stock Purchase Rights New York Stock Exchange

Securities registered pursuant to Section 12(g) t¢fie Act:
None

Indicate by check mark if the registrant is a vikelbwn seasoned issuer, as defined in Rule 40%dbéturities Act. Ye& No[O
Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 ornti®ecl5(d) of the Act. YeEl NoM™

Indicate by check mark whether the registrant @b filed all reports required to be filed by Sectid or 15(d) of the Securities Exchange Act of4l88ring the precedi
12 months (or for such shorter period that thestegt was required to file such reports), anché) been subject to such filing requirements ferpiast 90 days. Yed No O

Indicate by check mark whether the registrant nasnitted electronically and posted on its corpovegbsite, if any, every Interactive Data File reqdito be submitted and pos
pursuant to Rule 405 of Regulation S-T during treceding 12 months (or for such shorter periodttiategistrant was required to submit and podt §iles). Yesv No[O

Indicate by check mark if disclosure of delinquéilgrs pursuant to Item 405 of Regulation S-K ig wontained herein, and will not be contained,te best of registrargt’
knowledge, in definitive proxy or information statents incorporated by reference in Part Ill of fiism 10-K or any amendment to this Form 10K.

Indicate by check mark whether the registrantleazge accelerated filer, an accelerated filer, aaccelerated filer, or a smaller reporting comp&wge the definitions of “large
accelerated filer,” “accelerated filer” and “smalteporting company” in Rule 12b-2 of the ExchaAge. (Check one):

Large accelerated fileid Accelerated fileld
Non-accelerated filddl (Do not check if smaller reporting company) Smaller reporting comparid
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the lErge Act). YeEl No M

The aggregate market value of our common stock bgldon-affiliates on June 29, 2012 was approxitye#8.0 billion based on the closing price as quoted on the New
Stock Exchange. As of February 22, 2013 , therewB,991,081 shares of our common stock outstgndin

DOCUMENTS INCORPORATED BY REFERENCE
Portions of the Company’s definitive proxy statetrfenthe 2012 Annual Meeting of Stockholders areorporated by reference in Part 111
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Certain Defined Terms

References in this report to the “Company” and ‘tRidge” mean SandRidge Energy, Inc., including its constdéd subsidiaries a
variable interest entities of which it is the primpdeneficiary. In addition, this report includesrhs commonly used in the oil and natural
industry, which are defined in the “Glossary of @ild Natural Gas Terms” beginning on page 28.

Information Regarding Forward-Looking Statements

Various statements contained in this report, indgdhose that express a belief, expectation, @niion, as well as those that are
statements of historical fact, are forwdodking statements within the meaning of SectioA 27 the Securities Act of 1933, as amended
“Securities Act”), and Section 21E of the Secusitiexchange Act of 1934, as amended (the “Exchamg§.A hese statements express a b
expectation or intention and generally are accongghby words that convey projected future eventouicomes. These forwatdeking
statements may include projections and estimatesetning capital expenditures, the Compariquidity, capital resources, and debt pro
pending acquisitions or dispositions, the timing anccess of specific projects, outcomes and sffgfditigation, claims and disputes, elem:
of the Companys business strategy, compliance with governmemigililation of the oil and natural gas industry, udéhg environment
regulations, acquisitions and divestitures anddfiects thereof on the Compasyfinancial condition and other statements conoerithe
Company'’s operations, economic performance andhdiahcondition. Forwardeoking statements are generally accompanied bylsvsuch &
“estimate,” “assume,” “target,” “project,” “preditt“believe,” “expect,” “anticipate,” “potential,"could,” “may,” “foresee,” “plan,” “goal,”
“should,” “intend” or other words that convey thacertainty of future events or outcomes. The Compsas based these forwdibking
statements on its current expectations and assomsptibout future events. These statements are loasedrtain assumptions and anal
made by the Company in light of its experience parteption of historical trends, current conditiamsl expected future developments as
as other factors the Company believes are apptepuiader the circumstances. The actual resultseeeldpments anticipated may not
realized or, even if substantially realized, may have the expected consequences to or effectheo@dmpanys business or results. Si
statements are not guarantees of future performandeactual results or developments may differ riadhe from those projected in su
forward-looking statements. These forwdmdking statements speak only as of the date hefdoé Company disclaims any obligatior
update or revise these forwdabking statements unless required by law, andaittions readers not to rely on them unduly. While
Companys management considers these expectations and @gswsnto be reasonable, they are inherently stiltesignificant busines
economic, competitive, regulatory and other rigiantingencies and uncertainties relating to, amathgr matters, the risks and uncertait
discussed in “Risk Factors” in Item 1A of this refpancluding the following:

» risks associated with drilling oil and natural gels;

» the volatility of oil and natural gas pric

e uncertainties in estimating oil and natural gagmess

» the need to replace the oil and natural gas thepaamproduce

» the Company ability to execute its growth strategy by drifjiwells as planne

» risks and liabilities associated with acquired gmjes and risks related to the integration of @&eglbusinesse

* amount, nature and timing of capital expendgurecluding future development costs, requireddévelop the Company’
undeveloped areas;

e concentration of operations in the Mintinent, Gulf of Mexico and west Tex
* economic viability of certain natural gas protioie in west Texas due to high G@ontent

” oW ”ou " ow ”ou ”ou " ou " ou n ou

» availability of natural gas production for ther@panys midstream services operatic
+ limitations of seismic dat

» the potential adverse effect of commodity pdeelines on the carrying value of the Companyil and natural gas properti
e severe or unseasonable weather that may adveff&ty productior

» availability of satisfactory oil and natural gasrketing and transportatic

« availability and terms of capital to fund capitapenditures

e amount and timing of proceeds of asset sales a&l awnetization

» substantial existing indebtedne

« limitations on operations resulting from debt riesitons and financial covenan

» potential financial losses or earnings reductisosmfcommaodity derivative

e potential elimination or limitation of tax incen&s

e competition in the oil and natural gas indus
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» risks associated with consent solicitations andyrmntests conducted by dissident stockhol:
* general economic conditions, either internationalylomestically or in the areas where the Comugueyate:

e costs to comply with current and future governmiergtgulation of the oil and natural gas industngluding environmental, hea
and safety laws and regulations, and regulatiottis respect to hydraulic fracturing; and

» the need to maintain adequate internal control timancial reporting
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Iltem 1. Business
GENERAL

SandRidge Energy, Inc. is an independent oil artdrabgas company headquartered in Oklahoma Cikjalt®ma, concentrating
development and production activities in the Midr@oent, Gulf of Mexico and Permian Basin in wesi&s. The Company’primary area «
focus is the Mississippian formation, a shallow fogadirbon system in the Mi@ontinent area of northern Oklahoma and Kansasrenihéac
approximately 1,886,000 net acres under lease e¢eer 31, 2012 . The Company also had approxiynd&,000 and 232,000t acres i
the Gulf of Mexico and the Permian Basin, respetyivunder lease at December 31, 2012 and own®partes other interests in the Mid
Continent, west Texas and Gulf Coast. As descrilsdw, the Company entered into an agreement didawember 2012 to sell a signific
portion of its oil and natural gas properties i tRermian Basin. For more information, see “—20l&/dopments-Sale of Permie
Properties.”

As of December 31, 2012 , the Company had 6,082sgf&,066.het) producing wells, a substantial portion of whicoperates, ar
approximately 4,274,000 gross ( 2,941,000 net) tatees under lease. As of December 31, 2012 Ctmpany had 33 rigs drilling in the Mid-
Continent, two rigs drilling in the Gulf of Mexicand fourrigs drilling in the Permian Basin. Total estimafdved reserves as of Decen
31, 2012 were 565.9 MMBoe, of which approximate®@bwere oil, including NGLs, and approximately 5Wre proved developed.

The Company also operates businesses that are em@plary to its primary development and productotivities, including ge
gathering and processing facilities, an oil andureitgas marketing business and an oil field sesvibusiness, including its wholly owr
drilling rig business, Lariat Services, Inc. (“Lat'). As of December 31, 2012 , the Company’s idiglIrig fleet consisted of 3@perational rig:
These complementary businesses provide the Compadthy operational flexibility and an advantageousstcstructure by reducing t
Company'’s dependence on third parties for thesgcesr The Company also transports carbon dioXid®(.") to the Permian Basin for use
tertiary recovery projects. “SandRidge ¢Qrefers to the Company’s wholly owned subsidiagn8Ridge CQ, LLC.

The Companys principal executive offices are located at 12h&b S. Kerr Avenue, Oklahoma City, Oklahoma 73502 th
Company’s telephone number is (405) 429-5500. SmlyRmakes available free of charge on its welsitetp://www.sandridgeenergy.c
its annual reports on Form 10-K, quarterly repamsForm 10-Q, current reports on FornkK8nd amendments to those reports as so
reasonably practicable after the Company electadigidiles such material with, or furnishes it thhe Securities and Exchange Commis
(“SEC™). Any materials that the Company has filethwhe SEC may be read and copied at the SEEOblic Reference Room at 100 F St
N.E., Room 1580, Washington D.C. 20549 or accesgigethe SE(s website address http://www.sec.gov.

BUSINESS STRATEGY

The Company’s primary objectives are to achievegmmm growth and maximize stockholder value overtipl@l business cycles
pursuing the following strategies:

» Concentrate in Core Operating Aredshe Company’s primary areas of operation are (@)Mid-Continent area of Oklahoma ¢
Kansas and (2) the shallow water Gulf of Mexico.d@yncentrating in these core areas, the Compaatylésto (i) further build ar
utilize its technical expertise in order to interpspecific geological and operational trends, d@hieve economies of scale
breadth of operations, both of which help to cdntasts, (iii) take advantage of investments imraefructure including electric
and produced water disposal systems and (iv) oppistically grow its holdings and operations in sheareas to achie
production and reserve growth.

» Focus on Conventional and Proven Reserv(The Company focuses its ahore development efforts primarily in conventiq
shallow, loweost, permeable carbonate reservoirs with decaflpsoduction history. The nature of these resesvaillows th
Company to execute lowsk, repeatable drilling programs with predictapteduction profiles and a higher certainty of emoit
returns. Further, due to these low pressure anliosha&haracteristics, the Company is able to manta low-cost operatin
structure and manage service costs.
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The Companys offshore assets are primarily in the shallow vgatd the Gulf of Mexico, which is a mature areatthas bee
heavily explored and developed. The Company bedighat there is still an abundance of low risk @ct§ on the Gulf of Mexic
shelf that offer attractive returns. These propsrtare being extensively reviewed for additionallidy and recompletio
opportunities to fully exploit the remaining potiaht

» Investin Infrastructure to Support Growth in Cdkeea.By constructing a saltwater disposal system anctrédal infrastructure 1
service the Mississippian formation, the Companyghte to produce oil and natural gas more effityeand, therefore, mo
economically, giving it a competitive advantage roother operators in this rural area.

e Pursue Opportunistic AcquisitionThe Company periodically reviews acquisition tasget complement its existing asset b
Accordingly, the Company selectively identifies suargets based on several factors including k&latalue, hydrocarbon
and location and, when appropriate, seeks to aedjuédm at a discount to other opportunities.

» Maintain Flexibility. The Company has muliiear inventories of both oil and natural gas dgliocations within its core operat
areas. Additionally, the Company maintains its dieet of drilling rigs through Lariat. Maintaininigventories of both oil ar
natural gas drilling locations as well as its owillidg rigs allows the Company to efficiently doecapital toward projects wi
the most attractive returns.

» Mitigate Commodity Price RislThe Company enters into derivative contracts tagaiié commodity price volatility inherent
the oil and natural gas industry. By increasingptedictability of cash inflows for a portion o§ifuture production, the Compse
is better able to mitigate funding risks for itedger term development plans and lock-in ratestofmeon its capital projects.

» Asset Monetizatiol. The Company periodically evaluates its propert@sdentify opportunities to monetize assets todflol
accelerate development within its areas of focuas, may use proceeds realized from such transactiofisnd the drilling an
development of its core areas, for general corpgratposes or to retire corporate debt.

2012 DEVELOPMENTS

Acquisitions

Dynamic Acquisition. In April 2012, the Company acquired 100% of tlpiity interests of Dynamic Offshore Resources,
(“Dynamic”) for approximately $1.2 billion, comprised of appiroately $680.0 million in cash and approximately mdlion shares of tt
Company’s common stock (the “Dynamic AcquisitiorDynamic is an oil and natural gas exploration, dgwement and production compe
with operations in the Gulf of Mexico. The DynamAcquisition expanded the Comparypresence in the Gulf of Mexico, adding oil
natural gas reserves and production to its exigt@sgt base in this area.

Acquisition of Gulf of Mexico Propertieg June 2012, the Company acquired additional mil @atural gas properties in the Gul
Mexico located on approximately 184,000 gross (Q0@,net) acres for approximately $38.5 million, nétpurchase price adjustments
subject to post-closing adjustments.

Divestitures

Sale of Working Interest in Mississippian Propesti@ January 2012, the Company sold (i) raperated working interests, equa
approximately 250,000 net acres, in the Mississippformation in western Kansas and (ii) raperated working interests, equal
approximately 114,000 net acres, and a proportosehare of existing salt water disposal faciliieshe Mississippian formation in north:
Oklahoma and southern Kansas to Repsol E&P USA(fRepsol”) for approximately $250.0 million. In addition, Repsgreed to pay fl
development costs related to its working interastyell as a portion of the Company’s developmestsequal to 200% of Repsokvorking
interest for wells within an area of mutual inteéreg to $750.0 million. The Company expects Repshihding of the Compang’developmel
cost for wells within the area of mutual interesbtcur over a three-year period.

Sale of Tertiary Recovery Propertiés.June 2012, the Company sold its tertiary recpypeoperties located in the Permian Basin
of west Texas for $130.8 million, net of post-ctasiadjustments. Approximately 0.4% and 1.3% of @@mpanys combined productic
volumes for the years ended December 31, 2012 @ht, 2espectively, were produced from the tertfagperties.
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Sale of Permian Propertieb December 2012, the Company entered into an aggeeto sell all of its oil and natural gas projeesir
the Permian Basin in west Texas, excluding thetassitributable to the SandRidge Permian Trust afemutual interest (thePermiai
Properties”), for $2.6 billion , subject to padbsing adjustments. At December 31, 2012, the RerfAroperties had associated proved res
of 198.9 MMBoe with a PV-10 value of $3.2 billiorPV-10 generally differs from the Standardized MeasifrBiscounted Net Cash Flo
(“Standardized Measure”) because it does not il effects of income taxes on future net reveniier a reconciliation of PO tc
Standardized Measure, see “Management’s DiscussidrAnalysis—Overviewin Item 7 of this report. The estimated Standawiilvkeasur
attributable to the Permian Properties was apprateiy $2.5 billion at December 31, 201Bor the year ended December 31, 2012, produ
revenues and direct operating expenses for the iRerRroperties were 8 MIMBoe, $566.1 million, and $130.3 million, respeetly. The
transaction closed on February 26, 2013.

Royalty Trust Offering

In April 2012, SandRidge Mississippian Trust Il €thMississippian Trust 11")completed its initial public offering of 29,900,(
common units representing approximately 60.1% ef itkneficial interests in the Mississippian TrustQoncurrent with the closing of t
offering, the Company conveyed certain royalty ries¢s to the Mississippian Trust Il in exchange tfee net proceeds of the offering .
19,825,000 units, representing approximately 39d%he beneficial interest, in the Mississippiamudtril. Net proceeds to the Company, ¢
underwriting discounts and commissions, were agprately $587.1 million .

The Company and one of its wholly owned subsidéagatered into a development agreement with thesi&igpian Trust Il th
obligates the Company to drill, or cause to bdaitjla specified number of wells, which are alsbject to a royalty interest, by December
2016. One of the Company’s wholly owned subsidg@aaéso granted to the Mississippian Trust Il a l@nthe Companyg interests in tt
properties where the development wells are to lledirin order to secure the estimated amounhefdrilling costs for the wells.

The Company has determined that the MississipprastTl is a variable interest entity (“VIEgnd that the Company is the prim
beneficiary. As a result, the Company began codatitig the activities of the Mississippian Trusiniio its results of operations in April 20
See “Note 4 —Variable Interest Entities” to the Qmamy’s consolidated financial statements included imI& of this report for furth
discussion of the Mississippian Trust Il.

Debt Transactions

Issuance of 8.125% Senior Notes due 2022pril 2012, concurrent with the closing of thgamic Acquisition, the Company issl
$750.0 million of unsecured 8.125% Senior Notes 2022 pursuant to Rule 144A and Regulation S utlderSecurities Act. Net procet
from the offering were approximately $730.1 milliafter deducting offering expenses, and were usefinance the cash portion of -
Dynamic Acquisition purchase price and to pay egldees and expenses, with any remaining amoudtfasgeneral corporate purposes.

Issuance of 7.5% Senior Notes due 2021 and 2@28ugust 2012, the Company issued $825.0 millibrurmsecured 7.5% Sen
Notes due 2023 and $275.0 million of additionalamsed 7.5% Senior Notes due 2021. Net proceeds th@ offering were approximate
$1.1 billion, after deducting offering expenses ardluding accrued interest funded through therivffe and were used to fund the Company’
tender offer for, and subsequent redemption ofSésior Floating Rate Notes due 2014 (“Senior khgaRate Notes”)as described below,
fund the Company’s capital expenditures and foregaincorporate purposes. As a result of these essa the Company’borrowing bas
under its senior secured revolving credit faci(itye “senior credit facility”) was reduced to $7G5nillion from $1.0 billion.

Tender Offer and Redemption of Senior Floating R&dtes.In August 2012, the Company purchased $329.9 millibthe aggrega
principal amount of its Senior Floating Rate Nopegsuant to a tender offer. In September 2012,Gbmpany redeemed the remair
outstanding $20.1 million aggregate principal antafrits Senior Floating Rate Notes at par valdes pccrued interest.

Senior Notes Exchange Offeta. November 2012, the Company completed exchanfggsofo replace its 8.125% Senior Notes
2022 that were issued in April 2012 and its 7.5%i@eNotes due 2023 and additional 7.5% Senior sldtee 2021 that were issued in Au
2012 with equivalent notes that were registereckutite Securities Act. The exchange offers didrastilt in the incurrence of any additic
indebtedness.
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BUSINESS SEGMENTS AND PRIMARY OPERATIONS

The Company operates in three business segmepigraton and production, drilling and oil fieldrseees and midstream servic
Financial information regarding each segment ivigled in Item 7 “Managemer#t’'Discussion and Analysis of Financial Conditiod &esult
of Operations” and “Note 23 —Business Segment médion” in Item 8 of this report. The information below lindes the activities
SandRidge Mississippian Trust | (the “MississippiBiust 1), SandRidge Permian Trust (the “Permiamwist’) and Mississippian Trust
(collectively, the “Royalty Trusts”)including amounts attributable to noncontrollingeirest, all of which are included in the exploratinc
production segment.

Exploration and Production

The Company explores for, develops and producearall natural gas reserves, with a primary focusnoreasing its reserves ¢
production in the Midontinent. The Company operates substantially falisowells in this area and also operates welld awns leaseho
positions in the Gulf of Mexico, Permian Basin, W&sxas Overthrust (“WTQO”) and Gulf Coast.

The following table presents information concernthg Companys exploration and production activities by areaopération as «
December 31, 2012 , unless otherwise noted.

Estimated Net

Proved Daily Reserves/

Reserves PV-10 Production Production Gross Net

(MMBoe) (in millions)(1) (MBoe/d)(2) (Years)(3) Acreage Acreage
Area
Mid-Continent 2358 $ 2,317.¢ 40.2 16.C 2,729,48 1,938,94i
Gulf of Mexico 54.: 1,339.f 29.¢ 5.C 761,04° 456,81¢
Permian Basin 235.¢ 3,980.¢ 27.7 23.Z 322,15¢ 231,58t¢
Other(4) 40.2 (149.5) 10.4 10.€ 461,72( 313,32¢

Total 565.¢ $ 7,488.. 108.2 14.: 4,274,41. 2,940,68:

Q) PV-10 generally differs from the Standardized Meas@eause it does not include the effects of incamied on future net revenu

For a reconciliation of PV-10 to Standardized Measgsee “—Proved Reserves.” The Company’s totaidatalized Measure w&b.¢&
billion at December 31, 2012 .

(2) Average daily net production for the month of Debem201Z

) Estimated net proved reserves as of Decenthe2® 2 divided by production for the month of Deter 31, 2012nnualizec

(4) PV-10 includes costs associated with a 30-@%ag treating agreement. Associated reserves are ecoaliynproducible exclusive
these post-production costs. For further discussfdhis treating agreement, see “Properties—Othefdw.

Properties
Mid-Continent

The Company held interests in approximately 2,729,0gross ( 1,939,000et) leasehold acres in Oklahoma and Kans
December 31, 2012 . Associated proved reservese¢rbber 31, 2012 totaled 233M/Boe, 48% of which were proved developed rese
based on estimates prepared by Netherland, Sewgkgociates, Inc. (“Netherland Sewell”) and the @amy’s internal engineers. T
Company’s interests in the Mid-Continent as of Deler 31, 2012 included 1,270 gross ( 6748 producing wells with an average work
interest of 53.3%. Average daily net productiomfrthe Mid-Continent area was approximately 4@Boe for the month of December 20
The Company had 33 rigs operating in the Mid-Cantiras of December 31, 2012f which one was drilling a saltwater disposallaad 3:
were drilling horizontal wells in the Mississippifarmation.
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Mississippian FormationThe Company’s primary focus within the M@bntinent area is the Mississippian formation, Jhig ar
expansive carbonate hydrocarbon system locatechenAhadarko Shelf in northern Oklahoma and Kan$ag top of this formation
encountered between approximately 4,000 and 7,860and lies stratigraphically between the Penasyanaged Morrow formation and t
Devonianaged Woodford Shale formation. The Mississippiamtation can reach 1,000 feet in gross thicknesglamtargeted porosity zone
between 50 and 100 feet in thickness. The formaigeology is well understood as a result of thaishads of vertical wells drilled a
produced there since the 1940s and the more ti¥&3 horizontal wells drilled there since the begignof 2007. At December 31, 201 2he
Company had approximately 2,632,000 gross (1,886&@) acres under lease, of which approximate$;800 gross (94,100 net) acres v
included in the Mississippian Trust | and the Misgipian Trust II's areas of mutual interest.

In 2007, the application of horizontal cased-haiditlg and multistage hydraulic fracturing treatments demonstrdtecpotential fc
extracting significant additional quantities of aitd natural gas from the Mississippian format®imce the beginning of 2007, there have |
over 1,365 horizontal wells drilled in the formatjancluding approximately 600 drilled by the Compaas of December 31, 2012Fromnr
December 31, 2011 to December 31, 2012, the nuofbdre Companys producing horizontal wells in the Mississippiannfiation increase
from 174 to 649. The Company drilled a total of 3@8izontal wells in the Mississippian formationrithg 2012, including 142 wells subjec
the royalty interests of the Mississippian Trust Mississippian Trust II.

The Company'’s saltwater disposal system, constlugsginning in 2007, and electrical infrastructwenstructed by the Company’
midstream services segment beginning in 2009, taissthe economically efficient production of oihé natural gas from the Mississipf
formation. The saltwater disposal system, whicHuided 113 active wells and approximately 600 mdésgjathering lines abDecember 3:
2012 , reduces the overall cost of water dispashich directly reduces production costs. The Comparelectrical infrastructure, whi
consisted of approximately 500 miles of power lia¢December 31, 2012 , distributes electricitgthe Companys Mississippian formatic
operations at a lower cost than electricity prodithg¢ onsite generation. Additionally, by building its ownfrastructure in these rural areas,
Company has been able to provide sufficient elgttrto its operations. The Company is also ableltain lower electrical rates basec
aggregated volumes.

Gulf of Mexico

The Companys Gulf of Mexico operations, a substantial portadnvhich were acquired during the second quarte2@if2 with th
Dynamic Acquisition and additional Gulf of Mexicagperties, primarily extend from the coast to mthvan 100 miles offshore and occu
waters with depths ranging from 10 to 1,380 feéte Tompany’s Gulf of Mexico oil and natural gaspmuies are shallowvater assets, wi
the exception of the Bullwinkle field, which is agpwater asset.

As of December 31, 2012the Company owned oil and natural gas propeitighe federal and state waters in the Gulf of Me
consisting of approximately 761,000 gross ( 457,86€) leasehold acres, 339 gross ( 20%€) productive wells and 350 miles of pipe
gathering systems. Associated proved reservesarbeer 31, 2012 were approximately S¥IBIBoe, of which 58% was oil, including NGl
and 70% was proved developed. The Company opesipfgeximately 94% of these assets, based on P\all@wy as of December 31, 2012
Average daily net production from the Gulf of Mexizvas approximately 29.8 MBoe for the month of Deber 2012. The Company hago
rigs operating in the Gulf of Mexico as of DecemBg&r 2012 .

The Companys pipeline gathering systems in the Gulf of Mexicejuding the Bullwinkle platform, which serves aprocessing ht
for deepwater production, gather and transportyetidn from thirdparty fields for which the Company receives proguchandling revenue

Permian Basin

The Permian Basin extends throughout southwesterasTand southeastern New Mexico and is one ofatigest, most active a
longestproducing oil basins in the United States. The Campsignificantly expanded its holdings in the PenmBasin, specifically in tt
Central Basin Platform (“CBP”), through the acqtiisi of Arena Resources, Inc. (“Arena”) in July 20@he “Arena Acquisition”)Reserve
and associated production in this area are predotiinoil.
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The Company held interests in approximately 322,@00ss ( 232,000 net) leasehold acres in the RerBasin aDecember 3:
2012 , of which approximately 16,600 gross (15,880 acres were included in the Permian Truatea of mutual interest. Associated prt
reserves at December 31, 2012 were 288MBoe, 55% of which were proved developed reserbased on estimates provided by Nethel
Sewell and Lee Keeling and Associates, Inc. (“Leelihg”). The Company’s interests in the PermiagiBas of December 31, 20irludec
3,458 gross ( 3,298.2 net) producing wells withaaerage working interest of 95.4%. Average daily m@duction from the Comparg/’
Permian Basin properties was approximately 27.7 &fo the month of December 2012. The Company badrigs operating in the Permi
Basin as of December 31, 2012 and drilled 717 virelthis area during 2012, of which 269 were subjethe Permian Trust's royalty interest.

As discussed in “2012 Developmenttjove, the Company completed the sale of all afiitand natural gas properties in the Per
Basin, excluding assets attributable to the Permiast’'s area of mutual interest, in February 2013.

Other

West Texas Overthrusthe WTO is an area located in Pecos and Terrelh@esiin west Texas and is associated with the tam
Ouachita fold and thrust belt that extends eastheast across the United States into the Appaladviountain Region. Low natural gas pr
continue to limit development activity in this ar8de Company held interests in approximately 287 gross (215,000 net) leasehold acr
the WTO at December 31, 2012. The Compamgverage daily net production in this area wasamately 7.9 MBoe for the month
December 2012.

Pursuant to a 30-year treating agreement the Coynpatered into with Occidental Petroleum Corporat{@Occidental”), the
Company will deliver natural gas to Occidental’'s g€@atment plant in Pecos County, Texas (the “Cgrilant”),and Occidental will remoy
CO , from the Companyg delivered natural gas production volumes. The @om will retain all methane gas after treatmentdér thi
agreement, the Company is required to deliver renténimum CO;volumes annually, and is required to compensated®otal to the exte
such requirements are not met. The Company acc8esl million at December 31, 2012 for the Companshortfall in meeting its 20
delivery obligation. Based upon projected natuis groduction levels, the Company expects to adoetween approximatel$29.5 millior
and $36.0 million during the year ending Decembkr 213 for amounts related to the Compamgnticipated shortfall in meeting its 2!
annual delivery obligation. Due to the sensitivitiy natural gas production to prevailing market @sicthe Company is unable to estir
additional amounts it may be required to pay urkhisragreement in subsequent periods.

Gulf Coast.As of December 31, 201,2the Company owned oil and natural gas interestgpproximately 173,000 gross (75,000
acres in the Gulf Coast area, which encompassaotstal plain from the southernmost tip of Texasugh the southern portion of Louisie
The Company’s average daily net production in #nesa was approximately 2.5 MBoe for the month ofédeber 2012 .

Proved Reserves
Preparation of Reserve Estimates
The estimates of oil and natural gas reservesiimréport are based on reserve reports, substgndihlof which were prepared

independent petroleum engineers. To achieve rebkopartainty, the Comparg/engineers relied on technologies that have besmodstrate
to yield results with consistency and repeatabillige technologies and economic data used to dstithe Companyg proved reserves inclus
but are not limited to, well logs, geological mapsismic data, well test data, production datdptital price and cost information and prop
ownership interests. This data was reviewed byousrievels of management for accuracy, before dtatgn with independent petrolet
engineers. Such consultation included review ofpprties, assumptions and any new data availabkernia reserves estimates
methodologies were compared to those prepareddspendent petroleum engineers to test the resestgsates and conclusions before
reserves estimates were included in this repos. ddturacy of the reserve estimates is dependentaagy factors, including the following:

» the quality and quantity of available data andehgineering and geological interpretation of thatey

* estimates regarding the amount and timing of futwsts, which could vary considerably from actusts

» the accuracy of mandated economic assumptionsasuttie future price of oil and natural gas;

» the judgment of the personnel preparing the estis
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SandRidge’s Executive Vice Presidererporate Reserves and Acquisitions and Divesstusethe technical person prima
responsible for overseeing the preparation of the@anys reserves estimates. He has a Bachelor of Scilrgree in Mechanical Engineer
with over 30 years of practical industry experieniceluding over 25 years of estimating and evahgateserve information. In additic
SandRidge’s Executive Vice PresiderGerporate Reserves and Acquisitions and Divestthiges been a certified professional engineer i
state of Oklahoma since 1988 and a member of thetyoof Petroleum Engineers since 1980.

SandRidges Reservoir Engineering Department continually rnayai asset performance, making reserves estimgbstagbnts, &
necessary, to ensure the most current reservairnration is reflected in reserves estimates. Res@formation includes production histol
as well as other geologic, economic, ownershipemgineering data. The department currently hasahab 23 full{ime employees, compris
of seven degreed engineers, one degreed geologiktls engineering analysts/technicians with a mimmof a fouryear degree
mathematics, economics, finance or other businessience field.

The Company maintains a continuous education pnogfar its engineers and technicians on new teclyiedo and indust
advancements and also offers refresher trainingasit skill sets.

In order to ensure the reliability of reservesraaties, internal controls within the reserve estiomaprocess include:
* No employe’s compensation is tied to the amount of resenaxded

» Reserves estimates are prepared by experiencesoiesngineers or under their direct supervis

 The Reservoir Engineering Department reporteatdly to the Company’s President, independentlynfrall of the Companyg
operating divisions.

e The Reservoir Engineering Department follows poshensive SECompliant internal policies to determine and repgandvec
reserves including:

« confirming that reserves estimates include all props owned and are based upon proper workingnehdevenu
interests;

e reviewing and using in the estimation process datavided by other departments within the Companghsa:
Accounting; and

e comparing and reconciling internally generated meseestimates to those prepared by third pz

Each quarter, the Executive Vice Preside@erporate Reserves and Acquisitions and Divesstyeesents the status of
Companys reserves to a committee of executives, which esyiently approves all changes. In the event theteylya updated reserv
estimates are disclosed, the aforementioned repiegess is evidenced by signatures from the ExesMice President-Sorporate Reserv
and Acquisitions and Divestitures and the ChiefiRial Officer.

The Reservoir Engineering Department works clogeti its independent petroleum consultants at dasclal year end to ensure
integrity, accuracy and timeliness of annual inchefemt reserves estimates. These independentlyagedereserves estimates are reviewe
the Audit Committee, as well as the Chief Financficer, Senior Vice President of Accounting, ViBeesident of Internal Audit, Vi
President of Financial Reporting, Treasurer and e&@@nCounsel and are approved as the Compaogtporate reserves. In additior
reviewing the independently developed reserve teptre Audit Committee annually meets with thediparty engineer at Netherland Se\
who is primarily responsible for the reserve repdtie Audit Committee also periodically meets witte other independent petrole
consultants that prepare estimates of proved reserv
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The table below shows the percentage of the Conipdatal proved reserves for which each of the iedédpnt petroleum consulta
prepared reports of estimated proved reserved ahdinatural gas for the years shown.

December 31,

2012 2011 2010
Netherland, Sewell & Associates, Inc. 72.1% 80.5% 71.%
Lee Keeling and Associates, Inc. 24.% 15.¢% 20.52%
DeGolyer and MacNaughton —% —% 4.3%
Total 97.€% 96.1% 96.5%

The remaining 2.4% , 3.9% and 3.5% of the Compaegsmated proved reserves as of December 31, 2211 and 201Q
respectively, were based on internally prepareidhases.

Copies of the reports issued by the Company’s iadéent petroleum consultants with respect to thegamy's oil, NGL and natur.
gas reserves for substantially all geographic lonatas of December 31, 20B2e filed with this report as Exhibits 99.1 and 29The
geographic location of the Company’s estimated @doeserves prepared by each of the independeaotgaeh consultants as Bfecember 3:
2012 is presented below.

Geographic Locations—by Area by State

Netherland, Sewell & Associates, Inc. Mid-Continent—KS, OK
Permian Basin—TX
Gulf of Mexico
WTO—TX
Gulf Coast—LA, TX

Lee Keeling and Associates, Inc. Permian Basin—NIM,

The qualifications of the technical personnel atheaf these firms primarily responsible for oveiagethe firm’'s preparation of tt
Companys reserves estimates included in this report atefosth below. These qualifications meet or excdled Society of Petroleu
Engineers’ standard requirements to be a profeayogualified Reserve Estimator and Auditor.

Netherland, Sewell & Associates, It

e practical experience in petroleum engineering nagdrom more than 14 years to more than 25 yeadseaperience estimati
and evaluating reserve information ranging fromertban nine years to more than 20 years;

» Licensed Professional Engineers in the states g and Louisiana and Licensed Professional Gausst®in the State of Texi
and

» Bachelor of Science Degree in Civil EngineeringclBzlor of Science Degree in Mechanical Engineeand Master of Scien
Degree in Geology.

Lee Keeling and Associates, Inc.

* more than 57 years of practical experience in p@iro engineering and more than 53 years estimatirtjevaluating reser
information;

» aregistered professional engineer in the sta@ktdhoma; an
» aBachelor of Science Degree in Petroleum Enging:
DeGolyer and MacNaughton
» 35years of experience in oil and gas reservodistuand reserve evaluations at the time of itst mazent repor
» aregistered professional engineer in the staleerés; an

» aBachelor of Science Degree in Petroleum Enging:




Table of Contents
Technologies

Under SEC rules, proved reserves are those quentitioil and natural gas, which, by analysis afsgéence and engineering data,
be estimated with reasonable certainty to be eca®iy producible, based on prices used to estimederves, from a given date forward fi
known reservoirs, and under existing economic dm, operating methods, and government regulatior to the time at which contra
providing the right to operate expire, unless enadeindicates that renewal is reasonably certdie.t€rm “reasonable certaintyfplies a higl
degree of confidence that the quantities of oil/andatural gas actually recovered will equal oteed the estimate. Reasonable certaint
be established using techniques that have beeregreffective by actual production from projectstie same reservoir or an analoc
reservoir or by other evidence using reliable tetbgy that establishes reasonable certainty. Relisgzhnology is a grouping of one or
technologies (including computational methods) tieate been field tested and have been demonst@tevide reasonably certain res
with consistency and repeatability in the formatiming evaluated or in an analogous formation.

The area of a reservoir considered proved inclu@ethe area identified by drilling and limited bjuid contacts, if any, ar
(i) adjacent undrilled portions of the reservdiat can, with reasonable certainty, be judged todo¢inuous with it and to contain economic
producible oil or natural gas on the basis of @@ geoscience and engineering data. In the absdmtata on fluid contacts, proved quant
in a reservoir are limited by the lowest known togirbons as seen in a well penetration unless geas; engineering or performance 1
and reliable technology establish a lower contdtit veasonable certainty.

Where direct observation from well penetrations dhefined a highest known oil elevation and the pidd exists for an associated
cap, proved oil reserves may be assigned in thetstally higher portions of the reservoir onlyg#oscience, engineering or performance
and reliable technology establish the higher camnétt reasonable certainty.

Reserves that can be produced economically thrapghcation of improved recovery techniques (suglfi@d injection) are include
in the proved classification when (i) successfatitey by a pilot project in an area of the resarwith properties no more favorable than in
reservoir as a whole, the operation of an instgiledjram in the reservoir, or an analogous resgreoiother evidence using reliable techno
establishes the reasonable certainty of the engimgeanalysis on which the project or program wasdul and (ii) the project has been appr
for development by all necessary parties and estitncluding governmental entities.

