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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS    

This Annual Report on Form 10-K (this "Form 10-K") contains “forward-looking statements” within the meaning of
Section 27A of the Securities Act of 1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange
Act of 1934, as amended (the “Exchange Act”). All statements other than statements of historical facts included in and
incorporated by reference into this Form 10-K are forward looking statements. These forward-looking statements are subject
to certain risks, trends and uncertainties that could cause actual results to differ materially from those projected.

Among those risks, trends and uncertainties are:
 

• the volatility of oil and natural gas prices;

• our indebtedness and the significant amount of cash required to service our indebtedness;

• our ability to obtain adequate financing when the need arises to execute our long-term strategy and to fund our planned
capital expenditures;

• limits on our growth and our ability to finance our operations, fund our capital needs and respond to changing
conditions imposed by the Multidraw Term Loan Agreement (as defined below) and restrictive debt covenants;

• the effects of a financial downturn or negative credit market conditions on our liquidity, business and financial
condition;

• losses or limits on potential gains resulting from hedging production;

• our responsibility for offshore decommissioning liabilities for offshore interests we no longer own;

• our ability to receive a refund of our cash deposits posted as collateral to support certain of the bonds that satisfy our
offshore decommissioning obligations;

• our ability to find, develop, produce and acquire additional oil and natural gas reserves that are economically
recoverable;

• approximately 51% of our production being exposed to the additional risk of severe weather, including hurricanes and
tropical storms, as well as flooding, coastal erosion and sea level rise;

• our ability to successfully develop our inventory of undeveloped acreage;

• the possibility of a substantial lease renewal cost or the loss of our leases and prospective drilling opportunities that
could result from a failure to drill sufficient wells to hold our undeveloped acreage;

• Securities and Exchange Commission (sometimes referred to herein as the "SEC") rules that could limit our ability to
book proved undeveloped reserves in the future;

•     the likelihood that our actual production, revenues and expenditures related to our reserves will differ from our
estimates of proved reserves;

• our ability to identify, execute or efficiently integrate future acquisitions;

• the loss of key management or technical personnel;

• losses and liabilities from uninsured or underinsured drilling and operating activities;

• ceiling test write-downs resulting, and that could result in the future, from lower oil and natural gas prices;

• our ability to market our oil and natural gas production;

• changes in laws and governmental regulations and increases in insurance costs or decreases in insurance availability
directed toward our business;
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• regulatory initiatives relating to oil and natural gas development, hydraulic fracturing, and derivatives;

• proposed changes to U.S. tax laws;

• competition from larger oil and natural gas companies;

• the operating hazards attendant to the oil and gas business;

• governmental regulation relating to environmental compliance costs and environmental liabilities;

• the operation and profitability of non-operated properties;

• potential conflicts of interest resulting from ownership of working interests and overriding royalty interests in certain
of our properties by our officers and directors;

• the impact of potential cybersecurity threats:

• the loss of our information and computer systems;

• the impact of terrorist activities on global economies;

• putative class action lawsuits that may result in substantial expenditures and divert management's attention;

• the volatility of our stock price;

• our ability to meet the continued listing standards of the New York Stock Exchange with respect to our common stock
or to cure any deficiency with respect thereto; and

• the restrictions on our ability to pay dividends with respect to our Series B Preferred Stock and the resulting right of
the holders of our Series B Preferred Stock with respect to our management.

Although we believe that the expectations reflected in these forward-looking statements are reasonable, we cannot
assure you that such expectations reflected in these forward looking statements will prove to have been correct.

When used in this Form 10-K, the words “expect,” “anticipate,” “intend,” “plan,” “believe,” “seek,” “estimate” and
similar expressions are intended to identify forward-looking statements, although not all forward-looking statements contain
these identifying words. Because these forward-looking statements involve risks and uncertainties, actual results could differ
materially from those expressed or implied by these forward-looking statements for a number of important reasons, including
those discussed under “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” “Risk
Factors” and elsewhere in this Form 10-K.

You should read these statements carefully because they discuss our expectations about our future performance,
contain projections of our future operating results or our future financial condition, or state other “forward-looking”
information. You should be aware that the occurrence of any of the events described under “Management’s Discussion and
Analysis of Financial Condition and Results of Operations,” “Risk Factors” and elsewhere in this Form 10-K could
substantially harm our business, results of operations and financial condition and that upon the occurrence of any of these
events, the trading price of our common stock could decline, and you could lose all or part of your investment.

We cannot guarantee any future results, levels of activity, performance or achievements. Except as required by law, we
undertake no obligation to update any of the forward-looking statements in this Form 10-K after the date of this Form 10-K.