Existing economic conditions include prices andtea# which economic producibility from a reservigrto be determined.
determining the amount of proved reserves, theepriged must be the average price during themd2th period prior to the ending date of
period covered by the reserve report, determinethasnweighted arithmetic average of the first-d&yhe-month price for each month witt
such period, unless prices are defined by contshetwangements, excluding escalations based uparefconditions.

The estimates of proved developed reserves includ#te reserve report were prepared using declimee analysis to determine
reserves of individual producing wells. After esdiing the reserves of each proved developed wellas determined thatraasonable level
certainty exists with respect to the reservesthatbe expected from close offset undeveloped wetlse field.
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Reserve Quantities, PV-10 and Standardized Measure

The following estimates of proved oil and naturat geserves are based on reserve reports as aihbec81, 2012 , 2011 and 2010
substantially all of which were prepared by indefet petroleum engineers. The following estimateproved NGL reserves are basec
reserve reports as of December 31, 20&@bstantially all of which were prepared by inelegeent petroleum engineers. The estimates in
reserves attributable to the Royalty Trusts, initigdamounts associated with noncontrolling inter@$te PV40 values shown in the ta
below are not intended to represent the currenketamalue of the Company’estimated oil and natural gas reserves as afdtes shown. Ti
reserve reports were based on the Company'’s driithedule and the average price during the 12impertiod ended December 31, 2012
2011 and 2010 , using first-day-of-theenth prices for each month. The Company estimidtats approximately 80% of its current pro
undeveloped reserves will be developed by the é0d4 and all of its current proved undevelopesktrees will be developed by the ent
2016. See “Critical Accounting Policies and Estiesdtin Item 7 of this report for further discussion wicertainties inherent to the resel
estimates.

December 31,

2012 2011 2010

Estimated Proved Reserves(1)
Developed

Oil (MMBblIs) 136.¢ 118.7 92.C

NGL (MMBblIs)(2) 33.¢ — —

Natural gas (Bcf)(3) 896.7 670.2 784.:

Total proved developed (MMBoe) 319.¢ 230.¢ 222.]
Undeveloped

Oil (MMBbls) 125.¢ 126.1 160.]

NGL (MMBblIs)(2) 34.2 — —

Natural gas (Bcf)(3) 518.: 684.7 978.¢

Total proved undeveloped (MMBoe) 246.( 240.2 323.C
Total Proved

Oil (MMBbls) 262.( 244.¢ 252.1

NGL (MMBblIs)(2) 68.C — —

Natural gas (Bcf)(3) 1,415.( 1,355.; 1,762

Total proved (MMBoe)(4) 565.¢ 470.¢ 545.¢
PV-10 (in millions)(5) $ 7,488.c $ 6,875.¢ $ 4,509.:
Standardized Measure of Discounted Net Cash Flawsi({lions)(4)(6) $ 5,840.. $ 5,216.. $ 3,683.!
(1) The Company’s estimated proved reserves amdutiire net revenues, PV-10 and Standardized Meagere determined using a 12:

month average price for oil and natural gas. Theeprused in the Compamsyexternal and internal reserve reports yield wei
average wellhead prices, which are based on indergpand adjusted for transportation and regignae differentials. The ind«
prices and the equivalent weighted average welllpeigds are shown in the table below.

Weighted average

Index prices wellhead prices
Oil Natural gas Oil Natural gas
(per Bbl) (per Mcf) (per Bbl)(a) (per Mcf)
December 31, 2012 $ 91.21 % 2.7¢ % 91.6t8 % 2.2¢
December 31, 2011 $ 92.71 % 41z  $ 85.77 % 4.0¢€
December 31, 2010 $ 75.9¢ $ 43¢ 3 66.91 $ 3.8C

€) At December 31, 2012, the weighted average welllodgarice is higher than the index price as a ltesufavorable locatio
differentials for production in the Gulf of Mexicét December 31, 2011 and 2010, weighted averadieael prices for o
included NGLs.

10
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(2) Prior to 2012, NGLs did not comprise a significaottion of total proved reserves and were includét oil reserves, which affec
the comparability of estimated reserves in 201201 and 2010.

3 The Company’s production from the WTO contaiatural gas that is high in C@ontent. These amounts are net of &0lumes the
exceed pipeline quality specifications.

4 At December 31, 2012 and 2011 , estimated prtaved reserves attributable to noncontrollintgiasts were approximately 38#c
26.4 MMBoe, respectively, and Standardized Measttrébutable to noncontrolling interests were apprately $952.7 millionanc
$932.8 million, respectively. There were no proved reserves andstrdized Measure attributable to noncontrollintgriests
December 31, 2010. See “Note 25 —Supplemental nmdtion on Oil and Natural Gas Producing Activitiés’ltem 8 of this repo
for additional information regarding reserve andr8ardized Measure amounts attributable to nonalinty interests.

(5) PV-10 is a norGAAP financial measure and represents the presgané\of estimated future cash inflows from provéddand nature
gas reserves, less future development and productets, discounted at 10% per annum to refleangnof future cash flows ai
using 12-month average prices for the years endezbmber 31, 2012 , 2011 and 2010 . Rvdiffers from Standardized Meas
because it does not include the effects of incaamed on future net revenues. Neither Fo/nor Standardized Measure represen
estimate of fair market value of the Company’sasil natural gas properties. PV-10 is used by tHasitny and by the Comparsy’
management as an arbitrary reserve asset valuairegascompare against past reserve bases andsbeve bases of other busir
entities that is not dependent on the taxpayintustaf the entity. The following table provides econciliation of the Company’
Standardized Measure to PV-10:

December 31,

2012 2011 2010
(In millions)
Standardized Measure of Discounted Net Cash Flows $ 5,840.. $ 5,216.0 $ 3,683.!
Present value of future income tax discounted &t 10 1,648.( 1,659.¢ 825.7
PV-10 $ 7,488.c $ 6,875.¢ $ 4,509.:
(6) Standardized Measure represents the present vaéstimated future cash inflows from proved oil aradural gas reserves, less fu

development and production costs, and income taereses, discounted at 10% per annum to reflechgiraf future cash flows a
using the same pricing assumptions used to catcu®dt-10. Standardized Measure differs from B)/as Standardized Meas
includes the effect of future income taxes.

Proved reserves in the Midentinent, primarily the Mississippian formationcieased from 63.0 MMBoe at December 31, 20:
145.5 MMBoe at December 31, 2011 and to 238MBoe at December 31, 2012, which comprise a sicgnit portion of the additions to 1
Company'’s proved reserves in both years. For thegamy’s Mississippian formation development, continuifyttie formation across t
development area was established by reviewing radeatell logs, geologically mapping the analogoesarvoir and reviewing extens
production data from more than 1,400 vertical welsl a growing population of horizontal wells. Tieserves attributable to producing w
and the continuity of the formation over the depet@nt area further supports proved undevelopedifitzgion within close proximity to tt
producing wells. Data from both the Company andeifbperators with which it has exchanged techmiatd demonstrate a consistency in
formation and the fluids in place over an area miacher than the development area. In additiorealimeasurement from other produs
wells was also used to confirm consistency in rgsemproperties such as porosity, thickness andtignaphic conformity. These wells
encountered proven reserves in the Mississippiamdton. The proved undeveloped locations withia tlevelopment area are genel
parallel offsets to the horizontal wells drilleddgmroducing to date.

During 2012, proved reserves in the Permian Basioluding production, increased by 59.5 MMBoe, ity due to extensions a

discoveries associated with successful drillinghim CBP, which were slightly offset by downwardisgans due mostly to pricing. The Perrr
Basin provides access to shallow, permeable catboaservoirs with decades of production histony predictable production profiles.

11
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Proved Undeveloped Reserv@se following table summarizes activity associateith proved undeveloped reserves during
periods presented:

Year Ended December 31,

2012 2011 2010
Reserves converted from proved undeveloped to prdegeloped (MMBoe) 42.¢€ 50.3 37.4
Drilling capital expended to convert proved undepeld reserves to proved
developed reserves (in millions) $ 7182 $ 817.C $ 480.7

The Company recognized a net addition to oil artdrahgas reserves associated with proved undesdlppoperties, excluding as
sales and purchases of reserves, for the year édelmember 31, 2012. Additional reserves attribgtablextensions and discoveries, prim:
in the Mid-Continent and Permian Basin areas, are a ressliafessful drilling. These additions were partiaffiget by downward revisions
reserve quantities primarily from the Pifion Fiefdaaresult of lower natural gas index prices, dod3 lesser extent, downward revision
reserve quantities due to well performance in thé-®bntinent during 2012. The Ifenth average natural gas index price of $4.1Mudifor
2011 decreased to $2.76 per Mcf for 2012.

Excluding asset sales, the Company recognized adudition to oil and natural gas reserves assatiatiéh proved undevelop
properties in 2011. Additional reserves attribugattal extensions and discoveries, primarily in teenitan Basin and Mi€ontinent areas a:
result of successful drilling, more than offset dovard revisions of reserve quantities from the RiR@Id as a result of lower natural gas ir
prices. The 12-month average natural gas index pfi$4.38 per Mcf for 2010 decreased to $4.12Mxdfrfor 2011.

In 2010, the Company recognized additional oil avadural gas reserves attributable to extensionsdismbveries as a result
successful drilling in the Permian Basin and Mida@oent areas. The I®onth average natural gas index price of $4.38\erused in th
estimation of natural gas reserves as of Decenthe2@L0, compared to the h®enth average natural gas index price of $3.87Mwdrfor
2009, resulted in upward revisions of quantitiesoamted with the Compars/’proved undeveloped properties. There were no daw
revisions as a result of the 12-month averagendiéx price used in the estimation of reserves &eckmber 31, 2010.

For additional information regarding changes in@wenpany’s proved reserves during the three yeatedeDecember 31, 201201
and 2010 see “Note 25 —Supplemental InformationGdnand Natural Gas Producing Activities” to the rjmany’s consolidated financi
statements in Item 8 of this report.

Significant Fields

The Mississippi Lime Horizontal, Fuhrman-Mascho &iflon fields each contained more than 15% of thenganys total prove
reserves at December 31, 2012 , 2011 or 2010. Tiedde are described further below.

Mississippi Lime Horizontal Fieldlhe Mississippi Lime Horizontal Field is located the Anadarko Shelf in northern Oklahoma
Kansas and produces from the Mississippian formafible Company had estimated proved oil and nagaslreserves in the Mississippi Li
Horizontal Field of 226.6 MMBoe as of December 2012 . The Compang’ interests in the Mississippi Lime Horizontal Hieds o
December 31, 2012 included 649 gross (423.9 netyming wells and a 65.3% average working intéretiie producing area.

Fuhrman-Mascho FieldThe FuhrmarMascho Field is located near the center of the @BfRe Permian Basin and produces fromr
GrayburgSan Andres formation from average depths of appratély 4,000 to 5,000 feet. The Company had estidhptoved oil and natu
gas reserves in the Fuhrman-Mascho Field of 85.7Bd#as of December 31, 2012 . The Company'’s inteieghe Fuhrmamdascho Field €
of December 31, 201fhcluded 2,095 gross (2031.2 net) producing welld a 97% average working interest in the producnep. Th
Company sold properties located in the Fuhrman-kiadeld and elsewhere in the Permian Basin in Gatyr 2013 as discussed @012
Developments.”
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Pifion Field.The Pifion Field lies along the leading edge ofWAEO in Pecos County, Texas. The primary reservaiesthe Tesni
sands (depths ranging from 3,500 to 5,000 fee#) Warwick Caballos chert (depths ranging from 5,898,000 feet) and the Dugout Cr
Caballos chert (depths ranging from 7,000 to 10fé@@. Low natural gas prices continue to limivelepment activity in this area. As
December 31, 2012 , the Company’s estimated proitethd natural gas reserves in the Pifion Fieldv2&r.8 MMBoe.

The following table presents oil and natural gasdpction for the years presented, for fields comit@j more than 15% of t
Company’s total proved reserves in that year.

Oil Natural Gas Total
(MBbils) (MMcf) (MBoe)

Year Ended December 31, 2012

Mississippi Lime Horizontal 4,63¢ 33,03¢ 10,14:

Fuhrman-Mascho 4,66t 1,76¢ 4,96(
Year Ended December 31, 2011

Mississippi Lime Horizontal 1,21(C 8,33: 2,59¢

Fuhrman-Mascho 3,76¢ 1,63 4,041

Pifion 41 28,24t 4,74¢
Year Ended December 31, 2010

Fuhrman-Mascho(1) 1,46¢ 714 1,587

Pifion 61 40,31¢ 6,78(

(1) Production is from the date property was acquioeduly 16, 2010, through December 31, 2

13




Table of Contents
Production and Price History

The following tables set forth information regamlithe Company net oil and natural gas production and certaicepand co:
information for each of the periods indicated. Besmof the relatively high volumes of G@roduced with natural gas in certain areas @
WTO, the Company reported sales and reserves volumes and thedalait prices received for natural gas in thegasare reported net
CO,volumes removed at the gas treating plants. Theérgating plant fees for removing G&om the Company natural gas that has high
2 content are included in the Compasiyéase operating expenses as processing, treatthgathering fees. All natural gas delivered tes
points with CQO;levels within pipeline specifications is includedsales and reserves volumes.

Year Ended December 31,

2012 2011 2010
Production Data
Oil (MBbls)(1) 17,96: 11,83( 7,38¢
Natural gas (MMcf) 93,54¢ 69,30¢ 76,22¢
Total volumes (MBoe) 33,55: 23,38 20,09(
Average daily total volumes (MBoe/d) 91.7 64.1 55.C
Average Prices(2)
Oil (per Bbl)(1) $ 849t $ 83.21 $ 66.8¢
Natural gas (per Mcf) $ 24¢  $ 35C $ 3.6¢
Total (per Boe) $ 52.4: $ 5247 $ 38.5¢
Q) Includes natural gas liquic
(2 Prices represent actual average prices for thegepresented and do not include effects of dévivatansaction

Year Ended December 31,

2012 2011 2010
Expenses per Boe
Lease operating expenses
Transportation $ 08¢ $ 0.71 % 0.6(
Processing, treating and gathering(1) 1.1¢ 1.5¢ 1.92
Other lease operating expenses(2) 11.5¢ 10.7: 8.54
Total lease operating expenses $ 13.6: % 13.0: $ 11.0¢
Production taxes(3) $ 141 % 197 $ 1.4F
Ad valorem taxes $ 0.5¢ $ 0.7¢  $ 0.7¢
(1) Includes costs attributable to gas treatmemnémove CQand other impurities from natural g

(2) For the year ended December 31, 2012 , insl&8e5 million for amounts related to the Comparsyisrtfall in meeting its 2012 CO
delivery obligations under a C{reating agreement as described under “—Properi@iter” above.
3) Net of severance tax refun
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Productive Wells

The following table sets forth the number of pradtewells in which the Company owned a workingenatst at December 31, 2012
Productive wells consist of producing wells andlsrebpable of producing, including oil wells awadgticonnection to production facilities ¢
natural gas wells awaiting pipeline connectionscéonmence deliveries. Gross wells are the total runab producing wells in which tl
Company has a working interest and net wells a¥estim of the Company’s fractional working interestsed in gross wells.

Oil Natural Gas Total
Gross Net Gross Net Gross Net

Area
Mid-Continent 74z 461.5 52¢ 215.¢ 1,27( 677.%
Gulf of Mexico 258 156.4 86 45.¢ 33¢ 202.(
Permian Basin 3,35¢ 3,225.¢ 10z 72.¢ 3,45¢ 3,298..
Other 46 25.€ 96¢ 863.( 1,01t 888.¢

Total 4,39 3,868.¢ 1,68t 1,197.; 6,08: 5,066.:

Developed and Undeveloped Acreage

The following table sets forth information regamglithe Company’s developed and undeveloped acrédyecamber 31, 2012 :

Developed Acreage Undeveloped Acreage
Gross Net Gross Net
Area
Mid-Continent 363,52( 237,49: 2,365,96 1,701,45
Gulf of Mexico 695,40: 401,49. 65,64 55,32]
Permian Basin 127,34! 105,00 194,81- 126,58:
Other 201,82: 107,25. 259,89¢ 206,07t
Total 1,388,009 851,23¢ 2,886,32 2,089,44.

Many of the leases comprising the undeveloped gersat forth in the table above will expire at émel of their respective prime
terms unless production from the leasehold acrésgestablished prior to such date, in which evéuat fease will remain in effect ur
production has ceased. The following table seth fas of December 31, 2012 expiration periods of the gross and net atraisare subject
leases in the undeveloped acreage summarized abthes table.

Acres Expiring

Gross Net

Twelve Months Ending

December 31, 2013 765,66t 546,97.
December 31, 2014 1,134,76! 809,99¢
December 31, 2015 299,08: 231,16¢
December 31, 2016 and later 560,07: 412,58
Other(1) 126,73: 88,71¢
Total 2,886,32 2,089,44.
(1) Leases remaining in effect until development effant production on the developed portion of theipalar lease has ceas
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Drilling Activity

The following table sets forth information with pext to wells the Company completed during theqoisrindicated. The informati
presented is not necessarily indicative of futueefgrmance, and should not be interpreted to ptemey correlation between the numbe
productive wells drilled and quantities or economidue of reserves found. Productive wells aredhibsit produce commercial quantitie:
hydrocarbons, regardless of whether they produceasonable rate of return. Gross wells refer totttial number of wells in which t
Company had a working interest and net wells age shm of the Company’fractional working interests owned in gross wels ol
December 31, 2012 , the Company had 142 grossl(hkt) operated wells drilling, completing or awajtcompletion.

2012 2011 2010
Gross Percent Net Percent Gross Percent Net Percent Gross Percent Net Percent
Completed Wells
Development
Productive 1,05¢ 99.8% 930.¢ 99.8% 89t 99.7% 850.( 99.7% 57¢ 95.7% 538.¢ 95.7%
Dry 2 0.2% 1.7 0.2% 3 0.2% 2.¢ 0.2% 26 4.2% 24.2 4.2%
Total 1,05¢ 100.(% 932.¢ 100.(% 89¢ 100.(% 852.¢ 100.(% 60% 100.(% 563.1 100.(%
Exploratory
Productive 32 97.(% 24.: 96.(% 38 100.(% 33.7 100.(% i3 83.2% 14.¢€ 83.2%
Dry 1 3.(% 1.C 4.(% — —% — —% 3 16.7% 3.C 16.£%
Total 33 100.(% 25.2 100.(% 38 100.(% 33.7 100.(% 18 100.(% 17.¢ 100.(%
Total
Productive 1,08¢ 99.7% 955.2 99.7% 93z 99.7% 883.7 99.7% 594 95.2% 553.7 95.2%
Dry 3 0.2% 2.7 0.2% 3 0.2% 2.¢ 0.2% 29 4.7% 27.2 4.7%
Total 1,08¢ 100.(% 957.¢ 100.(% 93¢ 100.(% 886.¢ 100.(% 623 100.(% 581.( 100.(%
Drilling Rigs

The following table sets forth information with pext to the rigs operating on the Company’s acrdggarea as obecember 3:

2012 .

Mid-Continent

Gulf of Mexico

Permian Basin
Total

Marketing and Customers

Owned Third-Party Total
11 22 33
— 2 2
3 1 4
14 25 3¢

The Company sells oil, natural gas and naturalligagls to a variety of customers, including utdg, oil and natural gas compat
and trading and energy marketing companies. Thepaognhad three customers that individually accaliite more than 10% of its to
revenue during 2012. See “Note 23 —Business Segiémtmation” to the Compang’ consolidated financial statements in Item 8 @f
report for additional information on its major omsters. The number of readily available purchasersiHe Company products makes
unlikely that the loss of a single customer in #éneas in which the Company sells its products wondderially affect its sales. The Comp
does not have any material commitments to delivedfand determinable quantities of oil and natgi@d in the future under existing si
contracts or sales agreements.
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Title to Properties

As is customary in the oil and natural gas indystig Company initially conducts a preliminary ewiof the title to its properties 1
which it does not have proved reserves. Prior éocttimmencement of drilling operations on those @itigs, the Company conducts a thorc
titte examination and performs curative work wittspect to significant defects. To the extent diglltitle opinions or other investigatic
reflect title defects on those properties, the Canypis typically responsible for curing any titlefdcts at its expense. The Company gene
will not commence drilling operations on a propartyil it has cured any material title defects aclsproperty. In addition, prior to complet
an acquisition of producing oil and natural gasésa the Company performs title reviews on the raigstificant leases, and depending or
materiality of properties, the Company may obtadriding title opinion or review previously obtad title opinions. To date, the Company
obtained drilling title opinions on substantially af its producing properties and believes thatas good and defensible title to its produ
properties. The Compars/oil and natural gas properties are subject ttoousy royalty and other interests, liens for cotreaxes and oth
burdens, which the Company believes do not maltgiigkrfere with the use of, or affect its carnyinalue of, the properties.

Capital Expenditures

The Company’s capital expenditures for 2012 relateits exploration and production segment werd® $llion , including amoun
spent to develop wells in the Royalty Trust arefsnatual interest. The Company has budgeted apmately $1.55 billion in capit
expenditures, excluding acquisitions, in 2013 ferexploration and production segment.

Drilling and Oil Field Services

The drilling and related oil field services thaé tiompany provides to its exploration and produchasiness and to third parties
described below.

Drilling Operations

The Company drills for its own account in northveestOklahoma, Kansas and west Texas through iindrand oil field service
subsidiary, Lariat. In addition, the Company alsitisdwells for other oil and natural gas companipsmarily in west Texas. The Comp:
believes that drilling with its own rigs allowstd control costs and maintain operating flexibilitshe Compans rig fleet is designed to drill
its specific areas of operation and has an aveodgwer 800 horsepower and an average depth cgpafcigreater than 10,500 feet. As
December 31, 2012 , the Company’s drilling rig fleensisted of 30 operational rigs with 14 of thegs working on Compangwnec
properties in the Mid-Continent and Permian Basin.

The Company obtains its drilling contracts throwgitmer competitive bidding or direct negotiationghacustomers. The Compay’
drilling contracts generally provide for compensatbn a daywork or footage basis. Contract terrfered by the Company generally dep
on the complexity and risk of operations, thesite-drilling conditions, the type of equipment disthe anticipated duration of the work tc
performed and prevailing market rates.

Oil Field Services

The Companys oil field services business conducts operatibag together with its drilling services, complemigs exploration an
production business. Oil field services includeviding pulling units, trucking, rental tools, logat and road construction and roustal
services to the Company as well as to third parties

Customers

During 2012, the Company performed approximatel$o68f its drilling and oil field services in supporf @s exploration an
production business. For the years ended Decenihe@2 , 2011 and 2010 , the Company generatezshues of $116.6 million $103.:
million and $28.6 million , respectively, for diilg and oil field services performed for third pest

Capital Expenditures
The Company’s capital expenditures for 2012 relatedts drilling and oil field services were $27maillion . The Company hi

budgeted approximately $30.0 million in capital emgitures in 2013 for its drilling and oil fieldrs&es segment.
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Midstream Services

The Companys midstream services segment primarily providesegatg, compression and treating services of nhgaa in wes
Texas. The Company’ midstream operations and assets serve its ekiplorand production business as well as other wd natural ge
companies as described below.

West Texas

The Company owns the PileePeak gas treating plant in Pecos County, Texakthe Grey Ranch gas treating plant located iro$
County and has a 50% interest in the partnershipl#ases the Grey Ranch plant from the Compangrumdease expiring in 2020. As a re
of depressed natural gas prices and the treatipgbildies of the recently completed Century Plahgse gas treating plants were used
limited capacity during 2012.

The Century Plant, which was substantially complétethe fourth quarter of 2012, provides 675 MNef day in available treati
capacity in the west Texas area. Upon substardgrapéetion of Phase | and Phase Il during the third fourth quarters of 2012, respectiv
Occidental took ownership of and began operatimgptiant for the purpose of separating and remo@@yg, from the delivered natural ¢
stream. The Company diverted a majority of its h@® , natural gas production from its legacy gas treaptants to the Century Pl
beginning in 2011 and throughout 2012. In 2011,Geenpany evaluated its gas treating plants and &@npression facilities for impairme
in connection with the operational assessment @fs@H of the Century Plant and concluded no impaitnwas necessary. The Comg
continued to monitor the status of the Century Plre related impact on its gas treating plants @®, compression facilities and natural
prices during 2012. In the fourth quarter of 20th2, Company evaluated its gas treating plants @ddddompression facilities for impairment
connection with the substantial completion of Phasé the Century Plant. Due to prevailing low nitl gas prices, the Compasyiatural ge
production is not projected to reach the availaldating capacity at the Century Plant. As such, @mmpany anticipates the use of its
treating plants and Ce@compression facilities in west Texas will be vamited, and accordingly, recorded a $79.3 millioypairment on it
gas treating plants and G@ompression facilities.

The Company is party to a gas gathering agreenmahtaa operations and maintenance agreement wittmR&athering Compar
LLC (“PGC") related to the Comparg/’properties located in the Pifion Field in westaBexJnder the gas gathering agreement, the Cor
has dedicated the Pifion Field acreage for prigithering services for a period of 20 years antpaiy a fee for such services. See “Nbée
—Commitments and Contingencies” to the Comparggnsolidated financial statements in Item 8 &f thport for additional information
the contractual fees associated with the gas gathagreement.

Mid-Continent

The Company has constructed an electrical trangmisystem in the Mid-Continent area to distribatectricity to the Company’
Mississippian formation operations. See discussfdhe electrical transmission system under “—Prige—Mid-Continent.”

Marketing

Through Integra Energy, L.L.C., a wholly owned ddlzsy, the Company buys and sells natural gas fwetis it operates and we
operated by third parties within its west Texasrapens. The Company generally buys and sells ahgars on “back-to-backfontracts using
portfolio of baseload and spot sales agreemengsititchl volumes are bought and sold on monthly @ity contracts using a combinatior
published pricing indices to eliminate price expasu

The Company periodically buys and sells thiatty natural gas. The Company conducts thoroughlitcchecks of all potenti
purchasers and minimizes its exposure by contmetith multiple parties each month. The Companysduo& engage in any hedging activi
with respect to these contracts. The Company mans@eeral interruptible natural gas transportaigreements in order to take advantag
price differentials or to secure available marketen necessary. The Company currently has 75,00BtdMer day of firm transportati
service subscribed on the Mid-Continent ExpresglRip through March 2014 and 50,000 MMBtu per dayMid-Continent Express Pipeli
through March 2019. See “Note 16 —Commitments andti@gencies” to the Comparsyconsolidated financial statements in Iltem 8 ¢
report for additional information on the contradtiges associated with the firm transportation eerv
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Customers

During 2012, the Company performed approximatel9663f its midstream services in support of its expiiora and productic
business. For the years ended December 31, 201P1,ghd 2010 , the Company generated revenues3d8 &8llion , $65.2 million an&98.t
million , respectively, from midstream servicesfpemed for third parties.

Capital Expenditures

The growth of the Company’ midstream assets is driven by its oil and natgasd exploration and development operat
Historically, pipeline and facility expansions amade when warranted by the increase in producticheodevelopment of additional acre
During 2012, the Company spent $195.0 milliorcapital expenditures to install electrical amdnpression infrastructure and for other ger
corporate purposes. The Company has budgeted apteky $170.0 million in 2013 capital expenditufes its midstream services segrr
and for other general corporate purposes.

COMPETITION

The Company believes that its leasehold acreagiigosdrilling and oil field services businessesidstream assets, geograf
concentration of operations, vertical integratiowl sechnical and operational capabilities enable @dompete effectively with other explorat
and production operations. However, the oil andinghtgas industry is intensely competitive, and @wenpany faces competition in each o
business segments.

The Company competes with major oil and naturalagespanies and independent oil and natural gas aoiep for leases, equipme
personnel and markets for the sale of oil and ahtgas. Many of these competitors are financiattprgger than the Company, but e
financially troubled competitors can affect the karbecause of their need to sell oil and natuaala any price to maintain cash flow. Cel
companies may be able to pay more for producingenies and undeveloped acreage. In addition, tbesganies may have a greater akt
to continue exploration activities during perioddaw oil and natural gas prices. The Companigrger or fully integrated competitors may
able to absorb the burden of existing and any éutederal, state and local laws and regulationsemasily than the Company can, which w
adversely affect its competitive position. The Camys ability to acquire additional properties and tecdver reserves in the future depe
on its ability to evaluate and select suitable prtips and to consummate transactions in a hightypetitive environment. In addition, beca
the Company has fewer financial and human resodhses many companies in its industry, the Compaay be at a disadvantage in bidc
for exploratory prospects and producing oil andiredtgas properties.

Oil and natural gas compete with other forms ofrgpeavailable to customers, primarily based on grithese alternate forms
energy include electricity, coal and fuel oils. @pas in the availability or price of oil and nafugas or other forms of energy, as wel
business conditions, conservation, legislationul@gppns and the ability to convert to alternatelsuand other forms of energy may affect
demand for oil and natural gas.

With respect to the Comparsydrilling business, the Company believes the tgge, and condition of its drilling rigs, the qualdf its
crews and the responsiveness of its managementalignenable the Company to compete effectivelywideer, to the extent the Compi
drills for third parties, it encounters substantaimpetition from other drilling contractors. Therm@panys primary market area is higl
competitive. The drilling contracts for which them@pany competes are usually awarded on the basisnopetitive bids. The Company m
based on the economic environment at the timerméte that market conditions and profit margins sweh that contract drilling for thi
parties is not a beneficial use of its resources.

The Company believes pricing and rig availabilitg ghe primary factors its potential customers @arsin determining which drillin
contractor to select. While the Company must be pditive in its pricing, its competitive strateggrerally emphasizes the quality of
equipment and the experience of its rig crews ftfeintiate it from its competitors. This strateigyless effective when demand for drill
services is weak or there is an oversupply of figgese conditions usually result in increased prm®petition, which makes it more diffic
for the Company to compete on the basis of faaitiier than price. Many of the Compasyompetitors have greater financial, technical
other resources than the Company does. Their greapabilities in these areas may enable them tterbwithstand industry downturns ¢
better retain skilled rig personnel.

The Company believes its geographic concentratfaperations enables it to compete effectivelytinmidstream business. Mos:
the Company’s midstream assets are integrated itgitproduction. However, with respect to thpdrty natural gas and acquisitions,
Company competes with companies that have greatardial and personnel resources than it does.eTb@sipanies may have a greater at
to price their services below the Company’s pricesimilar services.
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SEASONAL NATURE OF BUSINESS

Generally, demand for oil and natural gas decredsesg the summer months and increases duringvifier months. Certain natu
gas users utilize natural gas storage facilitie purchase some of their anticipated winter requéngts during the summer, which can le:
seasonal demand fluctuations. Seasonal weatheitiomsdand lease stipulations can limit the Comparrilling and producing activities a
other oil and natural gas operations in a portibitscoperating areas. For example, tropical stoamg hurricanes typically occur in the Gul
Mexico during the summer and fall, which may requine Company to evacuate personnel and shut guption until the storms subsi
These seasonal anomalies can pose challenges &imméhe Companyg' well drilling objectives, can delay the instabhat of productiol
facilities, and can increase competition for equepin supplies and personnel during certain timahefyear, which could lead to shortages
increase costs or delay the Company’s operations.

ENVIRONMENTAL REGULATIONS
General

The exploration, development and production ofamitl natural gas are subject to stringent and cdmepsive federal, state, trik
regional and local laws and regulations governing dlischarge of materials into the environment thiewise relating to environmen
protection or to employee health and safety. THaeas and regulations may, among other things, reqoérmits to conduct drilling, wa
withdrawal and waste disposal operations; goveenatimounts and types of substances that may besddpo released into the environm
limit or prohibit construction or drilling activiéis or require formal mitigation measures in seresitireas such as wetlands, wilderness are
areas inhabited by endangered or threatened spemigsre investigatory and remedial actions tagaie pollution conditions arising from 1
Companys operations or attributable to former operatiangyose restrictions designed to protect employees fexposure to hazardc
substances; and impose obligations to reclaim &daddon well sites and pits. Failure to comply withse laws and regulations may rest
the assessment of sanctions, including monetargliyes, the imposition of remedial obligations dhd issuance of orders enjoining operat
in affected areas. Pursuant to such laws, regukatamd permits, the Company may be subject to tipesh restrictions and has made,
expects to continue to make, capital and other tiamge expenditures.

Increasingly, restrictions and limitations are lgeplaced on activities that may affect the envirenm Any changes in environmer
laws and regulations or re-interpretation of erdoment policies that result in more stringent andtlgoconstruction,drilling, watei
management, completion, waste handling, storagesport, disposal, or remediation requirementsrss&on or discharge limits could hav
material adverse effect on the Company. Moreowaidental releases or spills may occur in the aofghe Compang’ operations, and the
can be no assurance that the Company will not isigmificant costs and liabilities as a result wéls releases or spills, including any tharty
claims for damage to property and natural resousc@grsonal injury.

The following is a summary of the more significaisting environmental and employee, health anétgdhws and regulatio
applicable to the oil and natural gas industry famdvhich compliance may have a material adverggachon the Company.

Hazardous Substances and Wastes

The Company currently owns, leases, or operatas,irathe past has owned, leased, or operated, piepéhat have been usec
explore for and produce oil and natural gas. Thew@any believes it has utilized operating and diappsactices that were standard in
industry at the applicable time, but hydrocarbond wastes may have been disposed or released wmder the properties owned, leasec
operated by the Company or on or under other logativhere these hydrocarbons and wastes have &leem for treatment or disposal.
addition, certain of these properties have beemnabdpe by third parties whose treatment and dispmsadlease of hydrocarbons and wastes
not under the Comparg/control. These properties and wastes disposeeiahenay be subject to the Comprehensive Enviroteth&espons
Compensation, and Liability Act, as amended (“CERQL the Resource Conservation and Recovery Actaamended (“RCRA")anc
analogous state laws. Under these laws, the Compauly be required to remove or remediate previod&posed wastes, to investigate
clean up contaminated property and to perform rémhegerations to prevent future contaminationcopay some or all of the costs of any ¢
action.
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CERCLA, also known as the Superfund law, and coalgarstate laws impose joint and several liabilif$hout regard to fault «
legality of conduct on certain classes of persoh® \wre considered to be responsible for the relefse “hazardous substancaito the
environment. These persons include current and prmers or operators of the site where the releasearred and entities that dispose
arranged for the disposal of the hazardous subesagicthe site. Under CERCLA, these “responsibieques’may be subject to strict, joint a
several liability for the costs of cleaning up tha&zardous substances that have been releasechénenvironment, for damages to nat
resources and for the costs of certain environnhame health studies. In addition, it is not uncoomnior neighboring landowners and ol
third parties to file claims for personal injuryataral resource damage, and property damage alegadsed by the release of hazart
substances into the environment. CERCLA also aitésithe Environmental Protection Agency (“EPARd, in some instances, third partie
act in response to threats to the public healtth@menvironment and to seek recovery from the mesipte classes of persons the costs the
parties incur. The Company uses and generatesiaiatier the course of its operations that may lyileed as hazardous substances. To
no Companyswned or operated site has been designated asesf@ugp site, and the Company has not been idethtifgea responsible party
any Superfund site.

The Company also generates wastes that are stubjdet requirements of RCRA and comparable statetsls. RCRA imposes sti
requirements on the generation, transportatioatrtvent, storage, disposal and cleanup of hazamodi:ionhazardous wastes. Drilling fluic
produced waters and other wastes associated watkexploration, production and/or development ofderwil and natural gas are curre
exempt from regulation as hazardous wastes und&AMRElowever, it is possible that certain oil andumal gas exploration and product
wastes now classified as nbazardous could be classified as hazardous wasthe future. In September 2010, the Natural RessuDefens
Council filed a petition for rulemaking with the BRrequesting reconsideration of the RCRA exempfimnexploration, production, a
development wastes. To date, the EPA has not takgrformal action on the petition. Any change ie RCRA exemption for such was
could result in an increase in costs to manage disgose of wastes. In the course of the Compmagerations, it generates petrole
hydrocarbon wastes and ordinary industrial wadtas are subject to regulation under the RCRA. Then@any believes it is in substan
compliance with all regulations regarding the hamglhnd disposal of oil and natural gas wastes fiteraperations.

Air Emissions

The Clean Air Act, as amended, the Outer Continesiteelf Lands Act (the “OCSLA”and comparable state laws and regula
restrict the emission of air pollutants from maoykes and also impose various permitting, momigpend reporting requirements. These
and regulations may require the Company to obtegrapproval for the construction or modification ofteén projects or facilities expectec
produce or significantly increase air emissionstamband strictly comply with air permit requirenteror utilize specific equipment
technologies to control emissions. Obtaining pesrhiis the potential to delay the development ofod natural gas projects. The Comg
may be required to incur certain capital expend#uior air pollution control equipment or other @missiongelated issues as a result of <
requirements. Additionally, violations of lease diions or regulations related to air emissions i&gult in civil and criminal penalties, as v
as potential court injunctions curtailing operasicend canceling leases. Such enforcement liakiltan result from either governmenta
citizen prosecution.

In August 2012, the EPA issued final regulationat tastablished new air emission controls for oill aatural gas production &
natural gas processing, including, among othergthimew source performance standards for volatgarac compounds that would apply
newly hydraulically fractured wells, existing wellsat are rdractured, compressors, pneumatic controllers agmivessels and natural
processing plants placed in service after Augudtl2®owever, on January 16, 2013, the EPA madenapposed motion in federal cour
seek an abeyance of legal challenges to the régnudatvhile it reconsiders and potentially revisestipns of the new rules. The EPA has
implemented an engine emission testing programmsare certain categories of engines, dependindi@mate manufactured, meet the |
emission standards. The federal standard for esgimenufactured before 2006 also requires emisgsting on engines greater than
horsepower and strict engine maintenance plans to place by October 2013. The Company curreratysuch maintenance plans in place.
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Water Discharges

The Federal Water Pollution Act, as amended (tHed@ Water Act”)and analogous state laws impose restrictions aind sbntrols
regarding the discharge of pollutants into navigalshters. Pursuant to these laws and accompang@dations, permits must be obtaine
discharge produced waters and sand, drilling fluittdl cuttings and other substances related &dih and natural gas industry into onsh
coastal and offshore waters of the United Statestaie waters. Any such discharge of pollutants iegulated waters must be performe
accordance with the terms of the permit issuedheyBEPA or the analogous state agency. The CleaerVidat and other laws, such as
OCSLA, require the Company to develop and implensgilt response plans intended to prepare the owhéhe facility to respond to
hazardous substance or oil discharge. In additgmil] prevention, control and countermeasure regoéents under federal law reqt
appropriate containment berms and similar strusttwehelp prevent the contamination of navigabléesvgaor adjoining shorelines in the e\
of a spill, rupture or leak from an onshore, oshfire, facility. The Clean Water Act and analogsiase laws also require individual permit
coverage under general permits for dischargesofnstvater runoff from certain types of facilities.

The Clean Water Act further imposes certain dusied liabilities on “responsible partiesglated to the prevention of oil spills ¢
damages resulting from such spills in, or threaigniU.S. waters, including the Outer ContinentaélSbr adjoining shorelines. A liak
responsible party includes the owner or operatoarofonshore facility, vessel, or pipeline that iscurce, or a potential threat, of an
discharge or, in the case of offshore facilitié® kessee or permittee of the area in which a digiihg facility is located. The Clean Water
assigns joint and several strict liability, withaeigard to fault, to each liable party for all aintnent and oil removal costs and a variet
public and private damages including, but not kdito, the costs of responding to a release ohatiyral resource damages, and econ
damages suffered by persons adversely affected loyl apill. Although defenses exist to the liatyilimposed by the Clean Water Act, they
limited. If an oil discharge or substantial thre&atdischarge were to occur, the Company may béelitdy costs and damages, which costs
damages could be material to its results of opmmatand financial position.

The Clean Water Act also requires owners and opeyaif offshore oil production facilities to estishl and maintain evidence
financial responsibility to cover costs that coble incurred in responding to an oil spill. The @la&ater Act currently requires a minim
financial responsibility demonstration of $35 nahi for companies operating on the Outer ContineBltedlf, although the Secretary of Inte
may increase this amount up to $150 million in@ersituations. As a result of the Deepwater Harigmident, legislation was introduced,
not adopted, to increase the minimum level of fomahresponsibility to $300 million or more. Whethgmilar legislation will be introduct
and adopted in the future is unknown. If such legiisn were to be adopted, this requirement cowdeha material adverse effect on
Company’s operations.

Climate Change

In December 2009, the EPA published its findingst thmissions of CQ, methane and certain other greenhouse gases (“QHC
present an endangerment to public health and thiEo@ment because emissions of such gases arerdamgdo the EPA, contributing
warming of the Eartls atmosphere and other climatic changes. Thessfiadllow the EPA to adopt and implement regutedithat restric
emissions of GHGs under existing provisions of@hean Air Act. Accordingly, the EPA has adoptecerithat require a reduction in emiss
of GHGs from motor vehicles and also trigger Cle&in Act construction and operating permit review f6HG emissions from certe
stationary sources. EP&\endangerment finding and GHG rules were uphelth®&ynited States Court of Appeals for the D.Ccdt in a Jun
2012 decision, and a petition for review of theechyg the entire D.C. Circuit was denied in Decenf#iHr2.

The EPA has also adopted rules requiring the reygpdf GHG emissions from onshore and offshoreand natural gas production ¢
processing facilities in the United States on amuahbasis. The Company believes it has compligd all applicable reporting requirement:
date. However, the adoption and implementatiomgfragulations imposing reporting obligations onlimiting emissions of GHG gases frc
the Companys equipment and operations could require it torirelditional costs to reduce emissions of GHGs@ataal with its operations
could adversely affect demand for the oil and redtges it produces. Finally, to the extent incnegsioncentrations of GHGs in the Easth’
atmosphere may produce climate changes that hgudicant physical effects, such as increased feeqy and severity of storms, droug
floods and other climatic events. Such events cbialde a material adverse effect on the Companypatehtially subject the Company
further regulation.
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In addition, Congress has considered legislatioretiuce emissions of GHGs and more thantmiéof the states have begun tal
actions to control and/or reduce emissions of GH@snarily through the adoption of a climate charaggion plan, completion of GF
emission inventories and/or regional GHG cap aaddrmprograms. Any future federal laws or implemeémegulations that may be adopte
address GHG emissions could require the Compaiycto increased operating costs, adversely affeotahd for the oil and natural gas
the Company produces and have a material adveese eh the Company’s business, financial conditiod results of operations.

Endangered Species

The federal Endangered Species Act (the “ESAR¥ricts activities that may affect endangerethozatened species or their habi
The Company believes its operations are in subatasimpliance with the ESA. If endangered speaieslocated in areas of the underl
properties where the Company wishes to conducmséeisurveys, development activities or abandonnogdrations, the work could
prohibited or delayed or expensive mitigation mayréquired. Moreover, as a result of a settlempptaved by the U.S. District Court for
District of Columbia on September 9, 2011, the WF&h and Wildlife Service is required to considisting more than 250 species
endangered under the ESA. Under the Septemberld, 26ttlement, the federal agency is required tkenzadetermination on listing of 1
species as endangered or threatened over the aixperiod ending with the agensy2017 fiscal year. The designation of previo
unprotected species as threatened or endangeeeddn where underlying property operations arewtird could cause the Company to il
increased costs arising from species protectiorsorea or could result in limitations on its exptara and production activities that could h
an adverse impact on its ability to develop anddpoe reserves. The Company is an active participanvarious agency and indus
committees that are developing or addressing varieBA and other federal and state agency progranmiriimize potential impacts
business activity.

Employee Health and Safety

The Companys operations are subject to a number of federaktatd laws and regulations, including the fed@®wdupational Safe
and Health Act, as amended (“OSHA3nd comparable state statutes, whose purposeistiect the health and safety of workers. In add
the OSHA Hazardous Communication Standard reqtliigsinformation be maintained concerning hazardoaterials used or produced in
Company’s operations and that this information tvigled to employees. Pursuant to the Emergenaynitlg and Community Right-t&now
Act, also known as Title Ill of the federal SuperfuAmendment and Reauthorization Act, businessasstbre threshold amounts of chemi
that are subject to OSH#&’'Hazardous Communication Standard must submitrivdtion to state and local authorities in ordeffaailitate
emergency planning and response. That informatiogeinerally available to the public. The Companiieldes that it is in substant
compliance with all applicable laws and regulatiogiating to worker health and safety.

State Regulation

The states in which the Company operates, alory seine municipalities and Native American trib&as, regulate some or all of
following activities: the drilling for, and the pdaction and gathering of, oil and natural gas,udilg requirements relating to drilling perrr
the location, spacing and density of wells, unitma and pooling of interests, the method of drdli casing and equipping of wells,
protection of fresh water sources, the orderly tyment of common sources of supply of oil and redtgas, the operation of wells, allowe
rates of production, the use of fresh water inamitl natural gas operations, saltwater injection disgosal operations, the plugging
abandonment of wells and the restoration of surfaoperties, the prevention of waste of oil anduredtgas resources, the protection of
correlative rights of oil and natural gas ownersl,awhere necessary to avoid unfair, unjust or digoatory service, the fees, terms
conditions for the gathering of natural gas. Thegpilations may affect the number and locatiorhef@ompanys wells and the amounts of
and natural gas that may be produced from the Coypavells, and increase the costs of the Compangé&sations.
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Hydraulic Fracturing

Oil and natural gas may be recovered from certdithe Companys oil and natural gas properties through the usaydfaulic
fracturing, combined with sophisticated drillingydiaulic fracturing, which involves the injectiofiwater, sand and chemicals under pres
into formations to fracture the surrounding rockl atimulate production, is typically regulated ligts oil and gas commissions. However
EPA has asserted federal regulatory authority @estain hydraulic fracturing practices, includingetuse of diesel, kerosene and sir
compounds in the fracturing fluid. In August 20tt%e EPA issued final Clean Air Act regulations gaieg performance standards, incluc
for the capture of air emissions released durindrdmylic fracturing. However, in January 2013 theAERibmitted an unopposed motion to
United States Court of Appeals for the D.C. Ciragieking to stay legal challenges to the ClearA&irregulations while it reconsiders portit
of the new rules. Also, federal legislation predlyuwas introduced, but not enacted, to provideféaleral regulation of hydraulic fracturi
and to require disclosure of the chemicals usethénfracturing process. In May 2012, the Burealafid Management within the U
Department of the Interior issued a proposed roletaining disclosure requirements and other masdiae hydraulic fracturing on fede
lands, but in January 2013 it announced that itldvbe submitting a revised rule proposal. Thatgediproposal is expected to be publisht
the first quarter of 2013.

Certain states in which the Company operates, dimatpuTexas, Kansas and Oklahoma, and municipatitieein, have adopted, or
considering adopting, regulations that have imppsethat could impose, more stringent permittidigclosure, disposal and well construc
requirements on hydraulic fracturing operations. &ample, in February 2012, the Railroad CommissioTexas implemented the Fractul
Disclosure Rule requiring public disclosure of tlé chemicals in fluids used in the hydraulic fuaictg process. Local ordinances or o
regulations may regulate or prohibit the perforneaatwell drilling in general and hydraulic fradig in particular. If new laws or regulatic
that significantly restrict hydraulic fracturingeaadopted at either the state or federal levelQbmpanys fracturing activities could becol
subject to additional permit requirements, repgrtiequirements or operational restrictions and ats@ssociated permitting delays
potential increases in costs. These delays oriaddltcosts could adversely affect the determimatibwhether a well is commercially viak
Restrictions on hydraulic fracturing could also ueel the amount of oil and natural gas that the Guiyps ultimately able to produce
commercial quantities.

In addition to asserting regulatory authority, artoer of federal entities are analyzing, or havenlreguested to review, a variety
environmental issues associated with hydraulictéirérog. In April 2012, President Obama issued aecexve order that established a worl
group for the purpose of coordinating policy, imf@tion sharing and planning across federal agergidsoffices regardinguhconvention:
natural gas productioniicluding hydraulic fracturing. In December 201f2e £PA issued an initial progress report on a shetyun in 2011 «
the potential environmental effects of hydrauliacturing on drinking water and groundwater, witfinal report expected to be issued in
2014. The EPA has also announced an intent to peopgp 2014 effluent limit guidelines that waste evdtom shale gas extraction operati
must meet before going to a treatment plant; treneg also projects that it will publish an Advardetice of Proposed Rulemaking regarc
the Toxic Substances Control Act reporting of theraical substances and mixtures used in hydrawlaturing. Additionally, a committee
the United States House of Representatives hasuctetl an investigation of hydraulic fracturing giees, and certain members of Cong
have called upon the U.S. Government Accountaliiffice to investigate how hydraulic fracturing rhtgadversely affect water resources;
SEC to investigate the natural gas industry andpasgible misleading of investors or the publicaregng the economic feasibility of pursu
natural gas deposits in shales by means of hydrdtdicturing; and the U.S. Energy Information Adisiration to provide a betl
understanding of that agensyéstimates regarding natural gas reserves, imgudiserves from shale formations, as well as taictie:
associated with those estimates. The studies atidltires described above, depending on their degfepursuit and any meaningful res
obtained, could spur efforts to further regulatdraylic fracturing under the Safe Drinking Watert Ac other regulatory mechanisms.

The Company diligently reviews best practices anttlistry standards, serves on industry associatiomtttees and complies with
regulatory requirements in the protection of patalshter sources. Protective practices includeabainot limited to, setting multiple strings
protection pipe across the potable water sourcéscamenting these pipes from setting depth to sarfeontinuously monitoring the hydrat
fracturing process in real time and disposing dfhah-commercially produced fluids in certified disposatlls at depths below the pota
water sources. There have not been any incideitegjoas or suits related to the Companyiydraulic fracturing activities involvii
environmental concerns.
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OTHER REGULATION OF THE OIL AND NATURAL GAS INDUSTR ' Y

The oil and natural gas industry is extensivelyuteted by numerous federal, state, local, and rediauthorities, as well as Nat
American tribes. Legislation affecting the oil andtural gas industry is under constant review foreadment or expansion, frequel
increasing the regulatory burden. Also, numeroymdenents and agencies, both federal and staté\atiee American tribes are authorizec
statute to issue rules and regulations affectirgdih and natural gas industry and its individuambers, some of which carry substal
penalties for noncompliance. Although the regulataurden on the oil and natural gas industry ineesahe Compang’cost of doing busine
and, consequently, affects its profitability, thésgdens generally do not affect the Company affgréntly or to any greater or lesser ex
than they affect other companies in the industy wimilar types, quantities and locations of pretchn.

The availability, terms and cost of transportatsignificantly affect sales of oil and natural géke interstate transportation and
for resale of oil and natural gas is subject toefafl regulation, including regulation of the terntgnditions and rates for interst
transportation, storage and various other matterisnarily by the Federal Energy Regulatory Comnuiss(“FERC"). Federal and ste
regulations govern the price and terms for accessltand natural gas pipeline transportation. HERC's regulations for interstate oil &
natural gas transmission in some circumstancesatsayaffect the intrastate transportation of od aatural gas.

Sales of oil and natural gas are not currently lsggd and are made at market prices. Althoughrall atural gas prices are curre
unregulated, Congress historically has been adtivihe area of oil and natural gas regulation. Twmpany cannot predict whether r
legislation to regulate oil and natural gas mightpooposed, what proposals, if any, might actuadlyenacted by Congress or the various
legislatures, and what effect, if any, the propesaight have on the Company’s operations.

Drilling and Production

The Companys operations are subject to various types of reéigulat federal, state, local and Native Americabal levels. Thes
types of regulation include requiring permits fbe tdrilling of wells, drilling bonds and reportsna@rning operations. Most states, and ¢
counties, municipalities and Native American tribedas where the Company operates also regulaterenere of the following activities:

» the location of well:

» the method of drilling and casing we

» the timing of construction or drilling activitie

« the rates of production, or “allowables”

» the use of surface or subsurface wa

» the surface use and restoration of properties wgoch wells are drillec

» the plugging and abandoning of wells;

» the notice to surface owners and other third pa

State laws regulate the size and shape of dribind spacing units or proration units governing ploeling of oil and natural g
properties. Some states allow forced pooling argrdtion of tracts to facilitate exploration whdther states rely on voluntary pooling of la
and leases. In some instances, forced pooling itization may be implemented by third parties armymeduce the Compargyinterest in th
unitized properties. In addition, state conservataws establish maximum rates of production frahand natural gas wells, generally prot
the venting or flaring of natural gas and imposguneements regarding the ratability of productidhese laws and regulations may limit
amount of oil and natural gas the Company can predrom its wells or limit the number of wells dwetlocations at which the Company

drill. Moreover, each state generally imposes apction or severance tax with respect to the pribdim@nd sale of oil, natural gas, and nai
gas liquids within its jurisdiction.
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Effective October 1, 2011, the Bureau of Ocean gnéfanagement, Regulation and Enforcement (“BOEMR&;merly known a
the Minerals Management Service), the agency withim U.S. Department of the Interior responsible riegulation of offshore ener
production, was divided into two agencies, the Buref Safety and Environmental Enforcement (“BSE&Y the Bureau of Ocean Ene
Management (“BOEM”")The BSEE is responsible for the safety and enfoecgrfunctions of offshore oil and natural gas opens, including
development and enforcement of safety and envirotetheegulations, permitting, inspections, offshoeggulatory programs, oil spill respoi
and training and environmental compliance prograntsle the functions of BOEM include offshore leagi resource evaluation, Natio
Environmental Policy Act analysis and review andnadstration of oil and natural gas exploration aselvelopment plans. Under sc
circumstances, the BOEM may require any of the Gomjs offshore federal leases to be suspended or tatedinAny such suspensior
termination could materially adversely affect then@banys financial condition and results of operationsdiidnally, for future hurricar
seasons the BOEM and/or the BSEE may impose margat requirements than are already in placetlierimprovement of platfor
survivability in the Gulf of Mexico. New requiremisn if any, could increase the Company’s operativgs.

Federal, state and local regulations provide detaiequirements for the abandonment of wells, csar decommissioning
production facilities and pipelines, and for siéstoration, in areas where the Company operategil&mns of the BSEE require that owr
and operators plug and abandon wells and deconanissid remove offshore facilities located in fetleféshore lease areas in a prescr
manner. BOEM requires federal leaseholders to pestormance bonds or otherwise provide necessamgndial assurances. The
Conservation Division of the New Mexico Energy, Mials and Natural Resources Department requirepdstng of financial assurance
owners and operators on privately owned or statd \@ithin New Mexico in order to provide for abameaent restoration and remediatiot
wells. The Railroad Commission of Texas imposearfaial assurance requirements on operators, withiawkl financial security required 1
offshore wells. The United States Army Corps of iBagrs (“ACOE”")and many other state and local authorities alse lragulations fc
plugging and abandonment, decommissioning andessteration.

Natural Gas Sales and Transportation

Historically, federal legislation and regulatoryntwls have affected the price of the natural @sGompany produces and the ma
in which the Company markets its production. FERG furisdiction over the transportation and salerésale of natural gas in inters
commerce by natural gas companies under the NaBaslAct of 1938 and the Natural Gas Policy Aci®78. Various federal laws enac
since 1978 have resulted in the removal of allgpend norprice controls for sales of domestic natural gdd sofirst sales, which include .
of the Companys sales of its own production. Under the Energycldct of 2005, FERC has substantial enforcemetharity to prohibit th
manipulation of natural gas markets and enforcriless and orders, including the ability to assegsstantial civil penalties.

FERC also regulates interstate natural gas tratemr rates and service conditions and establishesterms under which t
Company may use interstate natural gas pipelinaaiyp which affects the marketing of natural gaatthe Company produces, as well a
revenues it receives for sales of its natural garalease of its natural gas pipeline capacityn@encing in 1985, FERC promulgated a st
of orders, regulations and rule makings that sigaiftly fostered competition in the business ohsmorting and marketing gas. Toc
interstate pipeline companies are required to piewiondiscriminatory transportation services todpoers, marketers and other shipg
regardless of whether such shippers are affiliat@td an interstate pipeline company. FERGhitiatives have led to the development
competitive, open access market for natural gashases and sales that permits all purchasers wfahgas to buy gas directly from thipdwty
sellers other than pipelines. However, the natges industry historically has been very heavilyutated; therefore, the Company car
guarantee that the less stringent regulatory approarrently pursued by FERC and Congress will iooet indefinitely into the future nor c
the Company determine what effect, if any, fut@gulatory changes might have on the Company’s alagyas related activities.

Under FERC's current regulatory regime, transmissiervices must be provided on an open-accessjstoinginatory basis at cost-
based rates or at markedsed rates if the transportation market at isssefficiently competitive. Gathering service, whigccurs upstream
jurisdictional transmission services, is regulabgdthe states onshore ancstate waters. Although its policy is still in fluk the past FER
has reclassified certain jurisdictional transmissfacilities as nonurisdictional gathering facilities, which has ttkendency to increase |
Company’s cost of transporting gas to point-of-sad@ations.
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EMPLOYEES

As of December 31, 2012 , the Company had 2,51@tifite employees, including more than 4§€ologists, geophysicists, petrole
engineers, technicians, land and regulatory prafeats. Of the Company’s 2,510 employees, 791 werated at the Compars/headquarte

in Oklahoma City, Oklahoma at December 31, 2018d, the remaining employees work in the Compansgrious field offices and drillir
sites.
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GLOSSARY OF OIL AND NATURAL GAS TERMS
The following is a description of the meanings eftain oil and natural gas industry terms usedhig ieport.

2-D seismic or 3-D seismiGeophysical data that depict the subsurface strateo dimensions or three dimensions, respectivay
seismic typically provides a more detailed and eattevinterpretation of the subsurface strata th@ns2ismic.

Bbl. One stock tank barrel, or 42 U.S. gallons liquitbmae, used in this report in reference to oil drestliquid hydrocarbons.
Bcf. Billion cubic feet of natural gas.

Boe.Barrels of oil equivalent, with six thousand cufget of natural gas being equivalent to one bafdalil. Although an equivale
barrel of condensate or natural gas may be equitvtdea barrel of oil on an energy basis, it is @guivalent on a value basis as there may
large difference in value between an equivalentdband a barrel of oil. For example, based ondbemodity prices used to prepare
estimate of the Company’s reserves at year-end 280$21.21 /Bbl for oil and $2.7@/cf for natural gas, the ratio of economic valdeoib to
gas was approximately 33 to 1, even though the fatidetermining energy equivalency is 6 to 1.

Boe/d.Boe per day.
Btu or British thermal unitThe quantity of heat required to raise the tempeeadf one pound of water by one degree Fahrenheit.

Completion.The process of treating a drilled well followed the installation of permanent equipment for thedpidion of oil o
natural gas, or in the case of a dry well, the riégpg to the appropriate authority that the wel lieeen abandoned.

CondensateA mixture of hydrocarbons that exists in the gasepliase at original reservoir temperature and presbut that, whe
produced, is in the liquid phase at surface presand temperature.

CO,. Carbon dioxide.
Developed acreag@he number of acres that are assignable to produatélls.

Developed oil and natural gas reservB®serves of any category that can be expected tedowered (i) through existing wells w
existing equipment and operating methods or in twtie cost of the required equipment is relativalgor compared to the cost of a new \
and (ii) through installed extraction equipment amfdastructure operational at the time of the rese estimate if the extraction is by mean:
involving a well.

Development cost€osts incurred to obtain access to proved resexmdsto provide facilities for extracting, treatirggthering an
storing the oil and natural gas. More specificallgyelopment costs, including depreciation andiegple operating costs of support equipr
and facilities and other costs of development &sy are costs incurred to (i) gain access to @aeghare well locations for drilling, includi
surveying well locations for the purpose of deteimg specific development drilling sites, cleariggound, draining, road building a
relocating public roads, gas lines and power liteshe extent necessary in developing the proesérres, (ii) drill and equip developm
wells, developmentype stratigraphic test wells and service wells|uding the costs of platforms and of well equipitrgurch as casing, tubir
pumping equipment, and the wellhead assembly,a@guire, construct and install production faabtisuch as lease flow lines, separe
treaters, heaters, manifolds, measuring devicespamdiiction storage tanks, natural gas cycling mmttessing plants, and central utility
waste disposal systems, and (iv) provide improeedvery systems.

Development wellA well drilled within the proved area of an oil natural gas reservoir to the depth of a stratigrapbrizon know!
to be productive.

Dry well. An exploratory, development or extension well thadves to be incapable of producing either oil atural gas in sufficie
guantities to justify completion as an oil or nalugas well.

Environmental Assessment (“EA’A study to determine whether a federal action $icgtly affects the environment, which fedt
agencies may be required by the National Enviroraiétolicy Act or similar state statutes to undegtarior to the commencement of activi
that would constitute federal actions, such asmwil natural gas exploration and production actigitn federal lands.
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Environmental Impact Statemeht.more detailed study of the environmental effexfta federal undertaking and its alternatives
an EA, which may be required by the National Enwinental Policy Act or similar state statutes, aithfter the EA has been prepared
determined that the environmental consequenceswbposed federal undertaking, such as oil andralagas exploration and product
activities on federal lands, may be significantwathout the initial preparation of an EA if a fadeagency anticipates that a proposed fe
undertaking may significantly impact the environien

Exploratory well.A well drilled to find a new field or to find a nemeservoir in a field previously found to produdkar natural gas i
another reservoir.

Field. An area consisting of a single reservoir or mudtipéservoirs all grouped on or related to the samd&idual geologice
structural feature and/or stratigraphic conditibhere may be two or more reservoirs in a field \Wwhéce separated vertically by interver
impervious strata, or laterally by local geologibalriers, or both. Reservoirs that are associayduking in overlapping or adjacent fields r
be treated as a single or common operational fiele geological terms “structural feature” and dsfgraphic condition™are intended 1
identify localized geological features as opposethé broader terms of basins, trends, provindagspareas of interest, etc.

Gross acres or gross wellEhe total acres or wells, as the case may be, iohadworking interest is owned.
High CO,gas.Natural gas that contains more than 10%®@volume.

Imbricate stackingA geological formation characterized by multiplgdes lying lapped over each other.
MBbls.Thousand barrels of oil or other liquid hydrocarbon

MBoe.Thousand barrels of oil equivalent.

Mcf. Thousand cubic feet of natural gas.

MMBbls. Million barrels of oil or other liquid hydrocarbons

MMBoe.Million barrels of oil equivalent.

MMBtu. Million British Thermal Units.

MMcf. Million cubic feet of natural gas.

MMcf/d. MMcf per day.

Net acres or net wellsThe sum of the fractional working interest ownedjioss acres or gross wells, as the case may be.
NGLs.Natural gas liquids.

NYMEX.The New York Mercantile Exchange.

Plugging and abandonmenRefers to the sealing off of fluids in the strpemetrated by a well so that the fluids from omatam will
not escape into another or to the surface. Regaktf all states require plugging of abandonedswel

Present value of future net revenues (“PV-10The present value of estimated future revenuee emerated from the productior
proved reserves, before income taxes, calculateddnrdance with SEC guidelines, net of estimatedyxtion and future development cc
using prices and costs as of the date of estimatithrout future escalation and without giving etféa hedging activities, noproperty relate
expenses such as general and administrative exqpeheslet service and depreciation, depletion andri@ration. PV40 is calculated using
annual discount rate of 10%.
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Production costs.

(i) Costs incurred to operate and maintain wells atata@ equipment and facilities, including deprdomtand applicable operati
costs of support equipment and facilities and ottwsts of operating and maintaining those wells galdted equipment a
facilities. They become part of the cost of oil ayas produced. Examples of production costs (somestcalled lifting costs) are:

(A) Costs of labor to operate the wells and relatedpagent and facilitie:

(B) Repairs and maintenan

(C) Materials, supplies, and fuel consumed and supptiézed in operating the wells and related equéptrand facilities
(D) Property taxes and insurance applicable to provepasties and wells and related equipment anditiasi

(E) Severance taxe

(i) Some support equipment or facilities may serve ewanore oil and gas producing activities and map aerve transportatic
refining and marketing activities. To the exterdttthe support equipment and facilities are usedlliand gas producing activitis
their depreciation and applicable operating costgolme exploration, development or production costs, appropriat
Depreciation, depletion and amortization of cajtad acquisition, exploration, and development<asé not production costs
also become part of the cost of oil and gas prodiateng with production (lifting) costs identifiedove.

Productive well. A well that is found to be capable of producingasinatural gas in sufficient quantities to jugtfompletion as an ¢
or natural gas well.

Prospect.A specific geographic area that, based on supgpdéological, geophysical or other data and alslirpinary economi
analysis using reasonably anticipated prices astscis deemed to have potential for the discoeégommercial hydrocarbons.

Proved developed reserveReserves that are both proved and developed.

Proved oil and natural gas reserveblas the meaning given to such term in Rule 4-1RP3)of Regulation Sk, which defines prove
reserves as:

Those quantities of oil and natural gas which, bwlgsis of geoscience and engineering data, camsbimated with reasonal
certainty to be economically producible from a giwaate forward, from known reservoirs, and undéstayg economic conditions, operat
methods, and government regulations, prior to itne &t which contracts providing the right to operexpire, unless evidence indicates
renewal is reasonably certain, regardless of whhedbterministic or probabilistic methods are useddstimation. The project to extract
hydrocarbons must have commenced or the operatstrmeureasonably certain that it will commencepttagect within a reasonable time.

The area of a reservoir considered proved includethe area identified by drilling and limited bjuid contacts, if any, ar
(ii) adjacent undrilled portions of the reservdiat can, with reasonable certainty, be judged tedoginuous with it and to contain economic
producible oil or gas on the basis of availablesggance and engineering data. In the absence afatafluid contacts, proved quantities
reservoir are limited by the lowest known hydrocarb as seen in a well penetration unless geosgiengieering or performance data
reliable technology establish a lower contact withsonable certainty.

Where direct observation from well penetrations dhefined a highest known oil elevation and the i exists for an associated
cap, proved oil reserves may be assigned in thetstally higher portions of the reservoir onlyg#oscience, engineering or performance
and reliable technology establish the higher canétt reasonable certainty.

Reserves that can be produced economically thrapglication of improved recovery techniques (inahggl but not limited to, flui
injection) are included in the proved classificatiwhen (i) successful testing by a pilot projectim area of the reservoir with properties
more favorable than in the reservoir as a whole, dperation of an installed program in the reseywmi an analogous reservoir, or o
evidence using reliable technology establishes¢hsonable certainty of the engineering analysisvlich the project or program was ba
and (ii) the project has been approved for devekagrby all necessary parties and entities, inclydiovernmental entities.
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Existing economic conditions include prices andi€@s which economic producibility from a reservisito be determined. The pr
shall be the average price during themi@nth period prior to the ending date of the pedodered by the report, determined as an unwei
arithmetic average of the first-day-of-thesnth price for each month within such period, aslprices are defined by contractual arrangen
excluding escalations based upon future conditions.

Proved undeveloped reserveReserves that are both proved and undeveloped.
Pulling units. Pulling units are used in connection with complesi and workover operations.
PV-10.See “Present value of future net revenues” above.

Rental tools.A variety of rental tools and equipment, rangirani trash trailers to blowout preventers to samqmhssors, for use in t
oil field.

ReservesEstimated remaining quantities of oil and naturas gnd related substances anticipated to be ecoalynproducible b
application of development projects to known acclatmns. In addition, there must exist, or therestre a reasonable expectation that 1
will exist, the legal right to produce or a revernerest in the production, installed means ofvéeing oil and natural gas or related substa
to market, and all permits and financing requiedrplement the project.

Reserves should not be assigned to adjacent réseisalated by major, potentially sealing, faultstil those reservoirs are penetr:
and evaluated as economically producible. Resestresld not be assigned to areas that are clegoraed from a known accumulation t
non-productive reservoir i(e., absence of reservoir, structurally low reservoirnegative test results). Such areas may contaspectivi
resources i.e., potentially recoverable resources from undiscede&rccumulations).

ReservoirA porous and permeable underground formation coimgia natural accumulation of producible oil amdfatural gas that
confined by impermeable rock or water barriers igriddividual and separate from other reservoirs.

Roustabout servicesThe provision of manpower to assist in conductiidield operations.

Standardized measure or standardized measure oduliged future net cash flow3he present value of estimated future cash ini
from proved oil and natural gas reserves, lesgdutievelopment and production costs and futurenimectax expensesljscounted at 10% f
annum to reflect timing of future cash flows andhgsthe same pricing assumptions as were usedli¢alage PV10. Standardized Measi
differs from PV-10 because Standardized Measuledes the effect of future income taxes on futweeravenues.

Trucking. The provision of trucks to move the Compangrilling rigs from one well location to anothemdato deliver water ar
equipment to the field.

Undeveloped acreagd.ease acreage on which wells have not been dollebmpleted to a point that would permit the ptbn o
economic quantities of oil or natural gas regasit#fswhether such acreage contains proved reserves.

Undeveloped oil and natural gas reservd®eserves of any category that are expected tedmvered from new wells on undril
acreage, or from existing wells where a relativabjor expenditure is required for recompletion.

(i) Reserves on undrilled acreage are limited to thbsertly offsetting development spacing areas #rat reasonably certain
production when drilled, unless evidence usingal#é technology exists that establishes reasonedat@inty of econom
producibility at greater distances.

(i) Undrilled locations are classified as having undigyed reserves only if a development plan has laeepted indicating that th
are scheduled to be drilled within five years, salthe specific circumstances justify a longer time

(iii) Under no circumstances shall estimates for undpeelaeserves attributable to any acreage for whaithapplication of flui
injection or other improved recovery technique @templated, unless such techniques have been creffective by actu.
projects in the same reservoir or an analogousvweseor by other evidence using reliable techngl@sgtablishing reasonal
certainty.

Working interest. The operating interest that gives the owner thktrio drill, produce and conduct operating adtgiton the proper
and receive a share of production and requireswthr to pay a share of the costs of drilling armtpction operations.
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Item 1A. Risk Factors

Drilling for and producing oil and natural gas arédigh risk activities with many uncertainties thabald adversely affect the Comparsy’
business, financial condition or results of operatis.

The Companys drilling and operating activities are subjecitamerous risks, including the risk that the Compuaiill not discove
commercially productive reservoirs. Drilling forl @ind natural gas can be unprofitable if dry wells drilled and if productive wells do |
produce sufficient revenues to return a profit. iBieas to develop properties depend in part ondhaluation of data obtained throt
geophysical and geological analyses, production datl engineering studies, the results of whichofiem inconclusive or subject to vary
interpretations. The estimated cost of drillingmgdeting and operating wells is uncertain befordlidg commences. Overruns in budge
expenditures are common risks that can make acphatiproject uneconomical. In addition, the Compardrilling and producing operatic
may be curtailed, delayed or canceled as a rebuéirmus factors, including the following:

» delays imposed by or resulting from compliance w#ulatory requirements including permitti
e unusual or unexpected geological formations andahislations

» shortages of or delays in obtaining equipment araified personne

» shortages of or delays in obtaining water for hyticafracturing operation

e equipment malfunctions, failures or accide

» lack of available gathering facilities or delaysomstruction of gathering facilitie

» lack of available capacity on interconnecting traission pipeline:

» lack of adequate electrical infrastructi

» unexpected operational events and drilling condg

» pipe or cement failures and casing collag

» pressures, fires, blowouts and explosi

» lost or damaged drilling and service to

* loss of drilling fluid circulatior

« uncontrollable flows of oil, natural gas, brine,temor drilling fluids

* natural disaster

« environmental hazards, such as oil and naturalegés, pipeline ruptures and discharges of toxsegar well fluids

» adverse weather conditions such as extreme colel fiaused by extreme heat or lack of rain, andreestorms, tornadoes
hurricanes;

» reductions in oil and natural gas pric

» oil and natural gas property title proble

* unique risks associated with offshore operationshss potential oil spills and increased regumatamnc
» market limitations for oil and natural g

Any of these risks can cause substantial lossekjdimg personal injury or loss of life, damageotodestruction of property, natu
resources and equipment, environmental contamimatidoss of wells and regulatory fines or penaltie
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Oil and natural gas prices fluctuate due to a nunthaf factors that are beyond the Compamsytontrol, and a decline in oil and natur
gas prices could significantly affect the Companyisancial results and impede its growth.

The Companys revenues, profitability and cash flow are higtigpendent upon the prices it realizes from the sht@l and natur:
gas. The markets for these commaodities are vemgtilal Oil and natural gas prices can fluctuatealjidn response to a variety of factors
are beyond the Company’s control. These factolsidie; among others:

» regional, domestic and foreign supply of, and desrfan, oil and natural gas, as well as perceptmimsupply of, and demand fi
oil and natural gas;

» the price and quantity of foreign impo

+ U.S. and worldwide political and economic condity

» weather conditions and seasonal tre

» anticipated future prices of oil and natural gdtgraative fuels and other commoditi

» technological advances affecting energy consumgiahenergy supp!

» the proximity, capacity, cost and availability gpeline infrastructure, treating, transportation aefining capacity
» natural disasters and other acts of force maj

» domestic and foreign governmental regulations areltton

* energy conservation and environmental measure:

» the price and availability of alternative fus

For oil, from January 1, 2009 through DecemberZ,2 , the highest monthly NYMEX settled price vi#Hs3.93per Bbl and th
lowest was $41.68 per Bbl. For natural gas, fronuday 1, 2009 through December 31, 2012e highest monthly NYMEX settled price v
$6.14 per MMBtu and the lowest was $28&r MMBtu. In addition, the market price of oil andtural gas is generally higher in the wi
months than during other months of the year durdeased demand for oil and natural gas for hgatimposes during the winter season.