As used in this Form 10-K, the words “we,” “our,” “us,” “PetroQuest” and the “Company” refer to PetroQuest Energy,
Inc., its predecessors and subsidiaries, except as otherwise specified. We have provided definitions for some of the oil and
natural gas industry terms used in this Form 10-K in “Glossary of Certain Oil and Natural Gas Terms” beginning on page 56.
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Part I

Item 1 and
2.

Business and Properties Items

Overview

PetroQuest Energy, Inc. is an independent oil and gas company incorporated in the State of Delaware with primary
operations in Texas and Louisiana. We seek to grow our production, proved reserves, cash flow and earnings at low finding
and development costs through a balanced mix of exploration, development and acquisition activities. From the
commencement of our operations through 2002, we were focused exclusively in the Gulf Coast Basin with onshore
properties principally in southern Louisiana and offshore properties in the shallow waters of the Gulf of Mexico shelf. During
2003, we began the implementation of our strategic goal of diversifying our reserves and production into longer life and
lower risk onshore properties with our acquisition of the Carthage Field in East Texas. From 2005 through 2015, we further
implemented this strategy by focusing our efforts in the Woodford Shale play in Oklahoma. In response to lower commodity
prices and to strengthen our balance sheet, we sold all of our Oklahoma assets in three transactions that closed in June 2015,
April 2016 and October 2016 (the "Oklahoma Divestitures"). See Note 2 - Acquisitions and Divestitures. In December 2017,
we acquired approximately 24,600 gross acres in central Louisiana targeting the Austin Chalk to attempt to increase our oil
production and reserves. During January 2018, we sold all of our Gulf of Mexico assets to further reduce our liabilities and
strengthen our liquidity position.

Our liquidity position has been negatively impacted by the prolonged decline in commodity prices that began in late
2014. In response, we executed the following actions aimed at preserving liquidity, reducing overall debt levels and extending
debt maturities:

• Completed the Oklahoma Divestitures for $292.6 million;

• Completed two debt exchanges to extend maturities on a significant portion of debt;

• Reduced total debt 29% from $425 million at December 31, 2014 to $302.6 million at December 31, 2017;

• Entered into a new $50 million Multidraw Term Loan Agreement (as defined below) maturing in 2020; and

• Significantly reduced our capital expenditures in 2016 and secured a new drilling joint venture in East Texas to
facilitate the restart of drilling operations at the end of 2016.

In addition to extending the maturity on approximately $113.0 million of debt due in 2017 to 2021, our September
2016 debt exchange permitted us to reduce our cash interest expense on our 2021 PIK Notes (as defined below) from 10%
cash to 1% cash and 9% payment-in-kind for the first three semi-annual interest payments ending with the February 2018
interest payment, which provided us with approximately $31.6 million of cash interest savings during 2017 and 2018. To
enhance our liquidity and provide capital to address the 10% Senior Notes due 2017 (the "2017 Notes") remaining
outstanding after our debt exchanges, in October 2016, we entered into a new $50 million Multidraw Term Loan Agreement
(the "Multidraw Term Loan Agreement") maturing in 2020, replacing our prior bank credit facility, which had no borrowing
base on the date of termination. In March 2017, we utilized borrowings under this Multidraw Term Loan Agreement and cash
on hand to redeem the remaining 2017 Notes.

Oil and gas prices realized in 2017 were more favorable than those realized in 2016. Stated on an Mcfe basis, unit
prices received during the year ended December 31, 2017 were 38% higher than the prices received during the year ended
December 31, 2016. During the first quarter of 2017, we recompleted our Thunder Bayou well in South Louisiana into a
larger sand package and continued drilling under our East Texas joint venture drilling program, which commenced at the end
of 2016. Under the drilling program, we drilled ten gross wells during 2017 of which eight were completed as of
December 31, 2017. The remaining two wells were completed during the first quarter of 2018. As a result of our successful
recompletion and drilling operations during 2017, we grew production and estimated proved reserves significantly during
2017 as compared to 2016. Our average daily production during the year ended December 31, 2017 increased 17% over
average daily production during the year ended December 31, 2016 and our estimated proved reserves at December 31, 2017
grew 35% from 2016.