Lower oil and natural gas prices may not only daseethe Compang’revenues on a per share basis, but also mayatdtynreduc
the amount of oil and natural gas that it can peedeconomically and, therefore, could have a nadtadverse effect on its financial condi
and results of operations. This also may resulthen Company having to make substantial downwardstalents to its estimated pro
reserves.

Future price declines may result in further reducins of the asset carrying values of the Companyilsaod natural gas properties.

The Company utilizes the full cost method of acamgnfor costs related to its oil and natural gagperties. Under this account
method, all costs for both productive and nonprtigagroperties are capitalized and amortized oaggregate basis over the estimated
of the properties using the unit-pfeduction method. However, the amount of thes¢sdbsit can be carried as capitalized assets jectub ¢
ceiling, which limits such pooled costs to the a&ggte of the present value of future net revendiggraved oil and natural gas reset
attributable to proved properties, discounted &b1plus the lower of cost or market value of uneatdd properties. The full cost ceiling
evaluated at the end of each quarter using the rosht 12nonth average prices for oil and natural gas, &ejufor the impact of derivativ
accounted for as cash flow hedges. In the eventoatlye Company derivatives are accounted for as cash flow hedbesimpact of the:
derivative contracts will be included in the detaration of the Company’s full cost ceiling. The Caamy had ndull cost ceiling impairmen
during the years ended December 31, 2012 , 202010 and cumulative full cost ceiling limitation pairment charges of $3.5 billicat bott
December 31, 2012 and 201Future declines in oil and natural gas pricesheuit other mitigating circumstances, could reguladditiona
losses of future net revenues, including losseatable to quantities that cannot be economigalbduced at lower prices, which could c¢
the Company to record additional write-downs ofitzdjzed costs of its oil and natural gas propsri@ad norcash charges against fut
earnings. The amount of such future write-downsranttcash charges could be substantial.
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The Company has a substantial amount of indebtednasd other obligations and commitments, which magversely affect its ca
flow and its ability to operate its business.

As of December 31, 2012 , the Company’s total itelddess was $4.3 billioand the Company had preferred stock outstandinig
an aggregate liquidation preference of $765.0 amlli The Companyg substantial level of indebtedness and the didgessociated with
outstanding preferred stock increases the podgiltiilat it may be unable to generate cash suffidiepay, when due, the principal of, inte
on or other amounts due in respect of the Compaimgebtedness and/or the preferred stock dividemtls. Companys indebtedness a
outstanding preferred stock, combined with its éeasd other financial obligations and contractwahmitments, such as its obligations to
development wells for the Royalty Trusts, couldéather important consequences to the Companyexample, it could:

* make the Company more vulnerable to adverse changgeneral economic, industry and competitive dimus and adver:
changes in government regulation;

* require the Company to dedicate a substantial grontif its cash flow from operations to paymentsitsrindebtedness, there
reducing the availability of the Compasytash flows to fund working capital, capital exgieures, acquisitions and other gen
corporate purposes;

» limit the Companys flexibility in planning for, or reacting to, chges in its business and the industry in which @rajes

» place the Company at a disadvantage compared titgetitors that are less leveraged and, therefoey be able to ta
advantage of opportunities that the Company’s itetliess prevents it from pursuing; and

« limit the Companys ability to borrow additional amounts for workimgpital, capital expenditures, acquisitions, debwise
requirements, execution of its business strategttwr purposes.

Any of the above listed factors could have a mateatverse effect on the Compamyusiness, financial condition and result
operations.

The Companys estimated reserves are based on many assumptfatsmay turn out to be inaccurate. Any significaimaccuracies ir
these reserve estimates or underlying assumptiomsia materially affect the quantities and preserdlue of the Companyg reserve:
The Company'’s current estimates of reserves couldrgye, potentially in material amounts, in the fute.

The process of estimating oil and natural gas vesers complex and inherently imprecise, requiringgrpretations of availak
technical data and many assumptions, includingragsans relating to production rates and economitdrs such as oil and natural gas pr
drilling and operating expenses, capital expendguthe assumed effect of governmental regulatishasailability of funds for developme
expenditures. Any significant inaccuracies in thederpretations or assumptions could materialfgafthe estimated quantities and pre
value of the Company’s reserves. See “Business—BasiSegments and Primary Operationdtem 1 of this report for information about
Company’s oil and natural gas reserves.

Actual future production, oil and natural gas psiceevenues, taxes, development expenditures, toppexpenses and quantities
recoverable oil and natural gas reserves will \ergl could vary significantly from the Compasyéstimates. Any significant variance cc
materially affect the estimated quantities and gmésalue of reserves shown in this report, whithurn could have a negative effect on
value of the Companyg’assets. In addition, from time to time in thaifat the Company may adjust estimates of provegtves, potentially i
material amounts, to reflect production historysules of exploration and development, oil and raltgas prices and other factors, man
which are beyond the Company’s control.
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The present value of future net cash flows from t®mpany’s proved reserves calculated in accordanddn SEC guidelineswill not
necessarily be the same as the current market valtigs estimated oil and natural gas reserves.

The Company bases the estimated discounted fuetreash flows from its proved reserves onni@ith average prices and cc
Actual future net cash flows from the Company’sawitl natural gas properties also will be affectedhlstors such as:

» actual prices the Company receives for oil andnahtyas
» the accuracy of the Compasyeserve estimatt

» the actual cost of development and production ediperes
» the amount and timing of actual product

» supply of and demand for oil and natural gas;

» changes in governmental regulation or taxa

The timing of both the Comparg/production and its incurrence of expenses in ection with the development and production o
and natural gas properties will affect the timirfgaotual future net cash flows from proved resenagsl thus their actual present value
addition, the Company uses a 10% discount fact@mwdalculating discounted future net cash flowsictvimay not be the most appropr
discount factor based on interest rates in effeghftime to time and risks associated with the Camypor the oil and natural gas industr
general.

Unless the Company replaces its oil and natural gaserves, its reserves and production will declimdnich would adversely affect tl
Company’s business, financial condition and resutiSoperations.

The Companys future oil and natural gas reserves and productind therefore its cash flow and income, arelpigbpendent on i
success in efficiently developing and exploiting éurrent reserves and economically finding or aowadditional recoverable reserves.
Company may not be able to develop, find or acqadditional reserves to replace its current andréuproduction at acceptable costs, w
could adversely affect its business, financial ¢towl and results of operations.

The Company will not know conclusively prior to dilng whether oil or natural gas will be present isufficient quantities to b
economically producible.

The use of seismic data and other technologiesrendtudy of producing fields in the same area dot¢€nable the Company to kn
conclusively prior to drilling whether oil or natirgas will be present or, if present, whetheravilnatural gas will be present in suffici
guantities to be economically viable. Even if stiffnt amounts of oil or natural gas exist, the Canypmay damage the potentially produc
hydrocarbon bearing formation or experience medgsuiifficulties while drilling or completing the ell, resulting in a reduction in product
from the well or abandonment of the well. Duringl2pthe Company completed a total of 1,089 grodswaf which threevere identified &
dry wells. If the Company drills additional wellsat it identifies as dry wells in its current andure prospects, its drilling success rate
decline and materially harm its business. In sumymie cost of drilling, completing and operatingyavell is often uncertain, and new w
may not be productive.

Production of oil, natural gas and natural gas liqds could be materially and adversely affected bgtural disasters or severe
unseasonable weather.

Production of oil, natural gas and natural gasidiguwcould be materially and adversely affected atural disasters or severe weat
Repercussions of natural disasters or severe weathditions may include:

» evacuation of personnel and curtailment of openat
» damage to drilling rigs or other facilities, resudf in suspension of operatio
» inability to deliver materials to worksites; ¢

» damage to, or shutting in of, pipelines and othemdportation facilitie
In addition, the Compang’ hydraulic fracturing operations require significguantities of water. Regions in which the Cony
operates have recently experienced drought conditidny diminished access to water for use in hylirefracturing, whether due to us:

restrictions or drought or other weather conditjoosuld curtail the Company’ operations or otherwise result in delays in dj@ra o
increased costs.
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Volatility in the capital markets could affect th€ompanys ability to obtain capital, cause it to incur aditinal financing expense ¢
affect the value of certain assets.

In recent periods, global financial markets andneoaic conditions have been volatile due to multifaletors, including significa
write-offs in the financial services sector and weak eotin conditions. In some cases, the markets has#uged downward pressure on s!
prices and credit capacity for certain issuers auitiregard to those issuersiderlying financial and/or operating strength. Dahis volatility
for many companies the cost of raising money indilet and equity capital markets has been greatexcent periods than has historically k
the case. Continued market volatility may from titoetime adversely affect the Compasiybility to access capital and credit marketso
obtain funds at low interest rates or on other athgeous terms. These factors may adversely dffieciCompanys business, results
operations or liquidity.

These factors may also adversely affect the valwegain of the Compang’assets and its ability to draw on its senior icfedility.
Adverse credit and capital market conditions mapiee the Company to reduce the carrying valuesséts associated with derivative contt
to account for nomperformance by, or increased credit risk from, ¢erparties to those contracts. If financial indidns that have extend
credit commitments to the Company are adverselctdtl by volatile conditions of the United Stated énternational capital markets, tl
may become unable to fund borrowings under theiditrcommitments to the Company, which could haveaerial adverse effect on
financial condition and its ability to borrow addital funds, if needed, for working capital, cap&apenditures and other corporate purposes.

Properties that the Company buys may not producepagected, and the Company may be unable to deteerneserve potential, identi
liabilities associated with the properties or obtgirotection from sellers against them.

The Company’s initial technical reviews of propestit acquires are necessarily limited becausa-depth review of every individu
property involved in each acquisition generallynist feasible. Even a detailed review of records praperties may not necessarily re
existing or potential problems, nor will it pernaitouyer to become sufficiently familiar with theoperties to assess fully their deficiencies
potential. Inspections may not always be performeevery well and environmental problems, suchoilsos ground water contamination,
not necessarily observable even when an inspediamdertaken. Even when problems are identified, Company may assume cer
environmental and other risks and liabilities imgection with acquired properties, and such risia labilities could have a material adve
effect on its results of operations and financaidition.

The development of the Compasyproved undeveloped reserves may take longer aay raquire higher levels of capital expenditul
than the Company currently anticipates.

As of December 31, 2012 , 43% of the Compartptal reserves were proved undeveloped reseDaglopment of these reser
may take longer and require higher levels of chpixpenditures than the Company currently antieipat herefore, ultimate recoveries fi
these fields may not match current expectationgayd3dan the development of the Companyeserves or increases in costs to drill and de
such reserves will reduce the PV-10 value of then@any’s estimated proved undeveloped reserves and fonaireevenues estimated for s
reserves.

A significant portion of the Compang operations are located in northwest Oklahoma, lsas and the Gulf of Mexico, making
vulnerable to risks associated with operating idimited number of major geographic areas.

As of December 31, 2012excluding reserves and production related toPemian Properties sold in February 2013, apprabely
79% of the Company’s proved reserves and approgignaid% of its production was located in the Midntinent and Gulf of Mexico. Tt
concentration could disproportionately expose thenffany to operational and regulatory risk in thesas. This relative lack of diversificat
in location of its key operations could expose @mnpany to adverse developments in these areag @iltand natural gas markets, includ
for example, transportation or treatment capaaitystraints, curtailment of production or treatmplaint closures for scheduled maintena
These factors could have a significantly greatgraiot on the Company’financial condition, results of operations andhcflows than if th
Company'’s properties were more diversified.
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The Companys development and exploration operations requirdstantial capital, and the Company may be unableotitain neede
capital or financing on satisfactory terms, whictoald lead to a loss of properties and a declinetire Companys oil and natural ga
reserves.

The oil and natural gas industry is capital inteasiThe Company makes substantial capital expemrditn its business and operati
for the exploration, development, production andusition of oil and natural gas reserves. Hist@hc the Company has financed cay
expenditures primarily with proceeds from asseésalnd from the sale of equity and debt securéties cash generated by operations.
Company expects to finance its future capital edjjares with the sale of equity and debt securitb@sh flow from operations, asset sales
other financing arrangements. The Company’s cast filom operations and access to capital are sutgecnumber of variables, including:

» the Company proved reserve
» the level of oil and natural gas it is able to prog from existing well.
» the prices at which oil and natural gas are said

« the Company ability to acquire, locate and produce new ress

If the Companys revenues decrease as a result of lower oil andatayas prices, lower production, declines ireress or for an
other reason, the Company may have limited altititgbtain the capital necessary to sustain itsaijmers at current levels. In order to fund
Company’s capital expenditures, it may seek adutidinancing. However, the Compagysenior credit facility contains covenants lingtiis
ability to incur additional indebtedness, and tr@mpanys lenders may withhold their consent to exceedithiations in such covenants
their sole discretion. The Company’s senior notiefitures also contain covenants that may reshiécCompanys ability to incur addition
indebtedness if it does not satisfy certain finahmietrics. If the Company is unable to obtain &ddal financing, it may be necessary for
Company to reduce or suspend its capital expersditur

Disruptions in the global financial and capital kets also could adversely affect the Compamgbility to obtain debt or equ
financing on favorable terms, or at all. The falup obtain additional financing could result ircartailment of the Company’operation
relating to exploration and development of its pexgs, which in turn could lead to a possible lafsgroperties and a decline in the Company’
oil and natural gas reserves.

The agreements governing the Compasyexisting indebtedness have restrictions, finaricieovenants and borrowing ba
redeterminations which could adversely affect itgevations.

The Companys senior credit facility and the indentures gowvegnits senior notes restrict its ability to, amasther things, obta
additional financing, make investments, lease aqaift, sell assets and engage in business combirafibe senior credit facility also requ
the Company to comply with certain financial cowatsaand ratios. The Compasyability to comply with these restrictions and eoants i
the future is uncertain and could be affected leyldvels of cash flow from the Compasydperations and events or circumstances beyc
control. Declining commodity prices could adversalffect the Companyg’ ability to comply with such restrictions and coagts. Th
Companys failure to comply with any of the restrictionsdacovenants under the senior credit facility, semiotes or other debt financir
could result in a default under those instrumentsch could cause all of its existing indebtedntesise immediately due and payable.

The Companys senior credit facility limits the amounts it charrow to a borrowing base amount. The borrowingebia subject
review semi-annually; however, the lenders reséineeright to have one additional determination of the borrowing base per calendar.
Unscheduled re-determinations may be made at thep@oy's request, but are limited to two requests per.\@amrowing base determinatic
are based upon proved developed producing resemk@ged developed ngoroducing reserves and proved undeveloped resebwgstandin
borrowings exceeding the borrowing base must baidepromptly, or the Company must pledge otheramitl natural gas properties
additional collateral. The Company may not havefih@ncial resources in the future to make any raémgy principal prepayments under
senior credit facility, which are required, for exale, when the committed line of credit is exceed@dceeds of asset sales in new oil
natural gas properties are not reinvested, or iedigless that is not permitted by the terms of #mos credit facility is incurred. If tt
indebtedness under the Company’s senior crediitiaand senior notes were to be accelerated, th@ganys assets may not be sufficien
repay such indebtedness in full.
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The Company’s derivative activities could resultfinancial losses and could reduce its earnings.

To achieve a more predictable cash flow and to gedts exposure to adverse fluctuations in theegriaf oil and natural gas, -
Company currently has entered, and may in the duéumter, into derivative contracts for a portioriteffuture oil and natural gas producti
including fixed price swaps, collars and basis swafhe Company has not designated and does nottgldasignate any of its derivat
contracts as hedges for accounting purposes ardrezsilt, records all derivative contracts orbéance sheet at fair value with changes i
fair value recognized in current period earningsc@xdingly, the Compang’earnings may fluctuate significantly as a resfithanges in tt
fair value of its derivative contracts. Derivativentracts also expose the Company to the risknahftial loss in some circumstances, inclu
when:

» production is less than expect
» the counterparty to the derivative contract deaait its contract obligations;

» thereis a change in the expected differential betwthe underlying price in the derivative conteatd actual prices receiv

In addition, these types of derivative contracts kbait the benefit the Company would receive fromreases in the prices for oil ¢
natural gas.

The Company’s drilling and services revenues argeéedent on the needs of other companies in theaoidl natural gas industry.

Companies to which the Company provides drillind aglated services are affected by the oil andrabgas industry risks mentior
above. Market prices of oil and natural gas, lichisEcess to capital and reductions in capital ediperes could result in oil and natural
companies canceling or curtailing their drillingopgrams, which could reduce the demand for the Cagipalrilling and related services. A
prolonged reduction in the overall level of exptava and development activities, whether resulfiogn changes in oil and natural gas price
otherwise, could impact the Company'’s drilling amdvices segment by negatively affecting:

* revenues, cash flow and profitabil

» the Companys ability to retain skilled rig personnel whom ibwd need in the event of an upturn in the demandifilling anc
related services; and

» the fair value of the Comparsytig fleet

Oil and natural gas wells are subject to operatidraazards that can cause substantial losses for eththe Company may not
adequately insured.

There are a variety of operating risks inherergiirand natural gas production and associateditieBy such as fires, leaks, explosit
mechanical problems, major equipment failures, blatw, uncontrollable flow of oil, natural gas aratural gas liquids, water or drilling fluic
casing collapses, abnormally pressurized formatémsnatural disasters. The occurrence of anyadetlor similar accidents that temporaril
permanently halt the production and sale of oil aatiiral gas at any of the Compasnyproperties could have a material adverse impagts
business activities, financial condition and resol operations.

Additionally, if any of such risks or similar aceidts occur, the Company could incur substantiadsss a result of injury or loss
life, severe damage or destruction of propertyurstresources and equipment, regulatory investigaand penalties and environme
damage and cleamp responsibility. If the Company experiences ahyhese problems, its ability to conduct operationsid be adverse
affected. While the Company maintains insuranceecaye that it deems appropriate for these riskspgerations may result in liabilit
exceeding such insurance coverage or liabilitigovered by insurance.

Shortages or increases in costs of equipment, smviand qualified personnel could adversely affdtet Companys ability to execute i
exploration and development plans on a timely baesigl within its budget.

The demand for qualified and experienced persotmetonduct field operations, geologists, geophgsici engineers and otl
professionals in the oil and natural gas indusémy fluctuate significantly, often in correlationttwvioil and natural gas prices, causing peri
shortages. Historically, there have been shortagekilling rigs and other equipment as demandrfgs and equipment has increased a
with the number of wells being drilled. These fastalso cause significant increases in costs faipeent, services and personnel. Highe
and natural gas prices generally stimulate demaddr@sult in increased prices for drilling rigsews and associated supplies, equipmen
services. Shortages of field personnel and equipwreprice increases could significantly affect @empanys ability to execute its explorati
and development plans as projected.
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Market conditions or operational impediments maynkier the Companys access to oil and natural gas markets or delagdurction o
oil and natural gas.

Market conditions or a lack of satisfactory oil amatural gas transportation arrangements may hil@e€ompanys access to oil al
natural gas markets or delay production of oil aadural gas. The availability of a ready market fioe Companys oil and natural gi
production depends on a number of factors, inclydie demand for and supply of oil and naturalayasthe proximity of reserves to pipeli
and terminal facilities. The Comparsyability to market its production depends, in sabgal part, on the availability and capacity athering
systems, pipelines and treating facilities. The @any’'s failure to obtain such services on acceptabl@gen the future or to expand
midstream assets could have a material adverset eiffieits business. The Company may be requiresthid in wells for a lack of a market
because access to natural gas pipelines, gathgrgigm capacity or treating facilities may be laditor unavailable. The Company woulc
unable to realize revenue from any shut-in wellsl pnoduction arrangements were made to delivergioduction to market.

Competition in the oil and natural gas industry istense, which may adversely affect the Companyidity to succeed.

The oil and natural gas industry is intensely catitipe, and the Company competes with many comgathiat have greater resoutr
than it does. Many of these companies not only@epfor and produce oil and natural gas, but atstdact refining operations and mai
petroleum and other products on a regional, nationavorldwide basis. These companies may be ablpaly more for productive oil a
natural gas properties and exploratory prospecidentify, evaluate, bid for and purchase a greatenber of properties and prospects tha
Companys financial or human resources permit. In addittbese companies may have a greater ability tarasmexploration activities duril
periods of low oil and natural gas market pricelse Tompanys larger competitors may be able to absorb thedmuad present and futt
federal, state, local and other laws and regulatioore easily than it can, which would adverselgatfits competitive position. The Compasy’
ability to acquire additional properties and toritifyy reserves in the future will depend upon itdlisy to evaluate and select suitable prope
and to consummate transactions in a highly competiénvironment. In addition, because the Compaay fewer financial and hum
resources than many companies in its industryalf bre at a disadvantage in bidding for explorapyospects and producing oil and natural
properties.

Downturns in oil and natural gas prices can reisuttecreased oil field activity which, in turn, cegsult in an oversupply of serv
providers and drilling rigs. This oversupply casutk in severe reductions in prices received fofieid services or a complete lack of work
crews and equipment.

The Company’s use of 2-D and B-seismic data is subject to interpretation and magt accurately identify the presence of oil ¢
natural gas. In addition, the use of such technolpgequires greater predrilling expenditures, whiaould adversely affect the results
the Company’s drilling operations.

A significant aspect of the Compasyexploration and development plan involves seisddta. Even when properly used
interpreted, 2-D and B-seismic data and visualization techniques arg tmdls used to assist geoscientists in identifygngsurface structur
and hydrocarbon indicators and do not enable tteegreter to know whether hydrocarbons are presettiose structures. Other geologists
petroleum professionals, when studying the samensei data, may have significantly different intefations than the Compasy’
professionals.

In addition, the use of 2-D and[3seismic and other advanced technologies reqgimeater predrilling expenditures than traditic
drilling strategies, and the Company could incissks due to such expenditures. As a result, thep@ayis drilling activities may not t
geologically successful or economical, and its altetrilling success rate or its drilling succeaserfor activities in a particular area may
improve.

The Company may often gather 2-D and 3-D seismniia deer large areas. The Companyiterpretation of seismic data delineate:
it those portions of an area that it believes asirdble for drilling. Therefore, the Company méypase not to acquire option or lease ri
prior to acquiring seismic data, and in many caesCompany may identify hydrocarbon indicatorfoleeseeking option or lease rights in
location. If the Company is not able to lease thio®ations on acceptable terms, it will have madestntial expenditures to acquire
analyze 2-D and 3-D seismic data without havinggportunity to attempt to benefit from those expands.
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Many of the Company’s prospects in the WTO may @ntnatural gas that is high in CQ content, which can negatively affect
economics.

The reservoirs of many of the Company’s prospectthié WTO may contain natural gas that is high @ @ontent. The natural g
produced from these reservoirs must be treateth®removal of CQ prior to marketing. If the Company cannot obtaiffisient capacity ¢
treatment facilities for its natural gas with atigO . concentration, or if the cost to obtain such cagagignificantly increases, the Compi
could be forced to delay production and developrnoemixperience increased production costs. The @ognpometimes encounters Glevels
in its wells that are higher than expected. Siheetteatment expenses are incurred on an Mcf tasisCompany will incur a higher effect
treating cost per MMBtu of natural gas sold forurat gas with a higher C@content. As a result, high C&as wells must produce at mi
higher rates than low Cgyas wells to be economic, especially in a low redtgas price environment.

Furthermore, when the Company treats the gas &rdimoval of CQ, some of the methane is used to run the treatpiant as fue
gas and other methane and heavier hydrocarbonis,asuethane, propane and butane, cannot be sep&ate the CO, and is lost. This
known as plant shrink. During 2012 , the Compamyést shrink has been approximately §%he WTO. After giving effect to plant shrink,
many as 3.3 Mcf of high C@natural gas must be produced to sell one MMBtuatfiral gas. The Company reports its volumes ofrahga:
reserves and production net of @@lumes that are removed prior to sales.

Low levels of natural gas production in the WTO, @uo declines in production from existing wells, plessed commodity prices
otherwise, currently adversely affect, and could the future adversely affect, the Compasyability to satisfy certain contractu
obligations and revenues and cash flow from its sticeam services segment.

The Company has entered into loiegm gas gathering agreements with each of PGCQamitlental. These agreements require
Company to annually deliver certain minimum volumésatural gas to PGC through June 30, 2029 andt6@ccidental through Deceml
31, 2042 and to compensate PGC and Occidentaktextent it does not satisfy the contractual dejivequirements. A material decreas
production in the WTO, where the applicable natgesd assets are located, has resulted in, and oméipee to result in, a decline in the volt
of natural gas and C@delivered to PGC and Occidental, respectively, emids own pipelines and facilities for gatheriniggnsporting an
treating. The Company has no control over manyfaaffecting production activity in the WTO, inding prevailing and projected natural
prices, demand for hydrocarbons, the level of resgrgeological considerations, governmental rdigmaand the availability and cost
capital. As a consequence of these factors, thep@oynhas not produced and delivered, and may agntim not produce and deliver, suffici
guantities of natural gas or C@o meet its contractual delivery obligations. Thentpany is required to compensate PGC and Occidfar
shortfalls in its contractual delivery obligatioriBhe Company accrued $8.5 milliat December 31, 2012 for its 2012 shortfalls unith
contract with Occidental and expects to accrue éetwapproximately $29.5 million and $36.0 millidaring the year ending December
2013 for amounts related to the Companghticipated shortfall in meeting its 2013 anndelivery obligations based on current proje
natural gas production levels. In future years, ant® payable to PGC and/or Occidental for suchtfilsrcould be material. In addition, if 1
Company fails to connect new wells to its gathesggtems, the amount of natural gas it gathenssp@ts and treats will decline substant
over time and could, upon exhaustion of the curvegits, cause the Company to abandon its gathegstems and, possibly cease gathe
transporting and treating operations.
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The Company may not realize the anticipated bersefif its acquisitions of Dynamic and other propes$i in the Gulf of Mexico or othe
future acquisitions, and integration of acquisiticmnmay disrupt the Company’s business and management

The Company acquired Dynamic and other propertighé Gulf of Mexico in the second quarter of 2048d it may acquire oth
companies or large asset packages in the futuie less done in the past. The Company may not eedhe anticipated benefits of th
acquisitions or other future acquisitions, and eadjuisition has numerous risks. These risks irclud

» difficulty in assimilating the operations and persel of the acquired compal
» difficulty in maintaining controls, procedures gpalicies during the transition and integrat

» disruption of the Company’ongoing business and distraction of its managemet employees from other opportunities
challenges;

« difficulty integrating the acquired compasy’accounting, management information systems, humesources and ott
administrative systems;

» inability to retain key personnel of the acquiretsiness
« inability to achieve the financial and strategi@lgcfor the acquired and combined busine
e inability to take advantage of anticipated tax bisy

» potential failure of the due diligence processessl¢mtify significant problems, liabilities or othshortcomings or challenges of
acquired business;

» exposure to litigation and other potential liakskt in connection with environmental laws regulgtexploration and producti
activities related to entities that the Companyusres, or that were previously acquired by suclitiesf

» exposure to litigation or other claims in connectisith, or inheritance of claims or litigation rigls a result of, an acquisiti
including but not limited to, claims from termindtemployees, customers, former stockholders or otfirel-parties;

» potential inability to assert that internal contoekr financial reporting is effective; ¢

» potential incompatibility of business cultui

Offshore operations involve special risks that cdwddversely affect operations.

Offshore operations are subject to a variety ofrafieg risks specific to the marine environmenttsas capsizing, collisions &
damage or loss from hurricanes or other advers¢heeaonditions. These conditions can cause sutietaiamage to facilities and interr
production. Any liabilities incurred by the Compamth respect to such risks could reduce or elit@rthe funds available for explorati
development or leasehold acquisitions or resuth$s of equipment and properties.

In addition, an oil spill on or related to offshgrmperties and operations could expose the Comimajoynt and several strict liabilit
without regard to fault, under applicable law fircmntainment and oil removal costs and a varadtgublic and private damages including,
not limited to, the costs of responding to a redeas oil, natural resource damages, and economitagas suffered by persons adver
affected by an oil spill. If an oil discharge obstantial threat of discharge were to occur, then@any may be liable for costs and damage:
could be material to its business, financial candibr results of operations.

Reserves associated with properties in the GuliMaxico will have relatively short production perigdr reserve lives.

High production rates generally result in recovefya relatively higher percentage of reserves fpoperties in the Gulf of Mexic
during the initial few years when compared to ottegfions in the United States. Due to high inigedduction rates, production of reser
from reservoirs in the Gulf of Mexico generally iee more rapidly than from other producing res@s.0As a result, the Comparsyteserv
replacement needs from new prospects in the Gifeofico may be greater than reserve replacementsniee other properties with longkfe
reserves in other producing areas. Also, expeaednue and return on capital for Gulf of Mexicogedies will depend on prices prevail
during these relatively short production periods.
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The Company may record significant estimates ofutd asset retirement obligations and such estimatesy vary from period to peric
due to its operations in the Gulf of Mexico.

The Company is required to record a liability fbe tpresent value of asset retirement obligationdug and abandon inactive, non
producing wells, to remove inactive or damagedfptats, facilities and equipment, and to restoreléimel or seabed at the end of oil and na
gas production operations. These costs are typicalhsiderably more expensive for offshore operatias compared to most lahdse:
operations, due to the logistical issues associatddworking in waters of various depths and irased regulatory scrutiny. Estimating ful
restoration and removal costs in the Gulf of MexiEee@specially difficult because most of the remiadaligations may be many years in
future, regulatory requirements are subject to ghaor more restrictive interpretation, and assetoral technologies are constantly evolv
which may result in additional or increased costs.a result, the Compars/’acquisitions of offshore properties in 2012 maguire th
Company to make significant increases or decremsestimated asset retirement obligations in fupggods. For example, the Company’
platforms, facilities and equipment in the GulfMéxico are subject to damage or destruction asaltref hurricanes. The estimated cos
plug and abandon a well or dismantle a platform caange dramatically if the host platform from whithe work was anticipated to
performed is damaged or toppled, rather than stralty intact. Accordingly, the Comparsyincreased operations in the Gulf of Mexico ¢
cause its estimates of future asset retiremengatidins to differ dramatically from what it mayioiately incur as a result of damage fro
hurricane.

Insurance may not protect the Company against biesis and operating risks associated with its projgarin the Gulf of Mexico.

The Company maintains insurance for some, but lhadfathe potential risks and liabilities assoeidtwith its offshore properties. F
some risks, the Company may not obtain insuranitéélieves the cost of available insurance isszo/e relative to the risks presented. Di
market conditions, premiums and deductibles fotaierinsurance policies can increase substantaily, in some instances, certain insur.
policies are economically unavailable or availabtdy for reduced amounts of coverage. Although @mnpany will maintain insurance
levels it believes are appropriate and consistétiit ivdustry practice, it will not be fully insureaainst all risks, including higbest busine:
interruption insurance and drilling and completitgks that are generally not recoverable from tipagties or insurance. In addition, pollut
and environmental risks generally are not fullyuirable. Losses and liabilities from uninsured amdexinsured events and delay in
payment of insurance proceeds could have a mateheadrse effect on the Company’s business, finhooiadition and results of operations.

Insurance costs have generally risen in recentsygae to a number of catastrophic events, inclutingicanes Ivan, Katrina, Ri
Gustav and lke, the Deepwater Horizon incident,Shptember 11, 2001 terrorist attacks and the 2@panese tsunami. The offshore oil
natural gas industry suffered extensive damage thempreviously mentioned hurricanes and, as dtréssurance costs related to offshore
and gas operations have increased significantlypemed to the cost of insuring onshore oil and gaslyction. Insurers are requiring hig
retention levels and limit the amount of insurapoceceeds that are available after a major windstarthe event that damages are incurre
storm activity in the future is as severe as it wag005 or 2008, insurance underwriters may n@éorinsure Gulf of Mexico assets aga
weatherrelated damage. In addition, the Company does ae¢ In place, and does not intend to put in placsjness interruption insurat
due to its high cost. If an accident or other evesults in damage to offshore operations, inclgdiavere weather, terrorist acts, war,
disturbances, pollution or environmental damage, such damage is not fully covered by insuranca kcoverable indemnity from a venc
it could adversely affect the Compasybusiness, financial condition and results of api@ns. Moreover, the Company may not be ab
maintain adequate insurance in the future at ratemsiders reasonable or be able to obtain im&gagainst certain risks.
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The Company is subject to complex federal, stateal and other laws and regulations that could adsely affect the cost, manner
feasibility of conducting its operations or expogeo significant liabilities.

The Companys oil and natural gas exploration, production, gportation and treatment operations are subjembitplex and stringe
laws and regulations. In order to conduct its of@na in compliance with these laws and regulatidhs Company must obtain and main
numerous permits, approvals and certificates framious federal, state and local governmental aittb®r The Company may incur substar
costs in order to maintain compliance with thesesland regulations. Further, in light of the exjasand fire on the drilling rig Deepwa
Horizon in the Gulf of Mexico, as well as recemtigents involving the release of oil and naturad gad fluids as a result of drilling activities
the United States, there have been a variety oflaggy initiatives at the federal and state lewtelsestrict oil and natural gas drilling operat
in certain locations. Any increased regulation wspension of oil and natural gas exploration armipection, or revision or reinterpretatior
existing laws and regulations, that arises outhefé incidents or otherwise could result in dekayd higher operating costs. Such cos
significant delays could have a material adver$ecebn the Compang’business, financial condition and results of apens. The Compa
must also comply with laws and regulations prombitfraud and market manipulations in energy mak&b the extent the Company i
shipper on interstate pipelines, it must complyhwite tariffs of such pipelines and with federdigies related to the use of interstate capacity

Laws and regulations governing oil and natural egsloration and production may also affect prodirctievels. The Company
required to comply with federal and state laws segllations governing conservation matters, inclgdgirovisions related to the unitizatior
pooling of the oil and natural gas properties; &stablishment of maximum rates of production fromllsy the spacing of wells; and -
plugging and abandonment of wells. These and d#éives and regulations can limit the amount of oifl amatural gas the Company can proc
from its wells, limit the number of wells it caniltror limit the locations at which it can condudrlling operations.

New laws or regulations, or changes to existingslaw regulations, may unfavorably impact the Comgpaould result in increas
operating costs and could have a material advédfset ®n the Companyg’financial condition and results of operations: &mmple, Congre
has recently considered, and may continue to cendiegislation that, if adopted in its proposethfpwould subject companies involved in
and natural gas exploration and production actigito, among other items, additional regulatiomrd restrictions on hydraulic fracturing
wells, and the elimination of most U.S. federal itaeentives and certain deductions available t@aod natural gas exploration and produc
activities. In addition, the Dodd-Frank Wall Streeéform and Consumer Protection Act (the “Dodd-krdwt”) and rules promulgat
thereunder could reduce trading positions in thergnfutures or swaps markets and materially redheckying opportunities for the Compe
which could adversely affect its revenues and déshis during periods of low commodity prices, andiigh could adversely affect t
Company’s ability to restructure its hedges whamight be desirable to do so.

Additionally, state and federal regulatory authestmay expand or alter applicable pipeline saftys and regulations, compliar
with which may increase capital costs for the Comypand thirdparty downstream oil and natural gas transporfisese and other poten
regulations could increase the Company’s operatiogts, reduce its liquidity, delay its operationssrease direct and thindarty pos
production costs or otherwise alter the way the @amy conducts its business, which could have armahtdverse effect on its financ
condition, results of operations and cash flowswhith could reduce cash received by or availatalistribution, including any amounts p
by the Company for transportation on downstrearatate pipelines.

The Companys operations in the Gulf of Mexico may face broadwerse consequences resulting from increased regjataof offshore
drilling operations as a result of the Deepwater Hzon incident, some of which may be unforeseeable.

The April 2010 explosion and fire on the drillingg Deepwater Horizon and resulting major oil spitbduced significant econom
environmental and natural resource damage in tHe@ast region. In response to the explosion il shere have been many proposal:
governmental and private constituencies to addresslirect impact of the disaster and to prevenilar disasters in the future. The BOEM
(formerly known as the Minerals Management Seryite agency within the U.S. Department of Intefaymerly responsible for regulation
offshore energy production, issued a series of idéstto Lessees and Operators” (“NTLsihich imposed a variety of new safety meas
and permitting requirements, and implemented a tearp moratorium on deepwater drilling activitiesthe Gulf of Mexico that effective
shut down deepwater drilling activities for six nilosin 2010. Despite the fact that the drilling atorium was lifted, this spill and its afterm
have led to delays in obtaining drilling permitsheT Company must interact with both the BOEM and B&EE, which assumed 1
responsibilities of BOEMRE on October 1, 2011, bdain approval of exploration and development pland issuance of drilling permits
the Companys properties in the Gulf of Mexico, which may rednl added plan approval or drilling permit delayghile federal legislatic
previously was introduced to expedite the processliitaining offshore permits that include limitats on the time frame for environmental
judicial review, there is no guarantee that thisioiilar legislation will be enacte
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In addition to the drilling restrictions, new safeheasures and permitting requirement, there haea bumerous additional propo
changes in laws, regulations, guidance and policyesponse to the Deepwater Horizon explosion ahdpdl that could affect offsho
operations and cause the Company to incur subastdafises or expenditures. Implementation of ang onmore of the various propo:
responses to the disaster could materially adwelsi#ct operations in the Gulf of Mexico by raigioperating costs, increasing insure
premiums, delaying drilling operations and incregsregulatory costs and, further, could lead to idewvariety of other unforeseea
consequences that could make operations in thedbMExico more difficult, time consuming and cgstl

New regulatory requirements could significantly dgl the Company’s ability to obtain permits to dnilew wells in offshore waters.

Following the Deepwater Horizon incident, the BOEMI®&sued a series of NTLs and other regulatory iremqents imposing ne
standards and permitting procedures for new wellsetdrilled in federal waters of the Outer Contiiaé Shelf. These requirements include
following:

» The Environmental NTL, which imposes new and maringent requirements for documenting the environtaleimpact
potentially associated with the drilling of a neffsbore well and significantly increases documeatatequirements regarding -
ability to respond to oil spills.

* The Statement of Compliance NTL, which imposes irequents for operators regarding well design, aoiesion and flov
intervention processes and demonstration of adeqeaburces to respond to and contain spills, &udraquires certifications
compliance from senior corporate officers.

» The Drilling Safety Rule, which prescribes tightermenting and casing practices, imposes standarded use of drilling fluid
to maintain wellbore integrity, and stiffens oveldi requirements relating to blowout preventers #gdr components, includil
shear and pipe rams.

» The Workplace Safety Rule, which requires operatorbave a comprehensive safety and environmengsagement syste
(“SEMS”) in order to reduce human and organizati@neors as root causes of work-related accidemisodfshore spills.

In its current form, the rule requires a compar8&EMS to be audited by an independent tipiadty auditor or internal audit team v
has been prapproved by the agency to perform the auditing.tBSEE has also drafted a statement of policy anciog its expectation th
all organizations and individuals working in outantinental shelf waters should establish and ra@ird positive safety culture commensu
with the significance of their activities and theture and complexity of their organizations anctfions.

As a result of the issuance of these new regulatguirements, BSEE has been taking much longer te Minerals Manageme
Service and BOEMRE did in the past to review angrage permits for drilling operations. As a restiie Company may encounter incree
costs associated with regulatory compliance an@ydeln obtaining permits for other operations sashrecompletions, workovers ¢
abandonment activities. The Company is unsure \aingtterm effect, if any, additional regulatory requiremts and permitting procedures
have on offshore operations. The Company may becubgect to a variety of unforeseen adverse coresemgs arising directly or indirec
from the Deepwater Horizon incident.

New regulatory requirements could have a signifidaimpact on the Companyg’ estimates of future asset retirement obligatidnem
period to period.

The Company is responsible for plugging and abamgowellbores and decommissioning associated ptagppipelines and faciliti
on its acquired oil and natural gas propertiesaddition to the NTLs discussed in the above rigkdis, the BOEMRE issued an NTL t
became effective in October 2010, which establistmedte stringent requirements for the timely decossmoning of wells, platforms a
pipelines that are no longer producing or servixgl@ation or support functions related to an opmta lease in the Gulf of Mexico. This N
requires that any well that has not been used dutie past five years for exploration or productmmany infrastructure to support th
operations on an active lease and is no longerbbayd producing in paying quantities must be peremdly plugged or temporarily abando
within three years. Plugging or abandonment of svelly be delayed by two years if all of the weliydrocarbon and sulphur zones
appropriately isolated. Similarly, platforms or ethfacilities that are no longer useful for opeyas because they have been topple
destroyed or have not been used in the past fisesyfer exploration, production or for infrastrueuo support such operation must be rem
within five years. These regulations affecting glingy, abandonment and removal activities may ire@egerhaps materially, the fut
plugging, abandonment and removal costs associetbddthe Companys offshore properties, which may translate intceachto increase t
estimate of future asset retirement obligationsiireg to meet such increased costs. Moreover, img@igation of this NTL could likely result
increased demand for salvage contractors and e@uipmesulting in increased estimates of pluggattgndonment and removal costs
increases in related asset retirement obligations.
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The Companys operations are subject to environmental laws aedulations that could adversely affect the costammer or feasibility
of conducting operations or result in significantosts and liabilities.

The Companys oil and natural gas exploration and productioarafions are subject to stringent and compreherisderal, state al
local laws and regulations governing the discharfgmaterials into the environment or otherwise tietato environmental protection. Thi
laws and regulations may impose numerous obligatibat are applicable to operations, includingabguisition of a permit before conduct
drilling; water withdrawal or waste disposal adi®$; the restriction of types, quantities and @mtration of materials that can be releasec
the environment; the limitation or prohibition afilting activities on certain lands lying within lgdierness, wetlands and other protected &
the imposition of regulations designed to proteopkyees from exposure to hazardous substancegharichposition of substantial liabiliti
for pollution resulting from operations. Numerousvgrnmental authorities, such as the EPA and anabgtate agencies, have the pow
enforce compliance with these laws and regulatanms the permits issued under them, often requidiffgcult and costly actions. Failure
comply with these laws and regulations may resulitigation; the assessment of administrativejl @v criminal penalties; the imposition
investigatory or remedial obligations; and the &@sze of injunctions limiting or preventing someatirof the Company’s operations.

There is inherent risk of incurring significant @nmental costs and liabilities in the performanf¢he Company operations due
its handling of petroleum hydrocarbons and wadiesause of air emissions and wastewater dischagtged to its operations, and as a r¢
of historical industry operations and waste disppsactices. Under certain environmental laws agltations, the Company could be sut
to joint and several strict liability for the inu@gtion, removal or remediation of previously eded materials or property contamina
regardless of whether it was responsible for thease or contamination or whether the operation® wecompliance with all applicable la
at the time those actions were taken. Privategmrincluding the owners of properties upon whith@ompanys wells are drilled and faciliti
where its petroleum hydrocarbons or wastes arentéiereclamation or disposal may also have thhtrtg pursue legal actions to enfc
compliance, as well as to seek damages for con&immeven in the absence of ncompliance, with environmental laws and regulatior
for personal injury, natural resources damage opgnty damage.

In addition, the risk of accidental spills or redea could expose the Company to significant ligbdithat could have a material adv:
effect on the Compang’financial condition or results of operations. taier laws related to oil spills impose joint andresal strict liability
without regard to fault, for all containment andl r@moval costs and a variety of public and privdéenages including, but not limited to,
costs of responding to a release of oil, natursbuece damages, and economic damages suffereddgynpeadversely affected by an oil s
Although defenses exist to the liability imposedthgse laws, they are limited. If an oil dischamgesubstantial threat of discharge wer
occur, the Company may be liable for costs and dasiavhich costs and damages could be materitd te@sults of operations and finan
position.

Further, certain laws require owners and operaibisfshore oil production facilities to establisind maintain evidence of financ
responsibility to cover costs that could be incdre responding to an oil spill. As a result of fheepwater Horizon incident, legislation \
introduced, but not adopted, to increase the minintevel of financial responsibility. Whether similagislation will be introduced and adop
in the future is unknown. If such legislation wecebe adopted, the requirement could have a matedigerse effect on the Compaay’
operations.

Changes in environmental laws and regulations ofreguently, and any changes that result in maiagsnt or costly constructic
drilling, water management, completion, waste hiaggl storage, transport, disposal or cleanup reguénts could require significi
expenditures by the Company to attain and mairdampliance and may otherwise have a material adweffect on its results of operatic
competitive position or financial condition. The @pany may not be able to recover some or any aktltests from insurance. As a resu
any increased cost of compliance, the Company reaidd to discontinue drilling.
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Federal and state legislative and regulatory initiges as well as governmental reviews relating §ataulic fracturing could result ir
increased costs and additional operating restrictioor delays as well as adversely affect the Conypatevel of production.

Hydraulic fracturing is an important and commongpice that is used to stimulate production of hgdrbons from tight formatior
such as shales. The process involves the injeofiavater, sand and chemicals under pressure imtoations to fracture the surrounding r
and stimulate production. Hydraulic fracturing ypitally regulated by state oil and gas commissidrsvever, the EPA has asserted fec
regulatory authority over certain hydraulic fradbgr practices, including the use of diesel, keresend similar compounds in fracturing flt
In August 2012, the EPA issued final Clean Air Aegulations governing performance standards, imetpdtandards for the capture of
emissions released during hydraulic fracturing. ey, in January 2013 the EPA submitted an unopgposgion to the United States Cour
Appeals for the D.C. Circuit seeking to stay legahllenges to the Clean Air Act regulations whhie EPA reconsiders portions of the |
rules. Also, legislation has been introduced, lmitenacted, in Congress to provide for federal leggn of hydraulic fracturing and to reqt
disclosure of the chemicals used in the fractupnacess. In May 2012, the Bureau of Land Managemahin the U.S. Department of t
Interior issued a proposed rule containing disasequirements and other mandates for hydraudictdring on federal lands, but in Jant
2013 it announced that it would be submitting dased proposed rule. That revised proposed rulgpeeted to be published in the first que
of 2013.

Certain states in which the Company operates, dirofu Texas, Kansas and Oklahoma, and municipallieege adopted, or ¢
considering adopting, regulations that have imppsethat could impose, more stringent permittidigclosure, disposal and well construc
requirements on hydraulic fracturing operations. &ample, in February 2012, the Railroad CommissioTexas implemented the Fractul
Disclosure Rule, requiring public disclosure of thieé chemicals in fluids used in the hydraulic fuging process. Local ordinances or o
regulations may regulate or prohibit the perforneaatwell drilling in general and hydraulic fradig in particular. If new laws or regulatic
that significantly restrict or regulate hydrauliadturing are adopted at either the state or theré level, the Company’fracturing activitie
could become subject to additional permit requinetsiereporting requirements or operational restnct and also to associated permit
delays, or additional costs could adversely affieetdetermination of whether a well is commerciaifble. Restrictions on hydraulic fractur
could also reduce the amount of oil and naturaltgasthe Company is ultimately able to produceammercial quantities.

In addition to asserting regulatory authority, anier of federal entities are analyzing, or havenlreguested to review, a variety
environmental issues associated with hydraulictéiraing. In April 2012, President Obama issued agcetive order that established a worl
group for the purpose of coordinating policy, imf@tion sharing, and planning among federal ageraiésoffices regardinguhconvention:
natural gas productioniicluding hydraulic fracturing. In December 2012e £PA issued an initial progress report on a shetyun in 2011 «
the potential environmental effects of hydrauliacturing on drinking water and groundwater, witfinal report expected to be issued in
2014. The EPA has also announced its intent toge®y 2014 effluent limit guidelines that wastdexdrom shale gas extraction operati
must meet before going to a treatment plant; tlemeg also projects that it will publish an Advaridetice of Proposed Rulemaking regarc
Toxic Substances Control Act reporting of the chmghsubstances and mixtures used in hydraulicurang. Additionally, a committee of t
United States House of Representatives has cordlaaténvestigation of hydraulic fracturing practcand certain members of Congress
called upon the U.S. Government Accountability Gdfto investigate how hydraulic fracturing mightvexbely affect water resources; the ¢
to investigate the natural gas industry and anysiptes misleading of investors or the public regagdthe economic feasibility of pursu
natural gas deposits in shales by means of hydrdtdicturing; and the U.S. Energy Information Adisiration to provide a betl
understanding of that agensyéstimates regarding natural gas reserves, imgudiserves from shale formations, as well as taiodie:
associated with those estimates. Bills previouslyehbeen introduced in both the Senate and the HouRepresentatives to, among o
things, amend the federal Safe Drinking Water Actepeal provisions that currently exempt hydratiicturing operations from restrictic
that otherwise would apply to underground injectdriluids or propping agents. The studies andatiites described above, depending on
degree of pursuit and any meaningful results obthigould spur efforts to further regulate hydmadiacturing under the Safe Drinking We
Act or other regulatory mechanisms.
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Climate change laws and regulations restricting essions of “greenhouse gasesbuld result in increased operating costs and redo
demand for the oil and natural gas that the Compapsoduces while the physical effects of climate cige could disrupt the Company’
production and cause the Company to incur signifidacosts in preparing for or responding to thosdesfts.

In December 2009, the EPA published its findingat tamissions of GHGs present a danger to publittthead the environme
because such gases are contributing to warmingeoEarths atmosphere and other climatic changes. Thesmdisdllow the EPA to adc
and implement regulations that would restrict emiss of GHGs under existing provisions of the CléanAct. Accordingly, the EPA hi
adopted rules that require a reduction in emiss@inGHGs from motor vehicles and also trigger ClédnAct construction and operati
permit review for GHG emissions from certain staéity sources. The EPé&'endangerment finding and GHG rules were uphelthéyJnite:
States Court of Appeals for the D.C. Circuit inumd 2012 decision, and a petition for review of ¢hee by the entire D.C. Circuit was de
in December 2012.

The EPA also has adopted rules requiring the reygpdf GHG emissions from onshore and offshoreand natural gas production ¢
processing facilities in the United States on amuahbasis. The Company believes it has complied all applicable reporting requirement:
date. However, the adoption and implementationngfragulations imposing reporting obligations onlimiting emissions of GHGs from, t
Companys equipment and operations could require it toriradditional costs to reduce emissions of GHGs@atad with its operations
could adversely affect demand for the oil and radtgas that it produces. Finally, to the extentéasing concentrations of GHGs in the Earth
atmosphere may produce climate changes that cad hignificant physical effects, such as incredsequency and severity of stor
droughts, floods and other climatic events, sucaney could have a material adverse effect on thempaoys assets and operations,
potentially subject the Company to greater regoihati

In addition, Congress has considered legislationethuce emissions of GHGs and more than half ofstates have begun tak
actions to control and/or reduce emissions of GH@snarily through the adoption of a climate charaggion plan, completion of GF
emission inventories and/or regional GHG cap aaderprograms. Any future federal laws or implemeémegulations that may be adopte
address GHG emissions could require the Compaimycto increased operating costs, adversely affentaihd for the oil and natural gas
the Company produces and have a material adveise efi the Company’s business, financial conditiod results of operations.

Repercussions from terrorist activities or armednélict could harm the Company’s business.

Terrorist activities, antierrorist efforts or other armed conflict involvitige United States or its interests abroad mayradieaffec
the United States and global economies and coadept the Company from meeting its financial artteobbligations. If events of this nat
occur and persist, the attendant political insitigbénd societal disruption could reduce overalinded for oil and natural gas, potenti
putting downward pressure on prevailing oil anduredtgas prices and causing a reduction in the Goryip revenues. Oil and natural
production facilities, transportation systems atwlegye facilities could be direct targets of tesbattacks, and/or operations could be adve
impacted if infrastructure integral to the Compangperations is destroyed by such an attack. Gostsisurance and other security r
increase as a result of these threats, and someime® coverage may become more difficult to obifewvailable at all.

If the Company fails to maintain an adequate systahinternal control over financial reporting, it ould adversely affect its ability
accurately report its results.

Management is responsible for establishing and taigiimg adequate internal control over financigdawing. The Compang'interna
control over financial reporting is a process desijto provide reasonable assurance regardingetfability of financial reporting and tl
preparation of financial statements in accordandé generally accepted accounting principles. A eriat weakness is a deficiency, c
combination of deficiencies, in the Compasynternal control over financial reporting thasults in a reasonable possibility that a mat
misstatement of the annual or interim financiatestgents will not be prevented or detected on alyirhasis. Effective internal controls i
necessary for the Company to provide reliable famreports and deter and detect any materiabifréfthe Company cannot provide relig
financial reports or prevent material fraud, itputation and operating results would be harmed.Jtmpanys efforts to develop and maint
its internal controls may not be successful, amday be unable to maintain adequate controls dgdinancial processes and reporting in
future, including future compliance with the obligams under Section 404 of the Sarbafedey Act of 2002. Any failure to develop
maintain effective controls, or difficulties encdered in their implementation, including those tetato acquired businesses, or other effe
improvement of the Comparsg/internal controls could harm its operating resuteffective internal controls could also causeestors to los
confidence in the Company’s reported financial infation.
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Certain U.S. federal income tax preferences currignavailable with respect to oil and natural gasqutuction may be eliminated as
result of future legislation.

The Obama administratios’budget proposals in recent years, including thegbt proposal for fiscal year 2013, have inclt
provisions eliminating certain key U.S. federaldme tax incentives currently available to oil ara$ gxploration and production. If enac
into law, these provisions would eliminate certi&r preferences applicable to taxpayers engagéeirexploration or production of natt
resources. These provisions include, but are mitdd to (i) the repeal of the percentage depletidmwance for oil and gas properties, (ii)
elimination of current deductions for intangiblélldrg and development costs, (iii) the eliminatiohthe deduction for United States produc
activities and (iv) the increase in the amortizaggeriod from two years to seven years for geomaysiosts paid or incurred in connection \
the exploration for, or development of, oil and géthin the United States. It is unclear whethey aimilar provisions will be included
future budget proposals, whether such provisiodksagtually be enacted or how soon any such promsiwould become effective if enac
The passage of any legislation relating to suclpgsals or any other similar changes in U.S. feda@ime tax laws could negatively affect
Company’s financial condition and results of opera.

New derivatives legislation and regulation could\atsely affect the Company’s ability to hedge rigssociated with its business.

The DoddFrank Act created a new regulatory framework foersight of derivatives transactions by the ComnyoHittures Tradin
Commission (the “CFTC”) and the SEC. Among othéndhk, the Dodd~rank Act subjects certain swap participants to napital, margin ar
business conduct standards. In addition, the Dedatk Act contemplates that where appropriate ghtliof outstanding exposures, trac
liquidity and other factors, swaps (broadly definednclude most hedging instruments other thaar&s) will be required to be cleared thro
a registered clearing facility and traded on aglesied exchange or swap execution facility. Theddecnk Act also established a new Ent
and Environmental Markets Advisory Committee to maicommendations to the CFTC regarding mattecendern to exchanges, firms,
users and regulators with respect to energy anmlamaental markets and also expands the CBETOWwer to impose position limits on spec
categories of swaps (excluding swaps entered artbdna fidehedging purposes).

There are some exceptions to these requiremenenfdies that use swaps to hedge or mitigate cawialeisk. However, althou
the Company may qualify for exceptions, its deiixeg counterparties may be subject to new capitatgin and business conduct requirern
imposed as a result of the Dodd-Frank Act, whicly inarease the Comparsgytransaction costs or make it more difficult floe tCompany 1
enter into hedging transactions on favorable tefthe. Companys inability to enter into hedging transactions andrable terms, or at all, coi
increase its operating expenses and put it ataseak exposure to risks of adverse changes in dihatural gas prices, which could adver
affect the predictability of cash flows from satdil and natural gas.

In November 2011, the CFTC finalized rules to egthba position limits regime on certain “core” igal-delivery contracts and th
economically equivalent derivatives, some of whieference major energy commaodities, including ol aatural gas. The final rules bec:
effective on January 17, 2012 and compliance withrules was to have become mandatory on OctohetQll2. However, on September
2012 the District Court of the District of Columbiacated the CFT@’ rulemaking and remanded to the CFTC for furthrecgedings. C
November 15, 2012, the CFTC voted to appeal th&iBtisCour’s ruling. It is not clear what regulatory actiohany, the CFTC will take
response to the coust'decision. However, regulations that subject tlwen@any or its derivatives counterparties to linots commaodit
positions could have an adverse effect on itstghidi hedge risks associated with its businessxdhe cost of its hedging activity.
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Our business could be negatively affected as a hestia consent solicitation and/or proxy contest.

One of the Company’s stockholders, TPG-Axon Pastndp, and certain of its affiliates (collectivefif,PG-Axon”) currently is
soliciting the written consents of our stockhold&rshree actions being proposed by TPG-Axon. Sipatly, TPG-Axon is proposing to: (1)
amend the Company'’s bylaws to de-stagger the Boppioviding that directors will be elected for eyear terms, provide that the size of the
Board may be fixed by either a majority vote of Bward or vote of the stockholders, provide thatavecies on the Board may be filled by the
stockholders or by a majority vote of the remaindirgctors of the Board, and provide that directoesy be removed with or without cause; (2)
remove, without cause, all seven current membetiseoBoard; and (3) elect as directors TPG-Axomis mominees (the “TPG-Axon
Nominee”). TPG-Axon has further advocated for the remaxahe Company’s Chief Executive Officer and thgagement of an advisor to
explore strategic alternatives, including a potdrgale of the Company.

The Company’s business, operating results or figcondition could be adversely affected by TPGaA% consent solicitation
because, among other things:

» considering and responding to the consent s$ation and related actions by TRG&on, including, but not limited to, isst
related to the qualifications of the Companhief Executive Officer, Board and managemerd,ldeen, and may continue to
disruptive, costly and time-consuming, and a sigaift distraction for the Company’s managementengloyees;

» perceived uncertainties as to the Company’sréutlirection, including, but not limited to, uncarities related to the Companry
Chief Executive Officer, Board and management dbagethe Company future status, may result in the loss of potébtigines
opportunities and may make it more difficult toratt and retain qualified personnel;

» if the TPG-Axon Nominees are elected to the Canyfs Board of Directors and the Companhief Executive Officer or oth
senior executives are removed, it may adverselgcafhe Company ability to create additional value for its stoolders b
effectively implementing its business strategy;

» the removal and replacement of a majority of Beard of Directors as a result of the TR®en consent solicitation cot
constitute a “change of control” under certain bé tCompanys material agreements, which could have materigkrzse
consequences under such agreements;

« the removal and replacement of a majority of Bmard as a result of TPG-Axan'consent solicitation would result in
accelerated vesting of a substantial number ofeshaf restricted stock held by employees and sen@ragement, reducing
effectiveness of the restricted stock awards als oo retaining individuals with expertise in t@®mpanys key operating are:
and

» the actions taken by TPG-Axon have created aframment conducive to followen litigation, described below under Iterr
which serves as a further distraction to the Comimmanagement and employees and requires it to significant costs. Cos
associated with the consent solicitation, relatetibas, and litigation may be substantial. Furtliedetermined adversely, st
litigation could harm the Company’s business aneeleamaterial adverse effect on its results of aeans.

In addition, the future trading price of the Comyarcommon stock could be subject to wide fluctotbased on the uncertainty
associated with TPG-Axon’s consent solicitation.

If TPG-Axon is unsuccessful in its consent solitita, it or other stockholders may pursue similaalg at the Company2013 annue
meeting of stockholders, including by means ofaprcontest, which could result in the same adveffexts described above.
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Item 1B. Unresolved Staff Comments

None.
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Item 2. Properties

Information regarding the Company'’s propertiesiduded in Item 1.
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Item 3. Legal Proceedings

On February 14, 2011, Aspen Pipeline, II, L.P. (as")filed a complaint in the District Court of HarrisoGnty, Texas, against Are
and the Company claiming damages based upon allegedsentations by Arena in connection with Asperonstruction of a natural ¢
pipeline in west Texas. On October 14, 2011, theptaint was amended to add Odessa Fuels, LLC, @dassls Marketing, LLC and Ode
Field Services and Compression, LLC as plaintifise plaintiffs’amended claims seek damages relating to the cotistrwof the pipeline ar
performance under a related gas purchase agreewleichh damages are alleged to approach $100.0omillin February 2013, the part
reached an agreement to settle the lawsuit, pursaamhich the Company will pay the plaintiffs $20nillion in cash and the lawsuit will
dismissed with prejudice, and pursuant to whichpgheies will further mutually release each ottrenf all claims related to the subject me
of the lawsuit. The settlement amount was accrseaf ®ecember 31, 2012.

On April 5, 2011, Wesley West Minerals, Ltd. and Longfellow RandutRers, LP filed suit against the Company and Ralgk
Exploration and Production, LLC (collectively, tf@andRidge Entities”)n the 83rd District Court of Pecos County, TexHse plaintiffs, whi
have leased mineral rights to the SandRidge Estitid?ecos County, allege that the SandRidge Estitave not properly paid royalties or
volumes of natural gas (including CQ produced from the acreage leased from the plEniThe plaintiffs also allege that the SandR
Entities have inappropriately failed to pay royedton CQ produced from the plaintiffsicreage that results from the treatment of nagasals
the Century Plant. The plaintiffs seek approxima#15.5 millionin actual damages for the period of time betweewdg 2004 and Decem|
2011, punitive damages and a declaration that #melSidge Entities must pay royalties on g@oduced from plaintiffsacreage that resu
from treatment of natural gas at the Century Plahé Commissioner of the General Land Office of $itate of Texas (“GLO"}s named as :
additional defendant in the lawsuit as some of dffected oil and natural gas leases described enpthintiffs’ allegations cover minel
classified lands in which the GLO is entitled taedmalf of the royalties attributable to such leagde GLO has filed a crogtaim against tF
SandRidge Entities asserting the same claims agldiatiffs with respect to the leases covering enah classified lands and seek
approximately $13.0 millionin actual damages, inclusive of penalties and ésterOn February 5, 2013, the Company received/ardale
summary judgment ruling that effectively removesnajority of the plaintiffs’ and GLG claims. It is unknown at this time whether
plaintiffs will appeal the ruling. The Company ints to continue to defend the remaining issuedim lawsuit as well as any appell
proceedings. At the time of the ruling on summargigment, the lawsuit was still in the discoverygstand, accordingly, an estimate
reasonably possible losses associated with theimérgacauses of action, if any, cannot be madd afitdf the facts, circumstances and ¢
theories relating to such claims and the Compangfenses are fully disclosed and analyzed. Thap@oy has not established any rese
relating to this action.

On August 4, 2011 Patriot Exploration, LLC, Jonathan Feldman, RedyDrilling Partners, Mapleleaf Drilling Partneiyalanche
Drilling Partners, Penguin Drilling Partners anda@ax Insurance Company Ltd. filed a lawsuit againstCompany, SandRidge Explora
and Production, LLC (“SandRidge E&P”) and certairectors and senior executive officers of the Comypgollectively, the “defendantsith
the U.S. District Court for the District of Conniecit. On October 28, 2011, the plaintiffs filed amended complaint alleging substantially
same allegations as those contained in the origim@iplaint. The plaintiffs allege that the defertdamade false and misleading statemer
U.S. Drilling Capital Management LLC and to theiptdfs prior to the entry into a participation @gment among Patriot Exploration, LI
U.S. Drilling Capital Management LLC and SandRidg, which provided for the investment by the pidis in certain of SandRidge E&P”
oil and natural gas properties. To date, the pfésritave invested approximately $15.0 milliander the participation agreement. The plair
seek compensatory and punitive damages and restiskihe participation agreement. The Companynifgeto defend this lawsuit vigorou
and believes the plaintifflaims are without merit. On November 28, 2011, dke&ndants filed a motion to dismiss the amendedptaint
which motion is still pending with the court. THswsuit is in the early stages and, accordinglyeatimate of reasonably possible lo:
associated with this action, if any, cannot be mai# the facts, circumstances and legal theorédating to the plaintiffs’claims and th
Company’s defenses are fully disclosed and analylleel Company has not established any reservdseta this action.
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As disclosed under Item 1A—Risk Factors, TPG-Ax@saliciting the written consents of the Comparstockholders to three actit
being proposed by TP@xon. Subsequent to the commencement of the corssicitation, certain lawsuits, set forth belowene filed b
Company stockholders, all of which refer to allégad made by TP@won in its consent solicitation or to transactidhat have been the foc
of allegations by TPG-Axon:

e Arthur I. Levine v. Tom L. Ward, et al., and $#&tidge Energy, Inc., Nominal Defendarftled on December 19, 2012 in the L
District Court for the Western District of Oklahoma

e Deborah Depuy v. Tom L. Ward, et al., and SaddRiEnergy, Inc., Nominal Defendantiled on January 22, 2013 in the L
District Court for the Western District of Oklahoma

e Paul Elliot, on Behalf of the Paul Elliot IRA®&/v. Tom L. Ward, et al., and SandRidge Energg,,INominal Defendantfiled
on January 29, 2013 in the U.S. District Courttfa@ Western District of Oklahoma

e Dale Hefner v. Tom L. Ward, et al., and SandRidnergy, Inc., Nominal Defendanfiled on January 4, 2013 in the Dist
Court of Oklahoma County, Oklahoma

 Rocky Romano v. Tom L. Ward, et al., and SandRilnergy, Inc., Nominal Defendarfiled on January 22, 2013 in the Dist
Court of Oklahoma County, Oklahoma

e Joan Brothers v. Tom L. Ward, et al., and SaddRiEnergy, Inc., Nominal Defendarfiled on February 15, 2013 in the Dist
Court of Oklahoma County, Oklahoma

Each lawsuit identified above was filed derivativeln behalf of the Company and names as defendhatompanys curren
directors. The Hefner lawsuit also names as defasdzertain Company senior executive officers aast girectors. All five lawsuits ass
substantially similar claimsgenerally that the defendants breached their fatyailuties, grossly mismanaged the Company, wasigubrat:
assets, and engaged in, facilitated or approvdedseling transactions. The Depuy lawsuit also aiegelations of federal securities laws
connection with the Company allegedly filing andtdbuting certain misleading proxy statements. Taesuits seek, among other rel
injunctive relief related to the Compasytorporate governance and unspecified damageauBecthese lawsuits have only been recently
an estimate of reasonably possible losses assoaidtte them, if any, cannot be made until the facicumstances and legal theories relatir
the plaintiffs’ claims and the Compasydefenses are fully disclosed and analyzed. Thmp@ay has not established any reserves relat
these actions.

On December 5, 2012, James Glitz and Rodger A.nbfeory, on behalf of themselves and all other siryilsituated stockholde
filed a putative class action complaint in the UD8strict Court for the Western District of Oklahanagainst SandRidge Energy, Inc.
certain of the Compang’ executive officers. On January 4, 2013, LouishGae, on behalf of himself and all other similadifuate:
stockholders, filed a substantially similar putatidass action complaint in the same court andnag#tie same defendants. In each cas
plaintiffs allege that, between February 24, 204rid November 8, 2012, the defendants made falsemésidading statements, and omi
material information, concerning the Companyil reserves and business fundamentals, and edgag scheme to deceive the market.
plaintiffs seek, among other relief, unspecifiedndges. The Company intends to defend these lawsgasously. Because these lawsuits f
only been recently filed, an estimate of reasonablssible losses associated with them, if any, @lb@ made until the facts, circumstances
legal theories relating to the plaintiffs’ claimsdathe Companyg defenses are fully disclosed and analyzed. Threpaay has not establist
any reserves relating to these actions.

On January 7, 2013, Jerald Kallick, on behalf ahdelf and all other similarly situated stockholddited a putative class acti
complaint in the Court of Chancery of the Statd®efaware against SandRidge Energy, Inc., and eatieadCompanys current directors. C
January 31, 2013, the plaintiff filed an amendesglaction complaint. In his amended complaintptaatiff seeks: (i) declaratory relief tt
certain change-in-control provisions in the Compargdentures and credit agreement are invalid awethforceable, (i) declaratory relief t
the directors breached their fiduciary duties bijirfig to approve nominees for the Board of Direstsubmitted by a dissident stockholde
order to avoid triggering the changedantrol provisions described above, (iii) a mandatmjunction requiring the directors to appr
nominees for the Board of Directors submitted kg dissident stockholder, (iv) a mandatory injunctiyohibiting the Company from payi
the Company’s CEO his changedontrol benefits under his employment agreemetitérevent the CEO is removed as a director, buair
employed as the Compasy'CEO, (v) a mandatory injunction enjoining the esefants from impeding or interfering with the diesi
stockholder’s consent solicitation, (vi) a mandgtiojunction requiring the defendants to discloBeraterial information related to the change
in-control provisions in the Company’s indentures @redit agreement; and (vii) an order requirimg €Companys current directors to accol
to the plaintiff and the putative class for allegiimages. The Company intends to defend this lawiggrously and believes that at least
of the relief sought is now moot.
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In addition, SandRidge is a defendant in lawsuisiftime to time in the normal course of busin&ghkile the results of litigation au
claims cannot be predicted with certainty, the Campbelieves the reasonably possible losses of suatters, individually and in tl
aggregate, are not material. Additionally, the Campbelieves the probable final outcome of suchtersiwill not have a material adve
effect on the Company’s consolidated results ofajpens, financial position, cash flows or liquidit
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Item 4. Mine Safety Disclosures

Not applicable.
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PART II
Item 5. Market for Registran’s Common Equity, Related Stockholder Matters anduser Purchases of Equity Securitit
PRICE RANGE OF COMMON STOCK

The Company’s common stock is listed on the NewkY@tock Exchange (“NYSE”) under the symbol “SO0He range of high ai
low sales prices for its common stock for the pdsiodicated, as reported by the NYSE, is as fdatow

High Low

2012
Fourth Quarter $ 7.4¢ $ 4.81
Third Quarter $ 780 $ 6.0C
Second Quarter $ 8.1¢ $ 5.5¢
First Quarter $ 9.0 $ 6.7%

2011
Fourth Quarter $ 857 $ 5.01
Third Quarter $ 12.11 % 5.5¢€
Second Quarter $ 1297 $ 9.9¢
First Quarter $ 12.8( $ 7.1t

On February 22, 2013 , there were 298 record hsloethe Company’s common stock.

The Company has neither declared nor paid any diagfends on its common stock, and it does notcgrdte declaring any divider
on its common stock in the foreseeable future. Chenpany expects to retain cash for the operati@hextpansion of its business, incluc
development and production activities. In addititrg terms of the Comparsyindebtedness restrict its ability to pay dividemna holders of i
common stock. Accordingly, if the Companrydividend policy were to change in the future,aislity to pay dividends would be subjec
these restrictions and the Company'’s tea&isting conditions, including its results of opéas, financial condition, contractual obligatic
capital requirements, business prospects and fabirs deemed relevant by its Board of Directors.
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PERFORMANCE GRAPH

The following graph compares the cumulative togalim to stockholders on SandRidge common stoekivelto the cumulative total
returns of the S&P Oil and Gas Exploration and Botidn Index and the S&P 500 Index from Januar0D8 through December 31, 2012.
The graph assumes that the value of the investméhé Companys common stock and in each of the indexes was $Q@h January 1, 20C

SandRidge Energy, Inc. —ll— S&P Oil & Gas E&P Index —#&— S&P 500

120

100

80

60

40

200

0 T \ \ T T T
01/01/08 12/31/08 12/31/09 12/31/10 12/31/11 12/31/12

The performance graph above is furnished and eat for purposes of Section 18 of the Exchangeahct will not be incorporated by
reference into any registration statement filedeuritle Securities Act unless specifically identiftaerein as being incorporated therein by
reference. The performance graph is not solicithajerial subject to Regulation 14A.
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ISSUER PURCHASES OF EQUITY SECURITIES

As part of the Compang’restricted stock program, the Company makes medjtix payments on behalf of employees when ttedt
awards vest and then withholds a number of vestarkes of common stock having a value on the datesiing equal to the tax obligation. -
shares withheld are initially recorded as treasstgck and are then immediately retired as repusthaSee “Note 17 —Equityto the
consolidated financial statements included in Igrof this report for further discussion of treaswstipck. During the quarter enc
December 31, 2012the following shares of common stock were withhel satisfaction of tax withholding obligationgsang from the vestin

of restricted stock:

Period

October 1, 2012 — October 31, 2012
November 1, 2012 — November 30, 2012
December 1, 2012 — December 31, 2012

Total Number of
Shares Purchased

Average Price

Total Number of

Shares Purchased
as Part of Publicly
Announced Plans

Maximum Number
of Shares that May
Yet Be Purchased
Under the Plans or

Paid per Share or Programs Programs
28,01. % 7.1¢ N/A N/A
3,81¢ % 6.27 N/A N/A
1,327 % 5.94 N/A N/A
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Item 6. Selected Financial Data

The following table sets forth, as of the dates émdthe periods indicated, the Compasselected financial information. T
Companys financial information is derived from its auditednsolidated financial statements for such peridéie financial data includes 1
results of the Company’acquisitions and divestitures, including the @sitjan of oil and natural gas properties in thelfGd Mexico in Jun
2012, the Dynamic Acquisition in April 2012, the éfia Acquisition in July 2010 and the acquisitionodfand natural gas properties fr
Forest Oil Corporation in December 2009. The infation should be read in conjunction with “Managetieiscussion and Analysis
Financial Condition and Results of Operations”tem 7 of this report and the Compasmgonsolidated financial statements and notestth
contained in “Financial Statements and Supplemgmiata”in Item 8 of this report. The following informatias not necessarily indicative

the Company’s future results.