Business Strategy

Preserve Our Liquidity and Strengthen Our Balance Sheet.  In response to lower commodity prices we have
executed various transactions, as highlighted above, aimed at preserving liquidity and improving our balance sheet. We strive
to consistently fund our capital expenditures with a combination of cash flow from operations, proceeds from asset sales and
joint venture arrangements rather than increasing our total debt. Because we operate approximately 82% of our total
estimated proved reserves
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and manage the drilling and completion activities on an additional 3% of such reserves, we expect to be able to control the
timing of a substantial portion of our capital investments. As we did during 2017, we plan to continue to monetize non-core
assets to provide incremental liquidity and to utilize certain joint venture arrangements to reduce our share of drilling capital.
Additionally, we plan to maintain our commodity hedging program, as in prior years, to reduce our exposure to commodity
price volatility.

Pursue Balanced Growth and Portfolio Mix. We plan to pursue a risk-balanced approach to the growth and stability
of our reserves, production, cash flows and earnings. Our goal is to weight our capital allocation to lower risk development
activities and reduce the capital allocated to higher risk exploration activities. Through our ongoing portfolio diversification
efforts, at December 31, 2017, approximately 84% of our estimated proved reserves were located in longer life and lower
risk basins in East Texas and 16% were located in the shorter life, but higher flow rate reservoirs in the Gulf Coast Basin. In
terms of production diversification, during 2017, 37% of our production was derived from longer life basins. Our 2017
production was comprised of 71% natural gas, 13% oil and 16% natural gas liquids. We believe that the development of our
recently acquired Austin Chalk acreage in central Louisiana, will allow us to meet our goal of having a more balanced
commodity profile as these assets are believed to have a greater percentage of oil production than our East Texas assets.

Focus Capital Toward More Predictable Onshore Assets.  As a result of the sale of our Gulf of Mexico assets in
January 2018, our asset base is now exclusively comprised of onshore assets in Texas and Louisiana. We plan to continue to
focus the majority of our capital spending developing our lower-risk Cotton Valley acreage in East Texas where we believe
the less complex geology, combined with the large inventory of offsetting vertical and horizontal well data, offers greater
predictability in increasing production and proved reserves. Since beginning horizontal drilling operations in the Carthage
Field, we have a 100% five year drilling success rate on 22 gross wells drilled. Additionally, our East Texas acreage position
provides a significant inventory of future drilling locations, which we expect to develop over a long-term drilling campaign.
We also expect to drill our initial well in our recently acquired Austin Chalk acreage in 2018, where we have substantial
geologic and reservoir data from a multitude of vertical and horizontal wells in the area. We plan to apply our latest drilling
and completion techniques to consistently improve the economic development of our resource potential.

Concentrate in Core Operating Areas and Build Scale.  With the sale of our Gulf of Mexico assets, we have
substantially reduced our operational footprint allowing us to concentrate our efforts in fewer areas. We plan to focus on our
operations in East Texas and our recently acquired Austin Chalk acreage. We also expect to continue to harvest cash flow
from our Gulf Coast producing assets as they are expected to require minimal capital expenditures. Operating in concentrated
areas helps to better control our overhead by enabling us to manage a greater amount of acreage with fewer employees and
minimize incremental costs of increased drilling and production. We have substantial geological and reservoir data, operating
experience and partner relationships in these regions. We believe that these factors, combined with the existing infrastructure
and favorable geologic conditions with multiple known oil and gas producing reservoirs in these regions, will provide us with
attractive investment opportunities.

2017 Financial and Operational Summary

During 2017, we invested $59.4 million in exploratory, development and acquisition activities. We drilled 6 gross
development wells and 2 gross exploratory wells, realizing an overall success rate of 100%. These activities were financed
through cash on hand, asset sale proceeds and our cash flow from operations. Additionally, we acquired approximately 24,600
gross acres in central Louisiana targeting the Austin Chalk formation for approximately $9.3 million and the issuance of 2.0
million shares of common stock. During 2017, our production increased 17% to 27.6 Bcfe as a result of the recompletion of
our Thunder Bayou well in South Louisiana into a larger sand package and continued drilling under our East Texas joint
venture drilling program. Our estimated proved reserves at December 31, 2017 increased 35% from 2016 as discussed in
greater detail below.