Year Ended December 31,

2012 2011 2010 2009 2008
(In thousands, except per share data)
Statement of Operations Data
Revenues $ 2,730,96 $ 1,41521 $ 931,73t % 591,04: $ 1,181,81
Expenses
Production 477,15: 322,87 237,86: 169,88( 159,54!
Production taxes 47,21( 46,06¢ 29,17( 4,01( 30,59«
Drilling and services 68,227 65,65¢ 22,36¢ 28,38( 22,87:
Midstream and marketing 39,66¢ 66,00 90,14¢ 80,60¢ 189,42¢
Century Plant construction costs 796,32 — — — —
Depreciation and depletion—oil and natural gas 568,02¢ 317,24¢ 265,91« 168,91¢ 285,64
Depreciation and amortization—other 60,80¢ 53,63( 50,77¢ 50,86¢ 70,44¢
Accretion of asset retirement obligations 28,99¢ 9,36¢ 9,421 7,10¢ 5,27:
Impairment 316,00 2,82¢ — 1,707,15 1,867,49
General and administrative 241,68: 148,64: 179,56! 100,25t 109,37.
(Gain) loss on derivative contracts (241,419 (44,079 50,87: (147,52) (211,439
Loss (gain) on sale of assets 3,08¢ (2,049 2,42¢ 26,41¢ (9,279
Total expenses 2,405,76 986,20( 938,52. 2,196,06 2,519,96.
Income (loss) from operations 325,19¢ 429,01: (6,786 (1,605,02) (1,338,14)
Other income (expense)
Interest expense (303,349 (237,33) (247,44.) (185,31¢) (143,45%)
Bargain purchase gain 122,69¢ — — — —
Loss on extinguishment of debt (3,075 (38,239 — — —
Income from equity investments — — — 1,02( 1,39¢
Other income, net 4,741 3,122 2,55¢ 7,27 1,45¢
Total other expense (178,98) (272,449 (244,88 (177,029 (140,60¢)
Income (loss) before income taxes 146,20¢ 156,57 (251,67() (1,782,04) (1,478,75)
Income tax benefit (100,367 (5,817 (446,68() (8,716 (38,329
Net income (loss) 246,57: 162,38t 195,01( (1,773,33) (1,440,42)
Less: net income attributable to noncontrollingest 105,00t 54,32 4,44 2,25¢ 85t
Net income (loss) attributable to SandRidge Enelry, 141,57: 108,06! 190,56! (1,775,591 (1,441,28i)
Preferred stock dividends and accretion 55,52¢ 55,58: 37,44: 8,81: 16,23:
Income available (loss applicable) to SandRidgergndnc. common
stockholders $ 86,04¢ $ 52,48: $ 153,127 $ (1,784,40) $ (1,457,51)
Earnings (loss) per share
Basic $ 0.1¢ $ 0.1 $ 05z $ (10.20 $ (9.36)
Diluted $ 0.1¢ % 0.1z % 05z % (10.20 $ (9.36)
Weighted average number of common shares outstgndin
Basic 453,59! 398,85 291,86¢ 175,00! 155,61¢
Diluted 456,01! 406,64! 315,34¢ 175,00! 155,61¢

59




Table of Contents

As of December 31,

2012 2011 2010 2009 2008

(In thousands)
Balance Sheet Data

Cash and cash equivalents $ 309,76t $ 207,68: $ 5,86 $ 7,861 $ 63€
Property, plant and equipment, net $ 847997 $ 538942 $ 473386 $ 243364 $ 3,175,555
Total assets $ 9,790,73 $ 6,219600 $ 523144 $ 278031 $  3,655,05
Total debt $ 4,301,08. $ 2,814,17" $ 2,909,08 $ 2,578,933 $ 2,375,311
Total equity $ 386245 $ 254895 $ 1,547,48 $  (195,90) $ 793,55
Total liabilities and equity $ 9,790,73 $ 6,219600 $ 523144 $ 2,780,31 $  3,655,05

There have been no cash dividends declared oropaiide Company’s common stock.
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Item 7. Management'’s Discussion and Analysis of Financiab@dition and Results of Operations

The following discussion and analysis is intendeti¢lp the reader understand the Compabysiness, financial condition, result
operations, liquidity and capital resources. Thiscadssion and analysis should be read in conjumctith other sections of this repc
including: “Business” in Item 1, “Selected Finaricata” in Item 6 and “Financial Statements and Bementary Data'in Item 8. Thi
Company’s discussion and analysis relates to thafimg subjects:

*  Overview

* Results by Segmel

e Consolidated Results of Operatic

e Liquidity and Capital Resourct

e  Critical Accounting Policies and Estimates;

* New Accounting Pronouncemet

Overview

SandRidge is an independent oil and natural gagpanynheadquartered in Oklahoma City, Oklahoma, &atnating on developme
and production activities in the Mid-Continent, Gofl Mexico and Permian Basin in west Texas.

2012 Operational Highlights

Operational highlights for 2012 include the follogi

» Acquired properties in the Gulf of Mexico duringetlsecond quarter of 2012 for a total of approxifga$d.3 billion. Thes
acquisitions significantly expanded the Compangtesence in the Gulf of Mexico and contributeddpiction of approximate
7.0 MMBoe in 2012.

o Drilled 396 wells in the Mid-Continent area chgi2012. Mid€Continent properties contributed approximately 1M@IBoe, ol
32.9%, of the Company’s total production in 201npared to approximately 4.9 MMBoe, or 20.9%, in 201

* Increased oil production in 2012 by 6.1 MMBbts,51.8% , from 2011. Oil production comprised 58.6f total production i
2012 compared to 50.6% of total production in 2011.

2013 Developments and Outlook

On February 26, 2013, the Company closed the date Bermian Properties for net proceeds of $al®i , subject to postlosing
adjustments. The Company intends to use the salesegds to fund capital expenditures in the Miggsan formation and to redu
outstanding debt, as well as for general corpgratposes. Additionally, the Company settled a parbf its existing oil derivative contracts
February 2013 prior to their respective maturitiesreduce volumes hedged in proportion to the goatied reduction in daily producti
volumes due to the sale, which resulted in a redllass of approximately $30.0 milliomhe Company expects lower daily production volg
initially due to the sale of the Permian Propertresvever, it expects fulfear 2013 production to be generally consistent @112 productic
based on anticipated growth from the Mississipfigamation as a result of increased drilling activit
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Based on the net book value, historical costs andenl reserves as of December 31, 2012, the Comgagracts to incur a nocast
loss on the sale of the Permian Properties. Theuataf the loss will be based on final calculatipesformed as of the closing date. For fur
discussion of the sale, including the estimated,lsee “Note 22 —Subsequent Everits'the consolidated financial statements includi
Item 8 of this report. Production, reserves, reesnand direct operating expenses of the PermigmeRies were as follows as of and for
year ended December 31, 201

2012
Production (MBoe) 8,671
Proved reserves (MBoe) 198,87:
PV-10 (in millions)(1) $ 3,177.¢
Revenue (in millions) $ 566.1
Direct operating expenses (in millions) $ 130.:

(1)PV-10 is a norsAAP financial measure and represents the presdueof estimated future cash inflows from provédind
natural gas reserves, less future development maiigtion costs, discounted at 10% per annum teatefiming of futur
cash flows and using 12-month average prices ferygar ended December 31, 2012 . Rdiffers from Standardiz
Measure because it does not include the effeciscoime taxes on future net revenues. NeitherlB\ior Standardizt
Measure represents an estimate of fair market \afltiee Permian Properties. The following tablevidles a reconciliatic
of the estimated Standardized Measure attributédléhe Permian Properties to R\ attributable to the Permi

Properties:
December 31,
2012
(In millions)
Standardized Measure of Discounted Net Cash Flgws(a $ 2,478.:
Present value of future income tax discounted &t 10 699.f
PV-10 $ 3,177.¢

(a) Standardized Measure was determined by allactiie Company’s Standardized Measure to the Rerioperties
based on the PV-10 attributable to the Permiand?tigs relative to the Company’s total PV-10.

As a result of the divestiture of the Permian Prtoge and planned redemption of approximately ®illibn of senior notes, the
Company enters 2013 with an improved liquidity fiosi compared to a year ago. As of February 26321 Company had $2.7 billion of
cash and $744.8 million available under its seoiedit facility.

Results by Segment

The Company operates in three business segmepigraton and production, drilling and oil fieldrseees and midstream servic
These segments represent the Companliiee main business units, each offering diffeqgoducts and services. The exploration
production segment is engaged in the acquisitiemglbpment and production of oil and natural gagperties and includes the activities of
Royalty Trusts. The drilling and oil field servicesgment is engaged in the contract drilling ool natural gas wells and provides variou
field services. The midstream services segmemnigaged in the purchasing, gathering, treating eflthg of natural gas.

Management evaluates the performance of the Compéuginess segments based on income (loss) froratapes, which is define
as segment operating revenues less operating eegansl depreciation, depletion, amortization armletion. Results of these measurem
provide important information to the Company abthé activity, profitability and contributions of &a of the Company' lines of busines
Each of the Company’s business segments resultedorears ended December 31, 2012 , 2011 and&e@ldiscussed below.
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Exploration and Production Segment

The Company generates the majority of its constdiflaevenues and cash flow from the productionsate of oil and natural gas. 1
Company’s revenues, profitability and future growttpend substantially on prevailing prices forad natural gas and on the Company
ability to find and economically develop and proeudl and natural gas reserves. Prices for oilreatdral gas fluctuate widely and are diffis
to predict. In order to reduce the Compangxposure to these fluctuations, the Company ®iéo commodity derivative contracts fc
portion of its anticipated future oil and naturakgoroduction. Reducing the CompangXposure to price volatility mitigates the riblatt it will
not have adequate funds available for its capikpéaditure programs.

The primary factors affecting the financial resufsthe Companys exploration and production segment are the ptiteCompan
receives for its oil and natural gas productiorge tluantity of oil and natural gas it produces ahdnges in the fair value of commot
derivative contracts. The average annual NYMEXgwitor oil and natural gas during the years endecebber 31, 2012, 2011, and 201(
shown in the following table:

Year Ended December 31,
2012 2011 2010
Qil (per Bbl) $ 94.1C $ 95.0¢ $ 79.51
Natural gas (per Mcf) $ 278 % 40C $ 4.3
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Set forth in the table below is financial, prodoatand pricing information for the years ended Deloer 31, 2012, 2011 and 2010.

Year Ended December 31,

2012 2011 2010

Results (in thousands)

Revenues
Oil(2) $ 1,525,891 $ 984,32 $ 494,04!
Natural gas 233,38t 242 47, 280,71¢
Century Plant construction 796,32: — —
Other 15,93¢ 10,77: 4,68’
Inter-segment revenue (409 (26%) (259

Total revenues 2,571,14. 1,237,301 779,19:

Operating expenses
Production 480,00: 324,63 238,26¢
Production taxes 47,21( 46,06¢ 29,17(
Century Plant construction costs 796,32: — —
Depreciation and depletion—oil and natural gas 568,02¢ 317,24¢ 265,91
Accretion of asset retirement obligations 28,99¢ 9,36¢ 9,421
Impairment 235,39¢ — —
(Gain) loss on derivative contracts (241,419 (44,075 50,87:
Other operating expenses 138,46: 62,93¢ 97,15¢

Total operating expenses 2,052,99 716,18: 690,80:

Income from operations $ 518,14. $ 521,11° $ 88,39(

Production data

Oil (MBbls)(1) 17,96: 11,83( 7,38¢

Natural gas (MMcf) 93,54¢ 69,30¢ 76,22t
Total volumes (MBoe) 33,55: 23,38 20,09(
Average daily total volumes (MBoe/d) 91.7 64.1 55.C

Average prices—as reported(2)

Oil (per Bbl)(1) $ 8498 $ 83.21 $ 66.8¢

Natural gas (per Mcf) $ 24¢ % 35C §% 3.6¢
Total (per Boe) $ 52.4: $ 5247 $ 38.5¢

Average prices—including impact of derivative contact settlements

Oil (per Bbl)(1) $ 90.0z $ 76.41 $ 68.1¢

Natural gas (per Mcf) $ 24€¢ % 321 % 6.2(
Total (per Boe) $ 55.0t % 483t % 48.5¢

(1) Includes natural gas liquic

(2 Prices represent actual average prices for thegepresented and do not include the impact of/dtve transaction

For a discussion of reserves, PV-10 and reconoitiato Standardized Measure, see “BusineBsisiness Segments and Prirr
Operations—Proved Reserves” in Item 1 of this repor
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Revenues

Exploration and production segment revenues frolmamd natural gas sales increased $532.5 million 43.4%in the year ende
December 31, 2012 from 2011 , primarily as a reetila 6.1 MMBDbI, or 51.8% increase in oil production. Natural gas productadsc
increased 24.2 Bcf, or 35.0% ; however, the avepge received for natural gas production decreédse$1.01 per Mcf, or 28.9%whick
more than offset the increase in natural gas prtomucThe increase in oil and natural gas producti@s due to the acquisition of proper
located in the Gulf of Mexico during the second meraof 2012 combined with increased drilling i thlid-Continent, where, during 2012,
Company completed and commenced production on 8¥& {269 net) wells.

Exploration and production segment revenues inext&458.1 million, or 58.8%, in the year ended Dewer 31, 2011 from 2010,
a result of a 60.2% increase in oil production aril6.32 per barrel, or 24.4%, increase in theameprice received for oil production. Th
increases were slightly offset by a 9.1% decreasmiural gas production and an $0.18 per Mcf,.8%4 decrease in the average price rect
for natural gas production. The increase in oildmaiion was due to the inclusion of a full yeapodduction from the Permian Basin prope!
acquired in the Arena Acquisition in July 2010, andreased focus on oil drilling throughout 201 &011. During 2011, the Comps
completed and commenced production on 943 grosx {89 wells, substantially all of which were loadtn the Mid€ontinent and Permii
Basin. Properties acquired in the Arena Acquisifisaoduced 4.1 MMBDbls of oil, including productiorofin additional wells drilled on tl
acquired properties, for the year ended Decembe?2@11 compared to 1.5 MMBblIs in the 2010 periograthe acquisition. The decreas
natural gas production was a result of natural pectidn declines in existing natural gas wells.

During the fourth quarter of 2012, the Company safigally completed construction of the Centuryri®land recognized construct
contract revenue and costs equal to $796.3 millierhich reflects agreed upon change orders andesoeygsions to the original contre
Contract losses incurred on the construction ofGkatury Plant were recorded as development cdgtiénvthe Companys oil and natural g
properties. As of December 31, 2012 , the Compaat) fecorded a total of $180.0 millida its oil and natural gas properties for the
identified based on costs incurred in excess ofrachamounts.

Operating Expenses

Production expense includes the costs associatidtind Company exploration and production activities, includifgit not limitec
to, lease operating expense and treating costsuBtion expenses increased $155.4 million , or%7,.9n 2012 from 2011 primarily due
operating expenses associated with oil and nagaslproperties located in the Gulf of Mexico thatrevacquired during the second quartt
2012 and additional oil wells located in the Migntinent that began producing during 2012. OnraBoe basis, production expense for 2
was comparable to 2011, increasing $0.43 , or 3.19%14.31 per Boe during the year ended Deceibe2012 from $13.88 per Boe in 2011
Production expenses increased $86.4 millio2011 from 2010 primarily due to operating expenassociated with properties acquired -
Arena and additional oil wells that began produaihging late 2010 and in 2011. Higher productiostsovere incurred on oil product
compared to production costs on natural gas voluinasi production increased 16.4% with oil prodmectincreasing 60.2% for the year en
December 31, 2011 compared to 2010.

Production taxes increased slightly for the yeateenDecember 31, 2012 compared to 2011 . Approrim@2% of the Company’
oil and natural gas production for the year endeddmber 31, 201®%as from production in the Gulf of Mexico, includifrom propertie
acquired during the second quarter of 2012. Thaglpetion is not subject to production tax. In aiddit wells drilled in the Mississippii
formation in Oklahoma are part of a tax credit moee program that reduces the combined statutaigsr Production taxes increased $
million, or 57.9%, during the year ended Decembkr 211 compared to 2010 due to increased oil mtomhy including production fro
properties acquired in the Arena Acquisition andliggoroducing wells.

Depreciation and depletion for the Company’s oifl amatural gas properties increased $250.8 million 79.1%, for the year endt
December 31, 2012 from 2011 . The increase wasalael3.5% increase in the Compangbmbined production volume as well as an inci
in the depreciation and depletion rate per Boel6.%3 for the year ended December 31, 2012 from5%18er Boe in 2011 that primaril
resulted from the acquisition of properties locaitedhe Gulf of Mexico during 2012. Depreciationdadepletion for the Compars/'oil anc
natural gas properties increased $51.3 milliontleryear ended December 31, 2011 from the samedoeri2010. The increase was due
16.4% increase in the Company’s combined productaloame as well as an increase in the depreciaimhdepletion rate per Boe to $13i67
2011 from $13.24 per Boe in 2010 that resulted ftbensale of oil and natural gas properties in 2011
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Accretion on asset retirement obligations increegE@l6 million for the year ended December 31, 20&éh 2011as a result of tt
increase in future plugging and abandonment olitigatassociated with the oil and natural gas ptegsefocated in the Gulf of Mexico tt
were acquired during the second quarter of 2012.

During the year ended December 31, 2012 , the Coypecorded a $235.4 milliompairment to the carrying value of goodv
Primarily as a result of a decrease in the Comapgobable reserves as of December 31, 2012, veineclbne of the significant component
the determination of the fair value of the applieateporting unit, the carrying value of the repagtunit exceeded its fair value such that
entire carrying value of the Company’s goodwill warpaired. For additional information regarding t@odwill impairment, see “Note 9-
Goodwill” to the Company’s consolidated financitdtements in Item 8 of this report.

The following table summarizes the cash settlemants valuation gain and loss on the Comparggmmodity derivative contrac
which are included in income from operations fag #xploration and production segment for the yeared December 31, 2012 , 20dric
2010 (in thousands):

Year Ended December 31,

2012 2011 2010

Realized (gain) loss
Realized gain on early settlements $ (59,466 $ (48,097) $ (114,499
Realized loss on amended contracts 117,10¢ — —
Realized (gain) loss on settlements at contrachalirity (89,36() 98,80¢ (109,839
Total realized (gain) loss (31,719 50,71 (224,33)
Unrealized (gain) loss (209,70)) (94,78%) 275,20¢
(Gain) loss on commodity derivative contracts $ (241419 $ (44,07 $ 50,87:

The Companys derivative contracts are not designated as atiogumedges and, as a result, realized and unegbgjains or losses
commodity derivative contracts are recorded as rapoment of operating expenses. Internally, managemiews the settlement of st
derivative contracts as adjustments to the priceived for oil and natural gas production to detaareffective prices."Realized gains
losses related to settlements of derivative cotgragdor to their respective contractual maturiffesarly settlements”are not considered in t
calculation of effective prices. The realized gaitluding realized gain on early settlements, tfar year ended December 31, 20125 du
primarily to lower oil prices at the time of settient compared to the contract price for the Comjzawj price swaps. These gains w
partially offset by a nomash realized loss resulting from the amendmenedhin 2012 derivative contracts to contracts miaguin 2014 an
2015. The realized loss for the year ended DeceBithe2011was primarily due to higher oil prices at the tiofesettlement compared to
contract price for the Comparsyoil price swaps. Realized gains resulting fromyesettlements of commodity derivative contractstially
offset the realized loss for the year ended Decerdbe2011. The realized gain, including realizathgon early settlements, for the year er
December 31, 2010 was primarily due to lower natges prices at the time of settlement comparetheéocontract price on the Compasiy’
natural gas price swaps.

Unrealized gain or loss on derivative contractgesents the change in fair value of open derivatimetracts during the period. 1
unrealized gains on the Company’s commodity cotgreecorded during the years ended December 32, 80d 2011were attributable to
decrease in average oil prices at the end of thiegpbeompared to the average oil prices at therlrégg of the period, or the contract price
contracts entered into during the period. The Uizeg loss on commodity contracts recorded durlmg year ended December 31, 2010
attributable to an increase in average oil priced decreases in the price differentials on the Goms natural gas basis swaps
December 31, 2010 compared to the average oilpeod price differentials at December 31, 200%herdontract price for contracts ente
into during 2010.

See “Consolidated Results of Operations” belowafdiscussion of other operating expenses.
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Drilling and Qil Field Services Segment

The financial results of the Compasydrilling and oil field services segment depeniingrily on demand and prices that car
charged for its services. On a consolidated bdsiting and oil field service revenues earned axgenses incurred in performing service:
third parties, including thirgharty working interests in wells the Company opesaare included in drilling and services reverares expense
Drilling and oil field service revenues earned axgenses incurred in performing services for then@anys own account are eliminatec
consolidation. The primary factors affecting theulés of the Company’drilling and oil field services segment are thges received on ri
drilling for third parties, the number of days rigerked for third parties and the amount of oildiservices provided to third parties.

Set forth in the table below is financial and dnij rig information regarding the drilling and diéld services segment for the ye
ended December 31, 2012 , 2011 and 2010 .

Year Ended December 31,

2012 2011 2010

Results (in thousands)
Revenues $ 379,34! % 390,48' $ 265,26
Inter-segment revenue (262,719 (287,18) (236,68

Total revenues 116,63: 103,29t 28,57¢
Operating expenses 104,72: 92,957 38,54¢
Income (loss) from operations $ 11,91 % 10,34: $ (9,970
Drilling rig statistics
Average number of operational rigs owned duringpeod 30.C 30.¢ 27.k
Average number of rigs working for third parties 9.4 10.C 4.C
Average number of days drilling for third parties 2,61z 3,67: 1,40¢
Average drilling revenue per day per rig drillingy third parties(1) $ 16,91¢ % 15,21 % 14,28"
Rig status as of December 31
Working for SandRidge 14 20 2C
Working for third parties(2) 10 10 9
Idle 6 — 2
Total operational 30 30 31
Non-operational(3) 1 1 —
Total rigs 31 31 31
(1) Represents revenues from the Company'’s rigking for third parties, excluding starmy revenue, divided by the total numbe

days such drilling rigs were used by third partiasing the period, excluding revenues for relatttal equipment.

(2) Includes five rigs receiving stand-by ratesirthird parties at December 31, 2012

3) Includes a rig stacked at December 31, 202281 1.

Drilling and oil field services segment total reues and operating expenses increased $13.3 maltidr$11.8 million respectively, i
the year ended December 31, 2012 from 20IHe increase in revenues and expenses was gdyiratiributable to an increase in supplies
to, and oil field services work performed for, Cang-operated wells in the Mid-Continent with higtigird-party working interest percentay
during the year ended December 31, 20%hile the average drilling revenue per day pgmorking for third parties increased during thaur
ended December 31, 2012 compared to 2ahi was more than offset by a decrease in thebeun of days drilling for third parties. The ové
increase in revenue resulted in income from opamatiof $11.9 million in the year ended DecemberZ112 compared to income frc
operations of $10.3 million in 2011 .
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Drilling and oil field services segment total reues and operating expenses increased $74.7 maltidr$54.4 million, respectively,
the year ended December 31, 2011 from 2010. Thease in revenues and expenses was primarily @&tibite to an increase in the numbe
rigs working for third parties and an increase iinfield services performed for third parties dgi@011. Additionally, the average daily t
received per rig working for third parties incredide $15,215 during 2011 compared to $14,287 du2di). The increases in rigs working
third parties and the average daily rate receivedhfthird parties resulted in income from operatiai $10.3 million in the year enc
December 31, 2011 compared to a loss from opesatid10.0 million in 2010.

Midstream Services Segment

Midstream services segment revenues consist moftigvenue from gas marketing, which is a very lmargin business. Midstre:
services are primarily undertaken to realize in@etal margins on natural gas purchased at the eadlhand provide valugdded services
customers. On a consolidated basis, midstream a#leting revenues represent natural gas sold oalfbehthird parties and the fees
Company charges to gather, compress and treatahisal gas. Gas marketing operating costs represgments made to third parties for
proceeds from the sale of natural gas owned by pacties, net of any applicable margin, and actesks the Company charges to ga
compress and treat the natural gas. In generalralagas purchased and sold by the Compamyidstream services segment is priced
published daily or monthly index price. The primdagtors affecting the results of the Companyiidstream services segment are the qui
of natural gas the Company gathers, treats andetsaakd the prices it pays and receives for nagasl

The Company owns and operates two gas treatindgsplarwest Texas, which remove G&om natural gas production and deli
residue gas to nearby pipelines. Occidental tookawship of and began operating Phase | and Pha$¢hié Century Plant during the third :
fourth quarters of 2012, respectively, for the msg of separating and removing Gfdom the delivered natural gas stream and the Cang
has diverted its high Cenatural gas production from its two gas treatirgnpd to the Century Plant. With the completionhaf Century Plai
in the fourth quarter of 2012 and prevailing lowiural gas prices, the Company determined thatuhed use of its gas treating plants woul
limited and recorded an impairment of $59.7 millinrthe midstream services segment in the fourtrtgu of 2012.

Set forth in the table below is financial infornmatiregarding the midstream services segment foyehes ended December 31, 2012
2011 and 2010 .

Year Ended December 31,

2012 2011 2010

Results (in thousands)
Revenues $ 116,65¢ $ 183,91: $ 275,07:
Inter-segment revenue (77,829 (118,73) (176,549

Total revenues 38,83¢ 65,18 98,52:
Operating expenses 111,86: 78,15¢ 94,56:
(Loss) income from operations $ (73,027) % (12,97H $ 3,95¢
Gas Marketed
Volumes (MMcf) 9,367 14,80 20,43t
Price $ 26 §$ 38t ¢ 4.2C

Midstream services segment total revenues and tipgraxpenses, excluding impairment, for the yeadeel December 31, 20:
decreased $26.3 million and $23.2 million , respebt, from the same period in 201IThese decreases in revenue and operating ex|
were due to a 5.4 Bcf decrease in tipatty volumes the Company processed and marketad@sult of decreased natural gas producti
west Texas and a decrease in natural gas priceseTdecreases were partially offset by an increasevenue from and expenses relate
electrical transmission as a result of the expanefothe Company'’s electrical infrastructure in #el-Continent in 2012. Th&59.7 millior
impairment of the Company’s natural gas treatirand, as discussed above, resulted in a loss fperatons of $73.0 millioffor the yea
ended December 31, 2012 compared to a loss fronatges of $13.0 million in 2011 .
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Midstream services segment total revenues and pgrexpenses for the year ended December 31, @8drkased $33.3 million a
$16.4 million, respectively, from the same periad2010. The decrease in revenues and operating e@st due to a decrease in thakty
volumes the Company marketed of approximately & 8 decrease in natural gas prices and a decieasgural gas volumes processe
the Companys gas treating plants. The decrease in revenuea 2B million impairment on certain midstreameéssesulted in a loss frc
operations of $13.0 million for the year ended Deber 31, 2011 compared to income from operatior#&tdd million in 2010.

Consolidated Results of Operations
Revenues

The Company’s consolidated revenues for the yeadedDecember 31, 2012 , 2011 and 2010 are presientee table below.

Year Ended December 31,

2012 2011 2010
(In thousands)

Revenues
Oil and natural gas $ 1,759,28. $ 1,226,79. $ 774,76:
Drilling and services 116,63: 103,29¢ 28,54
Midstream and marketing 40,48¢ 66,69( 100,11¢
Century Plant construction 796,32: — —
Other 18,24: 18,43: 28,31:
Total revenues(1) $ 2,730,96! $ 1,415,21. $ 931,73t
Q) Includes $181.2 million, $69.6 million and $5.6 loih of revenues attributable to noncontrollingeirgsts in consolidated VIEs, a

considering the effects of intercompany eliminasicior the years ended December 31, 2012 , 2012@Dh@ , respectively.

The Company’s primary sources of revenue are dsszls “Results by SegmenSSee discussion of oil and natural gas and Ce
Plant construction revenues under “Results by SegmExploration and Production Segmeatid discussion of drilling and services revel
under “Results by Segment—Drilling and Oil Fieldn8ees Segment.See discussion of significant midstream and mangetévenues und
“Results by Segment—Midstream Services Segment.”

Other revenues decreased slightly for the yeardBagember 31, 2012 compared to 2@%Irevenues from the Bullwinkle and o
offshore platforms, which were acquired as pathefDynamic Acquisition, essentially offset the @ese in CQ volumes sold to third parti
from the Company’s natural gas treating plants @l, compression facilities. The Bullwinkle platform ges as a processing hub
deepwater production for third-party fields for whiit receives production handling revenue. Theekse in CQvolumes sold to third parti
was due primarily to decreased natural gas prooludti west Texas and the diversion of natural gasifthe Companyg legacy natural g
treating plants to the Century Plant. Other reverderreased $9.9 million for the year ended DeceBihe2011 from 2010. The decrease
due to lower CQvolumes sold to third parties from the Compangas treating plants during the year ended Dece®ihe011 compared
2010 as a result of a decrease in natural gas gtioduand natural gas volumes processed at the @oyrggas treating plants.
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Expenses

The Company’s expenses for the years ended Dece3tb2012 , 2011 and 2010 are presented below.

Year Ended December 31,

2012 2011 2010
(In thousands)

Expenses
Production $ 477,15 % 322,87 237,86
Production taxes 47,21( 46,06¢ 29,17(
Drilling and services 68,22’ 65,65¢ 22,36¢
Midstream and marketing 39,66¢ 66,00 90,14¢
Century Plant construction costs 796,32: — —
Depreciation and depletion—oil and natural gas 568,02¢ 317,24¢ 265,91
Depreciation and amortization—other 60,80: 53,63( 50,77¢
Accretion of asset retirement obligations 28,99¢ 9,36¢ 9,421
Impairment 316,00 2,82t —
General and administrative 241,68 148,64 179,56!
(Gain) loss on derivative contracts (241,419 (44,079 50,87
Loss (gain) on sale of assets 3,08¢ (2,049 2,42¢
Total expenses(1) $ 2,405,76' $ 986,20( $ 938,52!
Q) Includes $75.4 million, $15.1 million and $1.2 ridl of expenses attributable to noncontrolling iegts in consolidated VIEs, al

considering the effects of intercompany eliminasicior the years ended December 31, 2012 , 2012@Dh@ , respectively.

See discussion of production expenses, productixest Century Plant construction costs, deprecdiatia depletion-eil and nature
gas, accretion of asset retirement obligations, (gath) loss on derivative contracts under “ReshitsSegment-Exploration and Productic
Segment.”

Drilling and services expenses, which include ofiegaexpenses attributable to the drilling and faeld services segment &
SandRidge CQ, increased $2.6 million, or 3.9%, for the year eshdecember 31, 2012 compared to 2011 primarily tdugn increase
supplies sold and oil field services work perforniedthird-party working interest owners as a résfilhigher thirdparty working interests
wells operated by the Company in the Midntinent during 2012. This increase was partiaffget by a decrease in expenses attributat
SandRidge CQ. Drilling and services expenses increased $43lBomior 193.5%, for the year ended December 3,12compared to 20
primarily due to an increase in the average nurobeigs working for third parties and an increasail field services work performed for th
parties.

Midstream and marketing expenses decreased $26i8nmior 39.9%, during the year ended December 31, 2012 comparg@l:
due to decreased natural gas volumes purchasedthiodnparties and processed at the Compamgs treating plants in west Texas a
decrease in natural gas prices. These decreasessiigitly offset by an increase in costs assogiatith electrical transmission during 20
Midstream and marketing expenses decreased $24lianmbr 26.8%, during the year ended December28i,1 compared to 2010 due
decreased natural gas volumes purchased fromghitées as a result of decreased natural gas piodwnd a decrease in volumes proce
at the Company’s treating plants.

Depreciation and amortization—other increased $illon or 13.4% for the year ended December 31120om 2011 due to ¢
increase in other depreciable fixed assets, inatudirilling equipment, electrical infrastructureojacts and renovations to the Company’
corporate headquarters.

Impairment expense for the year ended Decembe2®IL2 consists primarily of a $235.4 million impaéni of goodwill and &79.:
million impairment of the Company’s gas treatingus and CQ compression facilities recorded in connection witte completion of tt
Century Plant. In 2011, the Company recorded araiment of $2.8 millioron certain midstream compressor assets as theirefuise we
determined to be limited. See “Note 8 —Impairmeattd “Note 9—Goodwill"to the consolidated financial statements in Iteof &is repor
for additional information regarding these impaintse
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General and administrative expenses increased $88lion , or 62.6% for the year ended December3112 from 2011 This
increase is due primarily to a $32.3 milliorcrease in compensation costs as a result of@rase in the number of Company employe
$20.0 million legal settlement, as discussed int&\b6 —Commitments and Contingenciés'the consolidated financial statements in Ite
of this report; a $19.6 milliomcrease in legal and consulting fees, includingte@associated with stockholder litigation andvésitn activities
$13.2 millionin acquisition costs associated with the oil antlirgd gas properties located in the Gulf of Mexibat were acquired during 1
second quarter of 2012; and a $7.1 milliaorease in advertising expense. General and asirdtive expenses decreased $30.9 millio
17.2%, to $148.6 million for the year ended Decen3ie 2011 from 2010. General and administrativpeases for 2010 included $1
million of fees incurred related to the Arena Acqtion and $18.2 million for the settlement of apmiite with certain working interest own:
The decrease in 2011 expense resulting from thenabsof such costs was slightly offset by an ingeda payroll expenses in the year er
December 31, 2011 due to an increase in the nuofb@ompany employees, and fees associated withMibsissippian Trust | and Perm
Trust initial public offerings.

Other Income (Expense), Taxes and Net Income Attridble to Noncontrolling Interest

The Company’s other income (expense), taxes anthoeme attributable to noncontrolling interest foe years endedecember 3:
2012, 2011 and 2010 are reflected in the tablevhel

Year Ended December 31,

2012 2011 2010
(In thousands)

Other income (expense)

Interest expense $ (303,349 $ (237,33) $ (247,44
Bargain purchase gain 122,69¢ — —
Loss on extinguishment of debt (3,079 (38,239 —
Other income, net 4,741 3,122 2,55¢
Total other expense (178,98) (272,44 (244,88,
Income (loss) before income taxes 146,20¢ 156,57 (251,67()
Income tax benefit (100,36 (5,81%) (446,68()
Net income 246,57 162,38t 195,01(
Less: net income attributable to noncontrollingiest 105,00( 54,32 4,44¢
Net income attributable to SandRidge Energy, Inc. $ 141,57 $ 108,06! $ 190,56!
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Interest expense for the years ended Decembe032,,22011 and 2010 consisted of the following:

Year Ended December 31,
2012 2011 2010

(In thousands)

Interest expense

Interest expense on debt $ 289,09 $ 223,46. $ 219,00¢
Amortization of debt issuance costs, discounts@edium 16,98( 13,75¢ 13,15¢
Dynamic Acquisition committed financing fee 10,87¢ — —
Interest rate swap loss 1,18¢ 3,16¢ 16,54(
Capitalized interest (14,789 (3,057) (1,265

Total interest expense $ 303,34¢ $ 237,33 $ 247,44

Interest expense increased $66.0 million for ther yeded December 31, 2012 compared to 2@timarily as a result of issuance:
senior notes in 2012 and 2011, partially offsealngduction in interest expense associated witlosentes repurchased and redeemed in
and 2011. In addition, as a result of the Compdegtiag to issue senior notes to fund the cashigrodf the Dynamic Acquisition rather tF
utilize previously secured committed financing, esssociated with the committed financing of $IiBion were fully expensed during t
year endeDecember 31, 2012Interest expense decreased $10.1 million forytrer ended December 31, 2011 compared to 2010aplhy
due to a $13.4 million decrease in the net lostherCompanyg interest rate swap. Additional decreases werdall@ver average outstand
balances on the senior credit facility during 2@bd to the repurchase and redemption of certaiilorseates in March 2011, partially offset
interest expense on senior notes issued in Marth.ZBee “Note 13 —Long-Term Delit the consolidated financial statements includh
Item 8 of this report for additional discussiorntisé Company’s long-term debt transactions in 2012 2011.

The bargain purchase gain recorded during the geded December 31, 201@sulted from the excess of net assets acquiret
consideration paid in the Dynamic Acquisition inrA2012. The Company was able to acquire Dynamiddss than the estimated fair ve
of its net assets due to their offshore locaticulteng in less bidding competition.

The Company recognized a loss on extinguishmedebf of $3.1 million for the year ended December2fi12in connection with th
tender offer to repurchase the Compan$genior Floating Rate Notes in August 2012 andgsized a loss on extinguishment of debt of $
million for the year ended December 31, 2011 innemion with the tender offer to repurchase andé¢demption of the 8.625% Senior N¢
due 2015 in March 2011. These losses represeprémeium paid to purchase the notes and the unaradrtiebt issuance costs associated
the notes.

The Company reported an income tax benefit of $L0Gillion for the year ended December 31, 20Ithe benefit was primari
attributable to the release of a portion of the @any’s valuation allowance against its net deferredatsset during the period. A net defe
tax liability of $100.3 million recorded as a resof the Dynamic Acquisition reduced the Compangkisting net deferred tax asset posi
resulting in a corresponding reduction in the vatraallowance against the net deferred tax agaatng the year ended December 31, 2
the Company completed its valuation of assets aeduand liabilities assumed related to the acdorsiof Arena in order to finalize t
purchase price allocation. In connection therewthle, Company recorded an additional net defernedidhility of $7.0 million and releasec
corresponding portion of its previously recordetuation allowance resulting in a deferred tax b&énétso during 2011, the Company filed
final income tax returns for Arena and its subsidmresulting in a current tax provision of $0.illion. The tax benefit of $5.8 milliofor the
year endeecember 31, 2011 is primarily comprised of theiphrelease of the Comparsypreviously recorded valuation allowance ag
its net deferred tax asset and the filing of thmalfincome tax returns for Arena and its subsid&riThe Company reported an income
benefit of $446.7 million for the year ended DecemBl, 2010. The income tax benefit was primatrityitautable to the release of a portiot
the Companys valuation allowance against its net deferredatset after the Company recorded net deferredabikities related to the Arel
Acquisition in July 2010.

Net income attributable to noncontrolling interestreased to $105.0 million for the year ended Ddwer 31, 2012 fron$54.3 millior
in 2011 and $4.4 million in 201@ue to the completion of the Mississippian TrusPérmian Trust and Mississippian Trust Il initiallgic
offerings in April 2011, August 2011 and April 2QIr2spectively. Net income attributable to noncaollitrg interest reflects the portion of |
income attributable to beneficial interests of Rmyalty Trusts held by third parties.
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Liquidity and Capital Resources

The Companys primary sources of liquidity and capital resosrege cash flows from operating activities, exgptoash balance
funding commitments from third parties for drillirgarries, the issuance of equity and debt secsrritiethe capital markets, availability
borrowings under the senior credit facility andgeeds from sales or other monetizations of aséstslescribed in Item 1 “Busines281:
Recent Developments,” the Company raised approgim&?2.8 billion, net of related fees and adjustments, throughyalfyotrust offering
asset sales and monetizations and senior notenisssi@luring 2012, and also sold a portion of itsdidisippian Trust | and Permian T
common units in 2012 for proceeds of approxima$dl$9.4 million . Additionally, as described in ItelhfBusiness—2012 Developmentstie
Company received proceeds of approximately $2l®&bil subject to postiosing adjustments, in February 2013 for the sélés Permia
Properties.

The Companys primary uses of capital are expenditures relaiéts oil and natural gas properties, such assa@dated to the drillir
and completion of wells, including to fulfill itsriling commitments to the Royalty Trusts, the aisition of oil and natural gas properties
other fixed assets, the payment of dividends owutstanding convertible perpetual preferred stauierest payments on its outstanding
and from time to time, the redemption or repurchafsgenior notes. The Company maintains accessasfthat may be needed to meet ce
funding requirements through its senior creditlfgci

The Company’s 2013 budget for capital expendituiesluding expenditures related to the Compangtilling programs for tt
Royalty Trusts, is approximately $1.75 billion .el'majority of the Companyg’capital expenditures are discretionary and cbeldurtailed i
the Companys cash flows decline from expected levels or if@wmnpany is unable to obtain capital on attractérens. The Company and ¢
of its wholly owned subsidiaries have entered itwelopment agreements with the Mississippian TruBermian Trust and Mississipp
Trust Il that obligate the Company to drill, or sauto be drilled, a specified number of wells witspecific areas of mutual interest for €
trust by December 31, 2015, March 31, 2016 and Deee 31, 2016, respectively. Additionally, prodoatitargets contained in cert
gathering and treating arrangements require thepaagnto incur capital expenditures or make assediahortfall payments. See additic
discussion of these commitments under “Contracdldigations and Off-Balance Sheet Arrangements.”

The Company depends on cash flows from operatitigitées, funding commitments from third partiesr fdrilling carries and tt
availability of borrowings under its senior crefiitility to fund its capital expenditures. Additalty, the Company may use proceeds fron
issuance of equity and debt securities in the ahpitarkets and from sales or other monetizationasskts to fund its capital expenditu
Based on current cash balances (including procéeds the sale of the Permian Properties), antieigpadil and natural gas prices
production, commodity derivative contracts in plaaed funding commitments from third parties faitlishg carries, the Company expects tc
able to fund its planned capital expenditures byddgbt service requirements and working capit&dsefor 2013. However, a substantie
extended decline in oil or natural gas prices cthaide a material adverse effect on the Commafigancial position, results of operations, ¢
flows and quantities of oil and natural gas resemhat may be economically produced, which couleegkly impact the Comparsyability tc
comply with the financial covenants under its semiedit facility, which in turn would limit borroimgs to fund capital expenditures. -
Company may increase or decrease planned cappiehditures depending on oil and natural gas pribesavailability of capital through as
sales and the issuance of additional equity or-teng debt.

The Companys revenue, profitability and future growth are sahsally dependent upon the prevailing and futoiees for oil an
natural gas, each of which depend on numerousriabyond the Comparg/control such as economic conditions, regulat@yetbpment
and competition from other energy sources. Oil aatural gas prices historically have been volatitel may be subject to signific
fluctuations in the future. The Compasyderivative arrangements serve to mitigate a @orbif the effect of this price volatility on its sk
flows, and while fixed price swap contracts arglace for the majority of expected oil productiar 2013, fixed price swap contracts ar
place for only a portion of expected oil productimom 2014 and 2015. No fixed price swap contractsia place for any of the Compasy’
future natural gas production or for its oil protian beyond 2015.

As an alternative to borrowing under its senioddréacility, the Company may choose to issue lbegm debt or equity in the pub
or private markets, or both. In addition, the Companay from time to time seek to retire or purchéseutstanding securities through ¢
purchases and/or exchanges in open market purchasedely negotiated transactions or otherwisehrepurchases or exchanges, if any,
depend on prevailing market conditions, the Comi{saliuidity requirements, contractual restricticansd other factors.
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As of December 31, 2012 , the Company’s cash asld equivalents were $ 309.8 million , includingS&illion attributable to th
Company'’s consolidated VIEs which is available atis§y only obligations of the VIEs. The Companydtepproximately $4.3 billiomn total
debt outstanding and $ 30.2 million in outstanditters of credit with no amount outstanding unitieisenior credit facility abecember 3:
2012 . As of and for the year ended December 312 2@he Company was in compliance with applicableec@ants under its senior cre
facility and senior notes. As of February 26, 201l3e Company’s cash and cash equivalents werexppately $2.7 billion , including 84.1
million attributable to the Company’s consolidatétEs. Additionally, there was no amount outstandingler the Compang’senior cred
facility and $30.2 million in outstanding lettersavedit.

Working Capital

The Companys working capital balance fluctuates as a resulth@nges in the fair value of its outstanding comlityoderivative
instruments and due to fluctuations in the timimgd aamount of its collection of receivables and pagtmof expenditures related to
exploration and production operations. Absent dggificant effects from its commodity derivativestnuments, the Company historically
maintained a working capital deficit or a relatiwsimall amount of positive working capital becatlse Companys capital spending generz
has exceeded the Compasigash flows from operations and it historically hsed excess cash to pay down borrowings outsigindiany
under its credit arrangements.

At December 31, 2012 , the Company had a workipitaladeficit of $27.6 million compared to $257.7llion at December 31, 2011
Current assets and current liabilities at Decer8tier2012 each included a $255.0 millieacrow deposit received in conjunction with
agreement to sell the Permian Properties. Thissiepad no impact on working capital at December282. Excluding the escrow depo
current assets increased $446.0 million at Dece®beP012 , compared to current assets at DeceBihe2011 , primarily due to $102.:
million increase in cash and cash equivalents, 2 ®2million increase in accounts receivable arB6a.0 millionincrease in the net as
position on the Company’current derivative contracts. The increase i easl cash equivalents is primarily due to net @eds received fro
the issuance of the 7.5% Senior Notes due 2023tladdditional 7.5% Senior Notes due 2021 aftedifum the tender offer for, a
subsequent redemption of, the Senior Floating RiEtes. The increase in accounts receivable is dugntincrease in amounts due fi
working interest partners, as a result of highédtparty working interest percentages attributatdleCompany-operated wells in the Mid-
Continent, increased drilling activity and oil anatural gas sales in the M@entinent and Permian Basin and increased oil ataral gas sali
in the Gulf of Mexico as a result of the Gulf of ¥Meo properties acquired in April 2012. The increds the Companyg asset position on
current derivative contracts is due to a decreasd prices from December 31, 201Excluding the escrow deposit, current liabilitiesrease
$216.0 million , primarily due to a $259.8 milli@mcrease in accounts payable and accrued expesiseseault of increased drilling activity ¢
the Gulf of Mexico properties acquired in 2012, amd$85.6 million increase in the Compagurrent asset retirement obligations du
plugging and abandonment obligations in the Gulleixico expected to be settled within one year.sEhiacreases were partially offset t
$100.6 million decrease in the Companigurrent liability position on its derivative coatts as a result of settlements and decreaseuicsk
from December 31, 2011 and a $27.8 milldectrease in billings and estimated contract logxaess of costs incurred as a result of addit
costs incurred on the Century Plant constructiajegt.

The Company expects to fund its planned capitakedjiures budget, debt service requirements an#limgpcapital needs for 20
with its existing cash balances (including proceidm the sale of the Permian Properties), casivslérom operating activities and fund
commitments from third parties for drilling carrigs significant portion of the Compars/2013 capital expenditures budget is discretioaac
can be curtailed, if necessary, based on oil ahgra@egas prices and the availability of the sosra&funds described above.

Cash Flows

The Company’s cash flows for the years ended Deee3ib, 2012 , 2011 and 204@e presented in the following table and discu

below:
Year Ended December 31,
2012 2011 2010
(In thousands)

Cash flows provided by operating activities $ 783,16( $ 458,95: $ 380,89:
Cash flows used in investing activities (2,555,94) (902,329 (953,519
Cash flows provided by financing activities 1,874,87! 645,19: 570,62

Net increase (decrease) in cash and cash equisalent $ 102,08" $ 201,81 $ (1,999
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Cash Flows from Operating Activities

The Companys operating cash flow is mainly influenced by thiegs the Company receives for its oil and natgea production; tf
guantity of oil and natural gas it produces; setdats on derivative contracts; and thiarty demand for its drilling rigs and oil fieldrsees
and the rates it is able to charge for these sesvic

Net cash provided by operating activities for thealyended December 31, 20ih2reased compared to 2011 due primarily t
increase in oil and natural gas sales as a rekuitmeased oil and natural gas production, ineigddroduction from properties located in
Gulf of Mexico that were acquired during the secqndrter of 2012, and prices received for oil pigun and an increase in realized gain
the Company’s commodity derivative contracts, pdstioffset by an increase in related operatingsos

Net cash provided by operating activities for thealyended December 31, 2011 increased compare@l@d2ie primarily to a
increase in oil sales as a result of increasegroduction and prices received for oil productipartially offset by a decrease in natural gas
as a result of decreased natural gas productiontencealized loss on the Compasigommodity derivative contracts in 2011 compaceth¢
realized gain in 2010.

Cash Flows from Investing Activities

The Company dedicates and expects to continue dicate a substantial portion of its capital expaméi program toward tl
development, production and acquisition of oil axadural gas reserves. These capital expenditueesearessary to offset inherent decline
production and proven reserves, which is typicahancapital-intensive oil and natural gas industry

Cash flows used in investing activities increasedtfie year ended December 31, 2@t 2011 due to the acquisitions of oil :
natural gas properties located in the Gulf of Mexiltring the second quarter of 2012, and an inergasapital expenditures as a result o
continued development of the Company’s oil propsttprimarily in the Mid=ontinent. These amounts were partially offset pceeds fror
the sale of assets, including the sale of workirtgrests to Repsol and the sale of the Comsateytiary recovery properties during the »
ended December 31, 2012 . Proceeds from the salesets totaled $431.2 million in the year endedeboer 31, 2012 compared $859.:
million in the same period in 2011 .

Cash flows used in investing activities decreasetthé year ended December 31, 2011 from 2Di@to increased proceeds from
sale of assets during the period, partially offgein increase in capital expenditures, primaolythe continued development of the Company
oil and natural gas properties. Proceeds from &sdes, including the sale of working interesté\tmum, during 2011 totale®859.4 millior
compared to $205.0 million in 2010 .

Capital ExpendituresThe Company’s capital expenditures, on an acdrasis, by segment are summarized below:

Year Ended December 31,

2012 2011 2010
(In thousands)

Capital expenditures

Exploration and production $ 1,951,491 $ 1,697,69 $ 1,018,69
Drilling and oil field services 27,52} 25,67 31,65¢
Midstream services 80,41 38,51« 48,40:
Other 114,55 54,61¢ 21,66:
Capital expenditures, excluding acquisitions 2,173,98; 1,816,49. 1,120,411
Acquisitions(1) 840,74( 34,62¢ 138,42¢

Total $ 3,014,72.  $ 1,851,12. $ 1,258,84
(1) Includes only the cash portion of the acquisiti
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Cash Flows from Financing Activities

The Company’s financing activities provided $1.8idm in cash for the year ended December 31, 2G#fipared to $645.2 millioim
the same period in 2011 . Cash provided by finaneictivities during the 2012 period was primarimprised of net proceeds $1.1 billior
from the issuance of the 7.5% Senior Notes due 20#Badditional 7.5% Senior Notes due 2021, netqgeds of $730.1 milliofrom the
issuance of the 8.125% Senior Notes due 2022, $58ilion from the issuance of common units by Mississippian Trust | an$139.:
million of proceeds from the sale of Mississippian Trumdd Permian Trust common units owned by the CompBEimgse proceeds were off
by the $350.0 million purchase and redemption ef $lenior Floating Rate Notes, $181.7 million intritisitions to thirdparty royalty trus
unitholders, $55.5 million in dividends paid on tGempany’s convertible perpetual preferred stoctt $84.5 millionin payments to set
financing derivatives.

The Company’s cash flow provided by financing dtit¢ increased for the year ended December 311 28inpared to 2010Casl
provided by financing activities during 20%das primarily comprised of $880.6 million of nebpeeds from the issuance of the 7.5% Si
Notes due 2021 and $917.5 million of net proceedl® fthe conveyance of royalty interests to the M#ppian Trust | and the Permian Tr
These amounts were partially offset by the purclaaskredemption of $650.0 million aggregate priatgmount of the 8.625% Senior Nc
due 2015, as well as the premium paid of $30.3anilin connection with the purchase and redempoiothe 8.625% Senior Notes due 2(
$340.0 million of net repayments under the senredit facility, $60.2 millionof noncontrolling interest distributions and $5@xilion of
dividends paid on the Company’s convertible peralgtueferred stock.

Indebtedness

Long-term debt consists of the following at Decentbi, 2012 (in thousands):

9.875% Senior Notes due 2016, net of $8,843 discoun $ 356,65
8.0% Senior Notes due 2018 750,00(
8.75% Senior Notes due 2020, net of $5,873 discount 444,12°
7.5% Senior Notes due 2021, including premium Q838 1,179,32
8.125% Senior Notes due 2022 750,00(
7.5% Senior Notes due 2023, net of $4,029 discount 820,97:

Total debt $ 4,301,08:

The indentures governing the senior notes refetce@dbove contain covenants imposing certain régiris on the Company’
activities, including, but not limited to, limitatms on the incurrence of indebtedness, paymentvadethds, investments, asset sales, ce
asset purchases, transactions with related paniggonsolidations or mergers.

Senior Credit Facility. The amount the Company may borrow under its setriedit facility is limited to a borrowing base, ais
subject to periodic redeterminations. The Compaayspa 0.5%commitment fee on any available portion of the sewmredit facility. Thi
borrowing base is determined based upon the disedupresent value of future cash flows attributabléehe Companyg proved reserve
Because the value of the Companyproved reserves is a key factor in determinirggamount of the borrowing base, changing comm
prices and the Company'’s success in developingwesenay affect the borrowing base. The senioricfadility matures in March 2017 .

On March 29, 2012, the senior credit facility wasemded and restated to, among other things, (e9ase the borrowing base to §
billion from $790.0 million, (b) allow for the inectence or issuance of additional debt (includingta$750.0 million of unsecured debt
finance the cash portion of the Dynamic purchaseepand the related costs and expenses), (c) pgimiCompany to designate certain o
subsidiaries as unrestricted subsidiaries, aneftdgtive on and after June 30, 2012, establishfittencial covenants as maintaining ag!
upon levels for (i) ratio of total net debt to EBIA, which may not exceed 4.5:1.0 at each quartdr ealculated using the last four comple
fiscal quarters and (ii) ratio of current assetsuorent liabilities, which must be at least 1.0:&t each quarter end. If no amounts are d
under the senior credit facility when calculatifg tratio of total net debt to EBITDA, the Compangebt is reduced by its cash balanc
excess of $10.0 million. In the current ratio cédtion, any amounts available to be drawn undestreor credit facility are included in curr
assets, and unrealized assets and liabilitiestiegditom mark-to-market adjustments on the Com{mdgrivative contracts are disregarded.
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In August 2012, the borrowing base was reduced/#tb® million from $1.0 billioras a result of the issuance of 7.5% Senior !
due 2023 and additional 7.5% Senior Notes due 282 #lescribed below. The Compasporrowing base is redetermined in April and Oet
of each year, and was reaffirmed at $775.0 miliilorOctober 2012 . The impact of the sale of thenf@m Properties on the Compasy’
borrowing base will be assessed during the nextlagly scheduled redetermination in April 2013.

At December 31, 2012 , the Company had no amourstanding under the senior credit facility and 23million in outstandin
letters of credit, which reduced the availabilityder the senior credit facility to $744.8 milliah December 31, 2012. As of and during the
ended December 31, 2012, the Company was in comgglizith all applicable financial covenants under $enior credit facility.

Senior Notesln April 2012, concurrent with the closing of thefiamic Acquisition, the Company issued $750.0 onillof unsecure
8.125% Senior Notes due 2022 to finance the cadiopmf the Dynamic Acquisition purchase price anghay related fees and expenses,
any remaining amount used for general corporatpqaes.

In August 2012 , the Company issued $825.0 millidrunsecured 7.5% Senior Notes due 2023 and $2w8li@n of additiona
unsecured 7.5% Senior Notes due 2021. Net prodeedsthis offering were used to fund the Companténder offer for, and subseqt
redemption of, its Senior Floating Rate Notes, uised below, and for funding the Compangapital expenditures and for general corp:
purposes.

In August 2012 , the Company completed a cash teoffer to purchase any and all of the outstandb8§0.0 millionaggregat
principal amount of its Senior Floating Rate NotEse Company purchased approximately 94.3% , o $3gillion, of these notes in t
tender offer. In September 2012 , the Company meddethe remaining outstanding $20.1 milliaggregate principal amount of its Se
Floating Rate Notes.

In November 2012, the Company exchanged the 8.138ftor Notes due 2022, the 7.5% Senior Notes dd8 2aad the addition
7.5% Senior Notes due 2021 for senior notes thategistered under the Securities Act. These exgghaffers did not result in the incurre
of any additional indebtedness.

In February 2013, the Company initiated a procesedeem its 9.875% Senior Notes due 2016 andd& Senior Notes due 20.
As of February 26, 2013, there was approximatel $illion in aggregate principal amount of such notes outistgn The Company intends
use a portion of the proceeds received from the cfhe Permian Properties to redeem these seoies.

For more information about the senior credit fagiind senior notes, see “Note 13 —Long-Term Débtthe consolidated financ

statements included in Item 8 of this report. Fdoimation on the future maturities of the Companghgierm debt, see the table below ur
Contractual Obligations and Off-Balance Sheet Agaments
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Contractual Obligations and Off-Balance Sheet Arrgements
As of December 31, 201,2he Company had contractual payment obligatioretopen gas gathering agreements, open trantpa
and throughput agreements, open drilling and hyidrénacturing commitments, operating lease agregsand variable interests held in VI

These commitments are not recorded in the acconmpegnsolidated balance sheets.

A summary of the Company'’s contractual obligatiasf December 31, 2012 is provided in the follaytiable (in thousands):

Payments Due by Period

Less than More than
Total 1 year 1-3 years 3-5 years 5 years
(In thousands)
Long-term debt obligations(1) $ 6,986,11! $ 346,40t $ 692,81. $ 999,76( $ 4,947,13
Gas gathering agreement(2) 352,82! 42,63¢ 84,51 83,90: 141,77"
Transportation and throughput agreemel 96,06 26,65 32,64¢ 22,66 14,10¢
Third-party drilling rig and hydraulic
fracturing agreements(3) 87,38 44,22¢ 43,15: — —
Asset retirement obligations 498,41( 118,50« 110,28 88,84( 180,78t
Operating leases and other 26,99( 7,38¢ 8,07t 4,66¢ 6,86(
Total $ 8,047,78! $ 585,81. $ 971,47¢ $ 1,199,83. % 5,290,66.
(1) Includes interest on lortgrm deb
(2) Consists of a gas gathering agreement to deliveéaineminimum volumes of natural gas to PGC, anomsolidated variable intert
entity, through June 30, 2029.
3) Includes drilling contracts with thindarty drilling rig operators at specified day opffage rates and termination fees associatec

the Company’s hydraulic fracturing services agreamseAll of the Company drilling rig contracts contain operator performoe
conditions that allow for pricing adjustments orlg&ermination for operator nonperformance.

Restricted DepositsThe Company maintains deposits in bank trust astbesaccounts as required by BOEM, BSEE, suretyd
underwriters, purchase agreements or other settieagreements to satisfy its eventual respongitititplug and abandon wells and rem
structures when certain offshore fields are no éong use.

The Company received a $255.0 million escrow depesh respect to the sale of the Permian Propepending aDecember 3:
2012 . The deposit was considered restricted thditransaction closed in February 2013.

Employee Deferred Compensatiorhe Company maintains a nooalified deferred compensation plan that allowgilde highly
compensated employees to elect to defer incomeeditgg the IRS annual limitations on qualified 4Ql@tirement plans. Any assets place
trust by the Company to fund future obligationgto$ plan are subject to the claims of creditorghiem event of insolvency or bankruptcy,
participants are general creditors of the Compaitly kespect to their deferred compensation in taa.pThe Company had an obligation to
participants for their plan assets of $19.0 millemof December 31, 20122mounts are distributed to participating emplay@e accordanc
with the plan guidelines.

Development Agreements with Royalty Truslee Companys development agreements with the MississippiastTiiuPermian Tru
and Mississippian Trust Il obligate the Companytitl, or cause to be drilled, a specified numbgwells within an area of mutual interest
each trust by December 31, 2015, March 31, 2016C=wember 31, 2016, respectively. The estimatetl tookulfill the drilling obligation:
remaining at December 31, 2012 totaled approxim&é15.0 million .

Treating Agreement Commitmentynder an agreement with Occidental, the Compamgquired to deliver a total of approxima
3,200 Bcf of CO,through December 31, 2042, and is required to cosgte Occidental to the extent certain minimum ah@O ; volume
requirements are not met. Based upon current nagasa production levels, the Company expects taugcbetween approximatel§29.t
million and $36.0 million at December 31, 2013 éwnounts related to the Compasignticipated shortfall in meeting its 2013 anriglivery
obligations. Due to the sensitivity of natural gasduction to prevailing market prices, the Companynable to estimate additional amour
may be required to pay under this agreement inegpent periods; however, curtailed drilling duecemtinued low natural gas prices r
result in additional shortfall payments in futureripds.
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Consent Solicitation

TPG-Axon currently is soliciting the written conseri our stockholders to certain actions, including replacement of the Compasgiy’
Board of Directors with TPG-Axon’s nominees. TPGefwxhas further advocated for the removal of the gamy’'s Chief Executive Offict
and the engagement of an advisor to explore sicatdtprnatives, including a potential sale of empany. The consent solicitation pe|
ends on March 15, 2013, unless at some time betfare date TP@wxon receives consents from holders of a majoritguwr outstanding shar
of common stock on the record date. The Company&niess, operating results or financial conditionld be adversely affected by TPG.
Axon’s consent solicitation because, among othiegth

* while it is pending, it creates uncertainty thatildoresult in the loss of potential business oppdties and may make it more diffic
to attract and retain qualified personnel;

e it has spurred folloven litigation that can be costly to defe

» if successful, and the Company's Chief Executiviic@®f or other senior executives are removed, i adversely affect the Compar
ability to create additional value for its stocktheis by effectively implementing its business siygt and

» if successful, it could result in a “change ontrol” that would constitute a default under tleaisr credit facility and require the
Company to offer to repurchase its senior notes.

Stockholder Receivable

On November 9, 2012, Tom L. Ward and the Compartgred into a settlement agreement with a stockingtntiff relating to :
third-party claim under Section 16(b) of the Exchange Abe claim was filed in December 2010 and reldtedertain transactions involvi
Company common stock by Mr. Ward in 2008 and 200 settlement agreement finds no liability or otiweongdoing under Section 16
regarding the transactions in question. Under étidesnent agreement, Mr. Ward agreed to pay t&Crmpany $5.0 millionn four installment
over four years commencing October 2013 and to evhis rights under his indemnification agreemenhlie Company with respect to 1
Section 16(b) action. The Company agreed to payeéeg of the plaintiff's lawyers and paid Mr. Wasdegal expenses as required unde
indemnification agreement.

Based on the nature of the settlement as well asWird’s position as an officer of the Company,503million receivable we
recorded as a component of additional paid-in ehpit of December 31, 2012.

Valuation Allowance

In 2008 and 2009, the Company recorded full cotingempairments totaling $3.5 billion on its @hd natural gas assets, resultir
the Company being in a net deferred tax assetippsiManagement considered all available evidemcecancluded that it was more likely tl
not that some or all of the deferred tax assetddvoot be realized and established a valuatiomaliwe against the Compasyiet deferred t:
asset in the period ending December 31, 2008. vidlisation allowance has been maintained since 2868.“Note 19 —Income Taxes3 the
consolidated financial statements included in I&wf this report for more discussion on the essdipfient of the valuation allowance age
the Company’s net deferred tax asset.

Management continues to closely monitor all avdéadvidence in considering whether to maintain lation allowance on its r
deferred tax asset. Factors considered are, bdinmited to, the reversal periods of existing dedertax liabilities and deferred tax assets
historical earnings of the Company and the prospe€tfuture earnings. While the Compasyearnings have been trending upward
Company’s 36-month cumulative earnings remaineasa through the quarter ending September 30, 20&2urned positive for the 3@ontt
period ending December 31, 201Bowever, such positive earnings are not a défafiactor in determining to release a valuatidovehnce a
other available evidence should be considered.pbgooses of the valuation allowance analysis, ‘iegsi is defined as preax earnings ¢
adjusted for permanent tax adjustments.

During the quarter ended December 31, 2012, thepaagnannounced the sale of the Permian Propeviidsh closed on Februe
26, 2013. See “Note 22 —Subsequent Evetutahe consolidated financial statements inclugeliem 8 of this report for discussion of the
of the Permian Properties. While this transactiad hot yet closed at December 31, 2012, it is gpf@ate to place some weight on the im|
of such a future transaction for purposes of tHaatan allowance analysis. Based on net book vdlistorical costs and proved reserves i
December 31, 2012, the Company has calculatedtamated loss on the sale of approximately $450.liani. This loss is expected to ca
the Company to revert to negative earnings for3#enonth period ending March 31, 2013. However,kbek loss of approximatel§450.(
million and the resulting negative earnings for &&emonth period ending March 31, 2013 may change nadliebased on final calculatio
performed as of the closing date
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and actual results of the period. Management Heentinto account the current expectation of remgrtio a cumulative negative earni
position for the 36-month period ending March 3112 in its decision to maintain the valuation allmwee against its net deferred tax asset.

In recent years, the Company has experienced gignifearnings volatility due to substantial changethe market price of natu
gas. In 2008, the Comparyéarnings were primarily derived from natural gaks and during 2008 and 2009 the market priceatfral ga
declined significantly. Since 2009, natural gas¢sihave remained relatively low. In 2009, the Canypengaged in a strategy to chang
focus from the exploration and production of natgas to that of oil based on the view that natges prices would remain under lotagsr
pressure due to the continued drilling in gas feduglays and that oil would provide a more stableenue stream for the Company ovel
long-term. As a result of this strategy, the Compsarrevenues are now primarily derived from oil saed the Company continues to t
additional steps to further ensure stockholderevalnd future profitability.

The Companys revenue, profitability and future growth are dahsally dependent upon prevailing and future gsidor oil an
natural gas. The markets for these commoditiesroomto be volatile. Relatively modest drops irces can significantly affect the Compasny’
financial results and impede its growth. Changesilimnd natural gas prices have a significant ichjpen the value of the Compasyreserve
and on its cash flow. Prices for oil and naturad geay fluctuate widely in response to relativelyarichanges in the supply of and deman
oil and natural gas and a variety of additionatdes that are beyond the Companyontrol. Due to these factors, management haggbl:
lower weight on the prospects of future earningisioverall analysis of the valuation allowance.

In evaluating whether to release all or a portibrthe valuation allowance against its net defeteedasset, the Company conclu
that despite positive earnings for the currentqekrihe objectively verifiable negative evidenceoiulative negative earnings in recent ye
along with the current expectation of revertingatoegative earnings position for the B@nth period ending March 31, 2013, outweigh:
subjective positive evidence of the general upweedd in recent earnings continuing through thespeats of future earnings. Accordingly,
Company has not changed its judgment regardingélked for a full valuation allowance against its aefierred tax asset. However, a contir
and sustained increase in the Compamyofitability could lead to the reversal of imlwation allowance on its net deferred tax ass#témee
future. The valuation allowance against the Comjzmngt deferred tax asset at December 31, 2018196.6 million was reduced during
year endeDecember 31, 2012 by $100.3 millias a result of the net deferred tax liability relsat as part of the Dynamic Acquisition.
“Note 3 —Acquisitions and Divestiture$d the consolidated financial statements includeddem 8 of this report for further information tme
Dynamic Acquisition. The amount of the potentideese of the valuation allowance and corresponifingme tax benefit depend on m
factors including, but not limited to, additionainghase accounting entries related to the Dynarguisition, future potential acquisitions
divestitures, the results of current year operatimmd the prospects of future earnings.

Additionally, the Company has valuation allowanteasling $60.7 million against specific deferred tssets for which managem
has determined it is more likely than not that sdeferred tax assets will not be realized for waioeasons. The valuation allowance ag
these specific deferred tax assets would not badtep by the foregoing discussion.

Critical Accounting Policies and Estimates

The discussion and analysis of the Company’s fiigueondition and results of operations are bagezhithe Compang’ consolidate
financial statements, which have been preparecdordance with accounting principles generally ptee in the United States of Ameri
The preparation of the Companyfinancial statements requires the Company to makamptions and prepare estimates that affecepuete:
amounts of assets, liabilities, revenues and exgzeasd the disclosure of contingent assets antitlesh The Company bases its estimate
historical experience and various other assumptibasthe Company believes are reasonable; howaggral results may differ significant
Estimates of oil and natural gas reserves and thaires, future production rates and future costs expenses are inherently uncertair
numerous reasons, including many factors beyond Gbmpanys control. Reservoir engineering is a subjectivecess of estimati
underground accumulations of oil and natural gas¢hnnot be measured in an exact manner. Theaagcaf any reserve estimate is a func
of the quality of data available and of engineermgl geological interpretation and judgment. Initald, estimates of reserves may be rev
based on actual production, results of subsequedmation and development activities, prevailirgrunmodity prices, operating costs and @
factors. These revisions may be material and comadterially affect the Comparg/future depletion, depreciation and amortizatinpease:
The Companys critical accounting policies and additional imf@tion on significant estimates used by the Comaeydiscussed below. ¢
“Note 1—Summary of Significant Accounting Policie®’ the consolidated financial statements includettam 8 of this report for additior
discussion of the Company’s significant accounpogicies.
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Derivative Financial InstrumentsTo manage risks related to price fluctuationsilnand natural gas prices and changes in int
rates, the Company enters into oil and naturabgaisative contracts and interest rate swaps.

The Company recognizes its derivative instrumestsither assets or liabilities at fair value witifanges in the derivativefair valut
being recognized in earnings unless designated ledging instrument with specific hedge accountiniteria being met. The commoc
derivative instruments that the Company utilizes aiimarily to manage the price risk attributalilét$ expected oil and natural gas produc
The Company has elected not to designate pricemmmkagement activities as accounting hedges umgicable accounting guidance, 8
accordingly, accounts for its commodity derivatogntracts at fair value with changes in fair valeported currently in earnings. The Comg.
also utilizes derivatives to manage its exposureaaable interest rates. None of the Compangérivatives were designated as hed
instruments during 2012 , 2011 and 2Q10he Company nets derivative assets and lialsltinenever it has a legally enforceable m
netting agreement with the counterparty to a déxigacontract. The related cash flow impact of hempanys derivative activities a
reflected as cash flows from operating activitiedess the derivative contract contains a signifidarancing element, in which case, c
settlements are classified as cash flows from fimgnactivities in the consolidated statement ahcows.

Fair values of commodity derivative financial instrents are determined primarily by using discourdash flow calculations
option pricing models, and are based upon inpuisdte either readily available in the public markech as oil and natural gas futures pr
volatility factors, interest rates and discountesator can be corroborated from active marketsmiases of future prices are based L
published forward commodity price curves for oidamatural gas instruments. Valuations also incaigoadjustments for the nonperforme
risk of the Company’s counterparties.

The fair value of the interest rate swap finanaigtrument is estimated primarily by using discaehtash flow calculations ba:
upon forward interest rate yields, which is the treignificant variable input. These estimates diife yields are based upon utilizing forw
curves such as the London Interbank Offered Rat¢BOR") provided by third parties. Valuations also incogier adjustments for t
nonperformance risk of the Company’s counterparty.

Proved ReservesApproximately 97.6% of the Compamsyteserves were estimated by independent petroéggimeers for the ye
ended December 31, 201 Estimates of proved reserves are based on thdities of oil and natural gas that geological andineering da
demonstrate, with reasonable certainty, to be m@dte in future years from known reservoirs undgisting economic and operat
conditions. However, there are numerous unceresritiherent in estimating quantities of proved me=e and in projecting future revent
rates of production and timing of development exitemes, including many factors beyond the Comparmygntrol. Estimating reserves i
complex process and relies on assumptions andcivigiénterpretations of available geologic, geogibgl, engineering and production d
and the accuracy of reserve estimates is a funcfidhe quality and quantity of available data, iaergring and geological interpretation
judgment. In addition, as a result of volatilitydachanging market conditions, commodity prices futdre development costs will change fi
period to period, causing estimates of proved weseto change, as well as causing estimates ofefutet revenues to change. For the y
ended December 31, 2012 , 2011 and 2010 , the Gommvised its proved reserves from prior yeargorés by approximately112.0
MMBoe, (36.8) MMBoe and 157.MMBoe, respectively, due to market prices durimgab the end of the applicable period, produc
performance indicating more (or less) reserveslaeey larger (or smaller) reservoir size than afliji estimated or additional proved rese
bookings within the original field boundaries. Estites of proved reserves are key components o€timepanys most significant financi
estimates involving its rate for recording depréoiaand depletion on oil and natural gas properéiad its full cost ceiling limitation. The
revisions may be material and could materially effae Company’s future depreciation and deple¢xpenses.

Method of Accounting for Oil and Natural Gas Profies. The accounting for the Compasybusiness is subject to accounting t
that are unique to the oil and natural gas indudthere are two allowable methods of accountingofband natural gas business activities:
successful efforts method and the full cost metfAdw: Company uses the full cost method to accamits oil and natural gas properties.
direct costs and certain indirect costs associatid the acquisition, exploration and developmeftod and natural gas properties
capitalized. Exploration and development costsuitheldry well costs, geological and geophysicals;aditect overhead related to explora
and development activities and other costs incufwedhe purpose of finding oil and natural gasereges. Amortization of oil and natural
properties is calculated using the unitppbduction method based on estimated proved oilretdral gas reserves. Sales and abandonme
oil and natural gas properties being amortizedaammunted for as adjustments to the full cost pweith no gain or loss recognized, unless
adjustments would significantly alter the relatibipsbetween capitalized costs and proved oil anidrabhgas reserves. A significant altera
would not ordinarily be expected to occur uponghke of reserves involving less than 25% of thegaaeserve quantities of a cost center.
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Under the successful efforts method, geological @ggabhysical costs and costs of carrying and rieinndeveloped properties
charged to expense as incurred. Costs of drillxgogatory wells that do not result in proved ressrare charged to expense. Deprecie
depletion and impairment of oil and natural gagpprties are generally calculated on a well by welse or field basis versus the aggrec
“full cost” pool basis. Additionally, gain or loss is generalgognized on all sales of oil and natural gape@ries under the successful eff
method. As a result, the Compasiyinancial statements will differ from companieattapply the successful efforts method since tagzn
will generally reflect a higher level of capitalizeosts as well as a higher oil and natural gasedéiion and depletion rate, and the Com
will not have exploration expenses that succesdffalts companies frequently have.

Impairment of Oil and Natural Gas Propertiesn accordance with full cost accounting rules, itzdized costs are subject tc
limitation. The capitalized cost of oil and natugals properties, net of accumulated depreciatiepletion and impairment, less related defe
income taxes, may not exceed an amount equal forésent value of future net revenues from provednal natural gas reserves, discountt
10% per annum, plus the lower of cost or fair vadfienproved properties, plus estimated salvageeydess related tax effects (theelling
limitation”). The Company calculates its full castiling limitation using the 12onth average oil and natural gas prices for thetmexent 1
months as of the balance sheet date and adjustéokfgis” or location differential, held constant over tHe Ibf the reserves. If capitalized cc
exceed the ceiling limitation, the excess musthmrged to expense. Once incurred, a wdite is not reversible at a later date. There we
full cost ceiling impairments recorded during 2Q2011 or 2010 .

Unproved Properties.The balance of unproved properties consists pifynaf costs to acquire unproved acreage. Thesés cars
initially excluded from the Company’amortization base until the outcome of the ptdjs been determined or, generally, until it iswn
whether proved reserves will or will not be assijte the property. The Company assesses all piepatassified as unproved on a quari
basis for possible impairment or reduction in valllke Company assesses its properties on an indivithsis or as a group if properties
individually insignificant. The Compang’assessment includes consideration of the follpuéctors, among others: intent to drill; remait
lease term; geological and geophysical evaluatidnibing results and activity; the assignment ofyed reserves; and the economic viabilit
development if proved reserves are assigned. Dwimgperiod in which these factors indicate an immpeant, the cumulative drilling cos
incurred to date for such property and all or diporof the associated leasehold costs are traesiféo the full cost pool and are then subje
amortization. The Company estimates that substhnéfh of its costs classified as unproved astaf balance sheet date will be evaluatec
transferred within a 10-year period from the ddteaguisition, contingent on the Company'’s capgtgbenditures and drilling program.

Property, Plant and Equipment, NeOther capitalized costs, including drilling equipmh, natural gas gathering and tree
equipment, transportation equipment and other ptp@nd equipment are carried at cost. Renewalsirmpdovements are capitalized wt
repairs and maintenance are expensed. Depreciatiguch property and equipment is computed usirgg stinaightine method over tf
estimated useful lives of the assets, which ramge f10 to 39 years for buildings and 3 to 30 ydarsequipment. When property &
equipment components are disposed of, the costhencklated accumulated depreciation are removedaan resulting gain or loss is reflec
in operations. Realization of the carrying valugpddperty and equipment is reviewed for possiblpaimment whenever events or change
circumstances indicate that the carrying valueuzhsasset or asset group may not be recoverabgetf\are considered to be impaired
forecast of undiscounted estimated future net dipgya&ash flows directly related to the asset @eagroup including disposal value if any
less than the carrying amount of the asset or gssap. If an asset or asset group is determinée ionpaired, the impairment loss is meas
as the amount by which the carrying amount of th&etor asset group exceeds its fair value. Amasti of fair value is based on the |
information available, including prices for similassets. Changes in such estimates could causgothpany to reduce the carrying valu
property and equipment.

In conjunction with the Company’'substantial completion of the Century Plant essbeiated compression and pipeline facilities,
resulting diversion of the Company’s high G@atural gas production from its legacy gas treafitamts to the Century Plant, the Comg
evaluated its gas treating plants and ££LOmpression facilities for impairment. Due to priimg low natural gas prices, the Compasyiature
gas production is not projected to reach the abkgl&reating capacity at the Century Plant. As stloh Company anticipates the use of its
treating plants and C@compression facilities in west Texas will be lintiteand accordingly, recorded a $79.3 milliompairment of its ge
treating plants and Cecompression facilities in the fourth quarter of 20The fair value of the assets was estimated usidigcounted ca
flow approach. Significant judgments involved ini@sting future cash flows of the gas treating aemd CQ, compression facilities inclu
projected levels of natural gas production, theqwriof treating services and G8ales and operating costs, all of which are sultgechange
See “Note 8 —Impairment” to the consolidated ficiah statements included in Item 8 of this repamt & discussion of the Compasy’
impairments.
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Goodwill. The Companys goodwill represents the excess of the consiaergidid over the fair value of identifiable netetssacquire
in the Arena Acquisition. Goodwill is not amortizedut rather tested annually for impairment. Thenpany performs its annual good\
impairment test as of July 1 and between annuduatians if events or circumstances exist that wamulbre-likely-thamot reduce the fe
value of the reporting unit below its carrying ambuSince quoted market prices are not availahiehie Companys reporting units, fair vall
is estimated based upon a discounted cash flowoappy the most significant judgments of which idewetermining the reporting ursit’
anticipated future cash flows, primarily based oojgrted oil and natural gas revenues, operatipgreses and capital expenditures, whicl
then discounted using an industry based weightedage cost of capital rate to estimate the fawme/dbr the reporting unit. The reporting usit’
future cash flows are estimated based on a numbgartables which are subject to change, includimgved reserves and risk adjus
unproved reserves attributable to the reporting, @stimated oil and natural gas sales using estinguantities of oil and natural gas rese
and estimates of market prices considering forveardmodity price curves at the measurement dat@parchting and development costs.

The Company’s annual evaluation of goodwill was ptated as of July 1, 2012 with no impairment intkch The Company’
estimate of fair value exceeded the book valudefreéporting unit in the Comparsyimpairment test, such that even if the estimédaedvalue
used in the Company’impairment test was reduced by 10%, no impairmemild have resulted. The Company also monitorerga
impairment indicators throughout the year. Suchiciairs could include, but are not limited to (19ignificant or sustained decrease in oil
natural gas prices, (2) a significant adverse changhe economic or business climate, (3) an advaction or assessment by a regulato
(4) the likelihood that a reporting unit or a siggant portion of a reporting unit will be sold otherwise disposed.

In December 2012, the Company entered into an agreeto sell the Permian Properties, which the Camgpdetermined to be
triggering event. As such, an impairment test wadgomed as of December 31, 2012. Primarily assaltef a decrease in the Company’
probable reserves as of December 31, 2012, whionésof the significant components in the detertivnaof the fair value of the reporti
unit, the carrying value of the reporting unit eeded the fair value. Probable reserves used irefirting unit fair value calculation decrea
due to their reclassification to possible reserags result of the Compamsyyear end evaluation of drilling results acrossaitreage in tl
Mississippian formation. Possible reserves aremwtided in the fair value calculation of the rejry unit. The Company performed step
of the impairment test which indicated the carryuadue of goodwill was fully impaired. As a resutie Company recorded an impairmer
the full carrying amount of goodwill of $235.4 nidh at December 31, 2012 .

Asset Retirement ObligationsAsset retirement obligations represent the esé@nedtfair value to plug, abandon and remediatt
Companys wells at the end of their productive lives, ic@dance with applicable federal and state laws. Tompany estimates the fair ve
of an asse$ retirement obligation in the period in which tlability is incurred, if a reasonable estimate ¢@nmade. Estimating future as
retirement obligations requires management to nestenates and judgments regarding timing, existerica liability and what constitut
adequate restoration. The Company employs a preakre technique to estimate the fair value of ssearetirement obligation, which refle
certain assumptions and requires significant judgmmmcluding an inflation rate, its credit-adjusteriskfree interest rate, the estima
settlement date of the liability and the estimatedent cost to settle the liability based on thpatty quotes and current actual costs. Inhere
the present value calculation rates are the timingettlement and changes in the legal, regulatmyjronmental and political environme!
which are subject to change. Changes in timingodhé original estimate of cash flows will resultéhanges to the carrying amount of
liability.

Revenue Recognition and Natural Gas Balanci@il and natural gas revenues are recorded whienadftsold oil and natural g
production passes to the customer, net of royaltissounts and allowances, as applicable. Tax@ssasd by governmental authorities o
and natural gas sales are presented separatelysinom revenues and included in production tax esgpén the consolidated statemen
operations.

The Company accounts for natural gas productioraiarizes using the sales method, whereby it recegmevenue on all natural
sold to its customers notwithstanding the fact flmibwnership may be less than 100% of the natyaal sold. Liabilities are recorded
imbalances greater than the Company’s proportiostaee of remaining estimated natural gas reserves.

The Company accounts for its two construction @mifr, discussed in “Note 12 —Construction Conttatdsthe consolidate
financial statements included in Item 8 of thisaep using the completecbntract method, under which contract revenues asds ar
recognized when work under the contract is comgletesubstantially completed and assets have bapsfé¢rred. In the interim, costs incui
on and billings related to contracts in processaa@mulated on the balance sheet. Contract gailisses are recorded as development
within the Companys oil and natural gas properties as part of thiechdt pool. Contract losses are recorded at the it is determined tha
loss will be incurred. Contract gains, if any, ezeorded upon substantial completion of constructio
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The Company recognizes revenues and expenses tgehéman daywork and footage drilling contractstlas services are perform
as the Company does not bear the risk of completidhe well. The Company may receive lusym fees for the mobilization of equipm
and personnel. Mobilization fees received and ciostsrred to mobilize a rig from one market to d®otare recognized over the term of
related drilling contract. The contract terms tylig range from one month to two years.

In general, natural gas purchased and sold by fdstraam business is priced at a published dailgnonthly index price. Sales
wholesale customers typically incorporate a premfommanaging their transmission and balancing irequents. Revenues are recogn
upon delivery of natural gas to customers and/oerwservices are rendered, pricing is determinedcafidctability is reasonably assur
Revenues from thirgrarty midstream services are presented on a gasss, kas the Company acts as a principal by tadwmgership of th
natural gas purchased and taking responsibilitigléfiment for natural gas volumes sold. Revenueni sales of CQ is recognized when t
product is delivered to the customer.

Income Taxes.Deferred income taxes are recorded for tempordfifgrences between financial statement and incoaxe basis
Temporary differences are differences between thheuats of assets and liabilities reported for firiahstatement purposes and their tax b
Deferred tax assets are recognized for tempordfgreinces that will be deductible in future yeae returns and for operating loss and
credit carryforwards. Deferred tax assets are rediury a valuation allowance if it is deemed mokelli than not that some or all of -
deferred tax assets will not be realized. Defetaadliabilities are recognized for temporary diffaces that will be taxable in future yeatest
returns. As of December 31, 201the Company continued to have a full valuatidovednce against its net deferred tax asset. Theatiat
allowance serves to reduce the tax benefits rezednrom the net deferred tax asset to an amowattishmore likely than not to be reali
based on the weight of all available evidence.

Variable Interest EntitiesAn entity is referred to as a VIE if it possessas of the following criteria: (i) it is thinly catailized, (ii) the
residual equity holders do not control the entfty) the equity holders are shielded from the emwit losses, (iv) the equity holders do
participate fully in the entity’s residual econosiicor (v) the entity was established with reubstantive voting interests. The Comg
consolidates a VIE when it has determined it isghimary beneficiary, which requires significandgment. The primary beneficiary of a \
has both the power to direct the activities thasthsignificantly impact the activities of the VIBdthe right to receive benefits or the obliga
to absorb losses of the entity that could potdgtiae significant to the VIE. In addition to the B4 that the Company consolidates,
Company also holds a variable interest in anothié Mat is not consolidated as it was determineat the Company is not the prim
beneficiary. The Company continually monitors botimsolidated and unconsolidated VIEs to deternfia@y events have occurred that cc
cause the primary beneficiary to change. See “MoteVariable Interest Entitiedd the consolidated financial statements inclucelidm 8 o
this report for a discussion of the Company’s VIEs.

Allocation of Purchase Price in Business CombinatioAccounting for the acquisition of a business reegiithe allocation of tl
purchase price to the various assets and lialsilidfehe acquired business and recording defeaesbstfor any differences between the alloc
values and tax basis of assets and liabilities. &xgess of the purchase price over the amountgresbito assets and liabilities is recorde
goodwill.

The purchase price allocation is accomplished bgnding each asset and liability at its estimatddvalue. Estimated deferred taxes
based on available information concerning the tasidof the acquired company’s assets and ligsliind taxelated carryforwards at t
acquisition date, although such estimates may ehanthe future as additional information becomesvin. The amount of goodwill recorc
in any particular business combination can varyifitantly depending upon the values attributechgsets acquired and liabilities assu
relative to the total acquisition cost.

In estimating the fair values of assets acquired labilities assumed, the Company makes variogsiraptions. The most signific:
assumptions related to the estimated fair valusg@sd to proved and unproved oil and natural gapesties. To estimate the fair value:
these properties, the Company prepares estimatibasfd natural gas reserves and factors in adiscfor reserve categories based on ind
factors applicable to each acquisition. The priggkzed in the reserves estimates are based upomafd commodity strip prices, af
adjustment for transportation fees and regionalepdifferentials, as of the acquisition date fag fhist four years and escalated for infla
beginning with the fifth year through the end opegted production. Future cash flows are discounsiug an industry weighted average
of capital rate. Estimated fair values assignedsets acquired can have a significant effect sultseof operations in the future. See “Nd@e
—Acquisitions and Divestitures” to the consolidafethncial statements included in Item 8 of thisaedor a discussion of the Company’
acquisitions.

New Accounting Pronouncements

For a discussion of recently adopted accountingdstals and recent accounting standards not yetediogee “Note 1 -Summary ¢
Significant Accounting Policies” to the Companytnsolidated financial statements included in Iteof this report.
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ltem 7A. Quantitative and Qualitative Disclosures About MagkRisk
General

This discussion provides information about the riitial instruments the Company uses to manage coityrices and interest re
volatility, including instruments used to managenoaodity prices for production attributable to theyRlty Trusts. All contracts are settlec
cash and do not require the actual delivery ofrarnodity at settlement.

Commodity Price Risk.The Company most significant market risk relates to the midereceives for its oil and natural |
production. Due to the historical price volatilif these commodities, the Company periodically draiered into, and expects in the futur
enter into, derivative arrangements for the purpokseeducing the variability of oil and natural gpsces the Company receives for
production. From time to time, the Company entets icommodity pricing derivative contracts for artin of its anticipated producti
volumes depending upon management’s view of oppitiés under the then-prevailing current marketditons. The Companyg’senior cred
facility limits its ability to enter into derivatevtransactions to 85% of expected production vokifram estimated proved reserves.

The Company uses, and may continue to use, a yarietommoditybased derivative contracts, including fixed prieegs, collar
and basis swaps. At December 31, 2012 , the Companynmodity derivative contracts consisted of fipeide swaps, collars and basis sw
which are described below:

Fixed price swaps The Company receives a fixed price for the conteaxt pays a floating market price to the countaypaver ¢
specified period for a contracted volume.

Collars Two-way collars contain a fixed floor price (put) andixed ceiling price (call). If the market price eeeds th
call strike price or falls below the put strikeqaj the Company receives the fixed price and daysrarket price
If the market price is between the call and thegtuike price, no payments are due from eitherypart
Threeway collars have two fixed floor prices (a purclthpeat and a sold put) and a fixed ceiling pricdl(c@he
purchased put establishes a minimum price unlessridirket price falls below the sold put, at whiainp the
minimum price would be NYMEX plus the differencetlween the purchased put and the sold put strilee pfihe
call establishes a maximum price (ceiling) the Camypwill receive for the volumes under the contract

Basis swaps The Company receives a payment from the countgrjifatiie settled price differential is greater thidue state:
terms of the contract and pays the counterpartiyeifsettled price differential is less than theestaerms of th
contract, which guarantees the Company a pricerdifitial for oil and natural gas from a specifietiveery point.

The Companys oil fixed price swap transactions are settlecdagon the average daily prices for the calendanrtimor quarter of tt
contract period. The Comparsybil basis swap transactions are settled based thgodifferential between the NYMEX or Argus Wéastxa:
Intermediate price and the Argus Louisiana LighteStvprice. The Company’s two-way and thvesy oil collars are settled based upon
arithmetic average of NYMEX oil prices during thalaulation period for the relevant contract. Themanys natural gas fixed price sw
transactions are settled based upon NYMEX priced,the Companyg natural gas basis swap transactions are setigedbupon the ind
price of natural gas at the Waha hub, a west Tgaasnarketing and delivery center, or the Housttip SEhannel. The Compars/hatural ge
collars are settled based upon the NYMEX pricestmn penultimate commodity business day for theveeie contract. Settlement for
derivative contracts occurs in the succeeding montjuarter and natural gas derivative contraassattled in the production month or quarter

At December 31, 2012 , the Company’s open commaliitivative contracts consisted of the following:

Qil Price Swaps

Weighted Average

Notional (MBbls) Fixed Price
January 2013 — December 2013 18,51¢ $ 96.2¢
January 2014 — December 2014 7,511 % 92.4:
January 2015 — December 2015 5,07¢ $ 83.6¢
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Oil Basis Swaps

Weighted Average

Notional (MBbls) Fixed Price
January 2013 — December 2013 54 % 13.8:

Oil Collars - Two-way

Notional (MBbls) Collar Range
January 2013 — December 2013 16€ $80.00 — $102.50
Oil Collars - Three-way

Purchased
Notional (MBbls) Sold Put Put Sold Call

January 2014 — December 2014 8,21: $70.00 $90.20 $100.00
January 2015 — December 2015 2,92( $73.13 $90.82  $103.13
Natural Gas Collars

Notional (MMcf) Collar Range
January 2013 — December 2013 6,85¢ $3.78 — $6.71
January 2014 — December 2014 937 $4.00 — $7.78
January 2015 — December 2015 1,01C $4.00 — $8.55

The Company has not designated any of its deriwatdntracts as hedges for accounting purposesCohmpany records all derivati
contracts at fair value, which reflects changesammodity prices. Changes in fair values of the @any’s derivative contracts are recogni
as unrealized gains and losses in current periatregs. As a result, the Compasycurrent period earnings may be significantly ettd by
changes in the fair value of its commodity derivatcontracts. Changes in fair value are principatigasured based on periedd price
compared to the contract price.

The following table summarizes the cash settlementsvaluation gains and losses on the Comgarymmaodity derivative contra
for the years ended December 31, 2012 , 2011 ab@d @0 thousands):

Year Ended December 31,

2012 2011 2010

Realized (gain) loss(1) $ (31,719 $ 50,71 $ (224,33)
Unrealized (gain) loss (209,70 (94,789 275,20¢
(Gain) loss on commodity derivative contracts $ (241,419 $% (44,077 $ 50,87:

(1) The year ended December 31, 2012 includesc$Bdllion of net realized gain related to early settlemerfitsoonmodity derivativ

contracts and a $117.1 million non-cash realized fn derivative contracts amended in January ZIH& years endedecember 3.
2011 and 2010 include $48.1 million ( $111.0 milliealized gain and $62.9 million realized loss) &414.5 millionof realized gair
respectively, related to early settlements.

See “Note 14 —Derivativesto the consolidated financial statements includedtém 8 of this report for additional informat
regarding the Company’s commodity derivatives.

Credit Risk. All of the Company’s hedging transactions havenbearried out in the over-thmunter market. The use of hedc
transactions in over-thesunter markets involves the risk that the couradiggs may be unable to meet the financial termtheftransaction
The counterparties for all of the Company’s heddiramsactions have an “investment gradeddit rating. The Company monitors on
ongoing basis the credit ratings of its hedgingnterparties and considers its counterpartiesdit default risk ratings in determining the
value of its derivative contracts. The Compangérivative contracts are with multiple countetigarto minimize its exposure to any individ
counterparty.
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A default by the Company under genior credit facility constitutes a default underderivative contracts with counterparties tha
lenders under the senior credit facility. The Compadoes not require collateral or other securitynfrcounterparties to support deriva
instruments. The Company has master netting agmasmath all of its derivative contract counterpast which allows the Company to ne:
derivative assets and liabilities with the samenterparty. As a result of the netting provisiofge Companys maximum amount of loss uni
derivative transactions due to credit risk is liditto the net amounts due from the counterpartidenthe derivatives. The Compasiyoss i
further limited as any amounts due from a defagltounterparty that is a lender under the senieditfacility can be offset against amot
owed to such counterparty under the Company’s semélit facility. As of December 31, 2012 , theunterparties to the Compasybpe!
derivative contracts consisted of 15 financialitngibns, 13 of which are also lenders under thenBany’s senior credit facility. As a result, -
Company is not required to post additional col@tender derivative contracts as the majority ef tbunterparties to the Compasigerivativi
contracts share in the collateral supporting then@any's senior credit facility. To secure their obligagounder the derivative contre
novated by the Company, the Permian Trust and B&iggian Trust Il have each given the counterpatiiesuch contracts a lien on ti
royalty interest. See “Note 4 —Variable Interestitigs” to the consolidated financial statements incluaeliem 8 of this report for additior
information on the Permian Trust's and Mississippiaust II's derivative contracts.

The Companys ability to fund its capital expenditure budgepéstially dependent upon the availability of fundsler its senior cre«
facility. In order to mitigate the credit risk asgmted with individual financial institutions comtted to participate in the senior credit facil
the Company'’s bank group currently consists ofi@8rfcial institutions with commitments ranging frdn®0% to 6.00%f the borrowing bas

Interest Rate RiskThe Company is subject to interest rate risk srahgterm fixed and variable interest rate borrowingse# rats
debt, where the interest rate is fixed over the dif the instrument, exposes the Company to (ihgesa in market interest rates reflected ir
fair value of the debt and (ii) the risk that then@pany may need to refinance maturing debt with delat at a higher rate. Variable rate c
where the interest rate fluctuates, exposes thep@oynto shorterm changes in market interest rates as its isitevbligations on the
instruments are periodically redetermined basedm@vailing market interest rates, primarily the OR and the federal funds rate. -
Company had no outstanding variable rate debt &eoémber 31, 2012.

The Company has a $350.0 million notional interatt swap agreement, which effectively fixed thealde interest rate on the Ser
Floating Rate Notes at an annual rate of 6.69%péviods prior to their tender and redemption in tthied quarter of 2012. The interest |
swap terminates April 1, 2013 and has not beergdattd as a hedge.

The following table summarizes the cash settlemants valuation gains and losses, which are includeidterest expense in 1
Company'’s consolidated statements of operationsh@ompany’s interest rate swaps for the yeads@December 31, 2012 , 2011 &@d.(
(in thousands):

Year Ended December 31,

2012 2011 2010
Realized loss $ 9,24: $ 9,41 $ 8,14¢
Unrealized (gain) loss (8,059 (6,24¢€) 8,39¢
Loss on interest rate swaps $ 1,18¢ % 3,16¢ $ 16,54(
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Item 8. Financial Statements and Supplementary Data

The Company'’s consolidated financial statementsired by this item are included in this report lmegng on page F-1.
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Item 9. Changes in and Disagreements with Accountants orcéenting and Financial Disclosure

Not applicable.
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Item 9A. Controls and Procedures

Disclosure Controls and Procedure&inder the supervision and with the participatidrthe Companys management, including
Chief Executive Officer and Chief Financial Officeihe Company performed an evaluation of the dffeness of the design and operatio
its disclosure controls and procedures pursuaixthange Act Rules 13a-15 and 1Hsl-as of the end of the period covered by this al
report. Based on that evaluation, the Compsu@hief Executive Officer and its Chief Financidfi€er concluded that its disclosure cont
and procedures were effective as of December 312 0 provide reasonable assurance that the informagquired to be disclosed by
Company in its reports filed or submitted under Eheehange Act is recorded, processed, summarizddreported within the time peric
specified in the rules and forms of the SEC, anchsmaformation is accumulated and communicated smagement, including the Ct
Executive Officer and Chief Financial Officer, dher persons performing similar functions, as appate to allow timely decisions regard
required disclosue .

Managemens Report on Internal Control over Financial Repogiand Report of Independent Registered Public éwaiiag
Firm . The information required to be furnished pursuarthis item is set forth under the captions “Mgements Report on Internal Cont
over Financial Reporting” and “Report of IndepentdRegistered Public Accounting Firniri Item 8 of this report. As permitted by the £
under the current year acquisition scope exceprahdescribed under “Changes in Internal Contret &mancial Reportingbelow, the scof
of this evaluation excluded the Company’s newlywa subsidiary, Dynamic.

Changes in Internal Control over Financial RepoginSince the acquisition of Dynamic on April 17, 2012e Company has be
aligning Dynamic’s controls to the Company’s exigticontrol environment. As this process was ongas@f December 31, 2012t was na
possible for the Company to perform an assessmermyoaamic’s internal control over financial reporgi as of December 31, 2012
Management expects that Dynamic’s controls wilabgned and integrated into the Compangbntrol environment within one year of the
of the acquisition and will include Dynamic in @ssessment of the effectiveness of internal cootret financial reporting as of December
2013. Dynamic is a whollpwned subsidiary whose total assets and total tmsemepresent 20% and 13%, respectively, of thaten
consolidated financial statement amounts as ofanthe year ended December 31, 2012 .

There were no changes in the Company’s internalraloover financial reporting during the quarteded December 31, 201Bai
have materially affected, or are reasonably likelynaterially affect, the Company’s internal cohtyveer financial reporting.
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Item 9B. Other Information

Not applicable.
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PART IlI
Item 10. Directors, Executive Officers and Corporate Govence
The information required by this item is incorpedtherein by reference to the following sectionshef Companys definitive prox

statement, which will be filed no later than A@0, 2013 : “Director Biographical Information,” “Erutive Officers,” Compliance wit
Section 16(a) of the Exchange Act” and “Corporaty&nance Matters.”
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Item 11. Executive Compensation
The information required by this item is incorpedhtherein by reference to the following sectionshef Companys definitive prox

statement, which will be filed no later than A@0, 2013 : “Director Compensation,” “Outstandinguifg Awards” and Executive Officer
and Compensation.”
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Item 12. Security Ownership of Certain Beneficial Owners aianagement and Related Stockholder Matters

The information required by this item is incorpedtherein by reference to the following sectionshef Companys definitive prox

statement, which will be filed no later than A@0, 2013 : “Equity Compensation Plan Informatiomda‘'Security Ownership of Certe
Beneficial Owners and Management.”
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Item 13. Certain Relationships and Related Transactions aitector Independence
The information required by this item is incorpechtherein by reference to the following sectionshef Companys definitive prox

statement, which will be filed no later than AB0, 2013 : “Related Party Transactions” and “Cogp®iGovernance Matters.”
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Item 14. Principal Accounting Fees and Services

The information required by this item is incorpedtherein by reference to the section captionRdtification of Selection 1
Independent Registered Public Accounting Firmmia Company’s definitive proxy statement, which #l filed no later than April 30, 2013 .
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PART IV

Iltem 15. Exhibits and Financial Statement Schedules

The following documents are filed as a part of tiisort:
(1) Consolidated Financial Statements

Reference is made to the Index to Consolidatedn€inhStatements appearing on page F-1.
(2) Financial Statement Schedules

All financial statement schedules have been omlchuse they are not applicable or the requirednmation is presented
the consolidated financial statements or notestber

(3) Exhibits
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Management’s Report on Internal Control over Finandal Reporting

Our management is responsible for establishing mathtaining adequate internal control over finaheceporting as defined
Rules 13a-15(f) and 1585(f) under the Exchange Act. Under the supervisiot with the participation of our management,udatg our Chie
Executive Officer and Chief Financial Officer, wentlucted an evaluation of the effectiveness ofiot@rnal control over financial reporti
based on the framework establishedriternal Control—Integrated Framewoiksued by the Committee of Sponsoring Organizatainthe
Treadway Commission. Because of its inherent litiaites, internal control over financial reporting ynaot prevent or detect misstateme
Also, projections of any evaluation of effectivesi@s future periods are subject to the risk thattrmds may become inadequate becau:
changes in conditions, or that the degree of canpé with the policies and procedures may detéeofManagement has excluded Dyne
Offshore Resources, LLC (“Dynamicfjom its assessment of internal control over finahoeporting as of December 31, 2012 as it
acquired by the Company in a business combinatisingl 2012. Dynamic is a whollgwned subsidiary whose total assets and total rest
represent 20% and 13%, respectively, of the relededolidated financial statement amounts as ofanthe year ended December 31, 2012 .

Based on our evaluation using criteria for effeztinternal control over financial reporting desedhin Internal Control—ntegratet
Framework, our management concluded, that as of Decemb&@®, , our internal control over financial repogtiwvas effective.

The effectiveness of our internal control over fioial reporting as of December 31, 20185 been audited by PricewaterhouseCor
LLP, an independent registered public accounting,fas stated in their report which appears herein.

/sl Tom L. W ARD /sl JAMES D. BENNETT
Tom L. Ward James D. Bennett
Chief Executive Officer and Chairman of the Board Executive Vice President and Chief Financial Office
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Report of Independent Registered Public Accountindrirm
To the Board of Directors and Stockholders of Sadd& Energy, Inc:

In our opinion, the accompanying consolidated begasheets and the related consolidated statemérgpenations, changes
stockholders' equity and cash flows present fainlall material respects, the financial positidrSandRidge Energy, Inc. and its subsidiarit
December 31, 2012 and 2011, and the results aof dpeirations and their cash flows for each of tired years in the period ended Decet
31, 2012 in conformity with accounting principlesngrally accepted in the United States of AmerAdao in our opinion, the Compa
maintained, in all material respects, effectivesinal control over financial reporting as of DecemB1, 2012, based on criteria establisht
Internal Control- Integrated Frameworkssued by the Committee of Sponsoring Organizatmnthe Treadway Commission (COSO).
Company's management is responsible for thesedialastatements, for maintaining effective internahtrol over financial reporting and
its assessment of the effectiveness of internalrabaver financial reporting, included in the aogeanying Management's Report on Inte
Control over Financial Reporting. Our responsipilg to express opinions on these financial statesand on the Company's internal cot
over financial reporting based on our integrateditau We conducted our audits in accordance with standards of the Public Comp
Accounting Oversight Board (United States). Thas@dards require that we plan and perform the audibbtain reasonable assurance ¢
whether the financial statements are free of materisstatement and whether effective internal mdmver financial reporting was maintair
in all material respects. Our audits of the finahdtatements included examining, on a test basiglence supporting the amounts
disclosures in the financial statements, asseshm@ccounting principles used and significantestés made by management, and evalu
the overall financial statement presentation. Quditaof internal control over financial reportingciuded obtaining an understanding of inte
control over financial reporting, assessing thé isat a material weakness exists, and testing ewaduating the design and opera
effectiveness of internal control based on the sk risk. Our audits also included performing sattter procedures as we considt
necessary in the circumstances. We believe thaaadits provide a reasonable basis for our opinions

A company's internal control over financial repogtiis a process designed to provide reasonableaassuregarding the reliability
financial reporting and the preparation of finahsiatements for external purposes in accordanttegenerally accepted accounting princig
A company's internal control over financial repogtincludes those policies and procedures thaefiain to the maintenance of records the
reasonable detail, accurately and fairly refleet ttansactions and dispositions of the assetseotdmpany; (ii) provide reasonable assur
that transactions are recorded as necessary toitpgraparation of financial statements in accor@amdgth generally accepted accoun
principles, and that receipts and expenditureshef dompany are being made only in accordance withoasizations of management :
directors of the company; and (iii) provide readsleaassurance regarding prevention or timely deteaf unauthorized acquisition, use
disposition of the company's assets that could havaterial effect on the financial statements .

Because of its inherent limitations, internal cohtver financial reporting may not prevent or d@¢taisstatements. Also, projectic
of any evaluation of effectiveness to future pesiage subject to the risk that controls may becimagequate because of changes in condi
or that the degree of compliance with the policeprocedures may deteriorate.

As described in Management's Report on Internalt@bover Financial Reporting, management has eeduDynamic Offshol
Resources, LLC (“Dynamicrom its assessment of internal control over finaheporting as of December 31, 2012 because st azguire
by the Company in a purchase business combinatioimgl 2012. We have also excluded Dynamic from awdit of internal control ov
financial reporting. Dynamic is a whollywned subsidiary whose total assets and total tmsenepresent 20% and 13%, respectively, ¢
related consolidated financial statement amountd asd for the year ended December 31, 2012.

/sl PricewaterhouseCoopers LLP
PricewaterhouseCoopers LLP

Tulsa, Oklahoma
March 1, 2013
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SandRidge Energy, Inc. and Subsidiaries
Consolidated Balance Sheets

December 31,

2012 2011

(In thousands, except per share data)

ASSETS
Current assets

Cash and cash equivalents $ 309,76t $ 207,68:
Accounts receivable, net 445,50t 206,33t
Derivative contracts 71,02: 4,06¢€
Inventories 3,61¢ 6,90:
Costs in excess of billings 11,22¢ —
Prepaid expenses 31,31¢ 14,09¢
Restricted deposit 255,00( —
Other current assets 15,42¢ 2,75¢

Total current assets 1,142,88! 441,84(

Qil and natural gas properties, using full costhodtof accounting
Proved (includes development and project costuerd from amortization of $72.4 million and

$231.3 million at December 31, 2012 and 2011, retbpy) 12,262,92 8,969,29i
Unproved 865,86: 689,39:
Less: accumulated depreciation, depletion and impeit (5,231,18) (4,791,53)
7,897,60: 4,867,15!

Other property, plant and equipment, net 582,37! 522,26¢
Restricted deposits 27,947 27,91:
Derivative contracts 23,61" 26,41"
Goodwill — 235,39t
Other assets 116,30! 98,62:
Total assets $ 9,790,73 $ 6,219,600

The accompanying notes are an integral part ottheasolidated financial statements.
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SandRidge Energy, Inc., and Subsidiaries
Consolidated Balance Sheets—Continued

December 31,

2012 2011

(In thousands, except per share data)
LIABILITIES AND EQUITY
Current liabilities

Current maturities of long-term debt $ — 1,051
Accounts payable and accrued expenses 766,54« 506,78
Billings and estimated contract loss in excessostincurred 15,54¢ 43,32(
Derivative contracts 14,86( 115,43!
Asset retirement obligations 118,50« 32,90¢
Deposit on pending sale 255,00( —
Total current liabilities 1,170,45. 699,49t
Long-term debt 4,301,08 2,813,12
Derivative contracts 59,78’ 49,69¢
Asset retirement obligations 379,90¢ 95,21(
Other long-term obligations 17,04¢ 13,13¢
Total liabilities 5,928,27 3,670,65!
Commitments and contingencies (Note 16)
Equity

SandRidge Energy, Inc. stockholders’ equity
Preferred stock, $0.001 par value, 50,000 shar®ared
8.5% Convertible perpetual preferred stock; 2,6%ras issued and outstanding at December 31

2012 and 2011; aggregate liquidation preferenc266,000 3 3
6.0% Convertible perpetual preferred stock; 2,dtfres issued and outstanding at December 31,
2012 and 2011; aggregate liquidation preferenc&260,000 2 2
7.0% Convertible perpetual preferred stock; 3,dtres issued and outstanding at December 31
2012 and 2011; aggregate liquidation preferen&360,000 3 3
Common stock, $0.001 par value, 800,000 sharesanhl; 491,578 issued and 490,359 outstanding at
December 31, 2012 and 412,827 issued and 411,95&nding at December 31, 2011 47¢ 39¢
Additional paid-in capital 5,233,01! 4,568,85!
Additional paid-in capital—stockholder receivable (5,000 —
Treasury stock, at cost (8,602) (6,15¢)
Accumulated deficit (2,851,04) (2,937,09)
Total SandRidge Energy, Inc. stockholders’ equity 2,368,85: 1,626,01
Noncontrolling interest 1,493,60: 922,93¢
Total equity 3,862,45! 2,548,95
Total liabilities and equity $ 9,790,73 $ 6,219,600

The accompanying notes are an integral part oktheasolidated financial statements.
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SandRidge Energy, Inc. and Subsidiaries
Consolidated Statements of Operations

Revenues
Oil and natural gas
Drilling and services
Midstream and marketing
Century Plant construction
Other
Total revenues
Expenses
Production
Production taxes
Drilling and services
Midstream and marketing
Century Plant construction costs
Depreciation and depletion—oil and natural gas
Depreciation and amortization—other
Accretion of asset retirement obligations
Impairment
General and administrative
(Gain) loss on derivative contracts
Loss (gain) on sale of assets
Total expenses
Income (loss) from operations
Other income (expense)
Interest expense
Bargain purchase gain
Loss on extinguishment of debt
Other income, net
Total other expense
Income (loss) before income taxes
Income tax benefit
Net income
Less: net income attributable to noncontrollingiest
Net income attributable to SandRidge Energy, Inc.
Preferred stock dividends

Income available to SandRidge Energy, Inc. comntock&olders

Earnings per share
Basic
Diluted
Weighted average number of common shares outsigndin
Basic
Diluted

Years