Oil and Gas Reserves

Our estimated proved reserves at December 31, 2017 increased 35% from 2016 totaling 1.8 MMBbls of oil, 19.4
Bcfe of natural gas liquids (Ngls) and 125.4 Bcf of natural gas. At December 31, 2017, our standardized measure of our
discounted cash flows, which includes the estimated impact of future income taxes, totaled $127.3 million. We had a pre-tax
present value, discounted at 10%, of the estimated future net revenues based on 12-month, first day of month, average prices
during 2017 (“PV-10”) of $127.3 million. The increase in reserves was the result of 73.9 Bcfe added due to our drilling
program in East Texas where we drilled eight gross wells during 2017. In response to low ethane prices, during 2017 we
elected to bypass ethane processing on a portion of our East Texas production. As a result, we reduced our estimated proved
Ngl reserves to reflect the assumption that ethane would continue to not be recovered as natural gas liquids. Overall, we had a
100% drilling success rate during 2017.
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See the reconciliation of standardized measure of discounted cash flows to PV-10 below. Our standardized measure of
discounted cash flows and PV-10 utilized prices (adjusted for field differentials) for the years ended December 31, 2017 and
2016 as follows:

 12/31/2017 12/31/2016
Oil per Bbl $52.46 $40.85
Natural gas per Mcf $3.03 $2.40
Ngl per Mcfe $3.23 $1.82

    Ryder Scott Company, L.P., a nationally recognized independent petroleum engineering firm, prepared the estimates of our
proved reserves and future net cash flows (and present value thereof) attributable to such proved reserves at December 31,
2017. Our internal reservoir engineering staff is managed by an individual with over 35 years of industry experience as a
reservoir and production engineer, including fifteen years as a reservoir engineering manager with PetroQuest. This individual
is responsible for overseeing the estimates prepared by Ryder Scott.

Our internal controls that are used in our reserve estimation process are designed to provide reasonable assurance that
our reserve estimates are computed and reported in accordance with SEC rules and regulations and generally accepted
accounting principles ("GAAP"). These internal controls are regularly tested in connection with our annual assessment of
internal controls over financial reporting and include:

• Utilizing documented process workflows;

• Employing qualified professional engineering, geological, land, financial and marketing personnel; and

• Providing continuing education and training for all personnel involved in our reserve estimation process.

Each quarter, our Reservoir Engineering Manager presents the status of the changes to our reserve estimates to our
executive team, including our Chief Executive Officer.  These reserve estimates are then presented to our Board of Directors
in connection with quarterly meetings.  In addition, our reserve booking policies and procedures are reviewed annually by one
of the members of our Board of Directors with technical experience, acting on behalf of our Audit Committee.

With respect to proved undeveloped reserves (“PUD reserves”), we maintain a five year development plan that is
updated and approved annually by our PUD Review Committee (as described below) with input from our executive team and
asset managers and reviewed quarterly by our executive team and asset managers. Our development plan includes only PUDs
that we are reasonably certain will be drilled within five years of booking based upon qualitative and quantitative factors
including estimated risk-based returns, current pricing forecasts, recent drilling results, availability of services, equipment
and personnel, seasonal weather patterns and changes in drilling and completion techniques and technology. Our PUD
reserves are based upon our substantial basin-specific technical and operating experience relative to the location of the
reserves. Over the last five years, we have realized a 100% drilling success rate on 22 gross wells drilled in East Texas where
100% of our PUD reserves are currently booked. Furthermore, because all of our PUD reserves are direct offsetting
locations to producing wells, we have comprehensive data available, which enables us to forecast economic results, including
drilling and operating costs, with reasonable certainty.

Our PUD Review Committee (the “Committee”) is comprised of our Executive Vice President of Operations, Chief
Financial Officer and Reservoir Engineering Manager and meets annually in connection with each year-end reserve report.
The Committee is responsible for reviewing all PUD locations, not only in terms of technical and financial merits as
reviewed by our independent petroleum engineering firm, but also to apply a robust evaluation of the timing and reasonable
certainty of the development plan in light of all known circumstances including our budget, the outlook for commodity prices
and the location of ongoing drilling programs. The Committee’s evaluation of reasonable certainty of the development plan
includes a thorough assessment of near term drilling plans to develop PUDs, a review of adherence to previously adopted
development plans and a review of historical PUD conversion rates.

The following table sets forth certain information about our estimated proved reserves as of December 31, 2017: 

  Oil (MBbls)  NGL (Mmcfe)  Natural Gas (Mmcf)  Total Mmcfe*
Proved Developed  1,078  12,564  57,409  76,441
Proved Undeveloped  770  6,857  68,029  79,506
Total Proved  1,848  19,421  125,438  155,947
 

* Oil conversion to Mcfe at one Bbl of crude oil, condensate or natural gas liquids to six Mcf of natural gas.
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As of December 31, 2017, our PUD reserves totaled 79.5 Bcfe, a 66% increase from our PUD reserves at
December 31, 2016. During 2017, we spent $9.8 million converting 13.8 Bcfe of PUD reserves at December 31, 2016 to
proved developed reserves at December 31, 2017.

The following table presents an analysis of the change in our PUD reserves from December 31, 2016 to December 31, 2017:

 MMcfe
PUD reserve balance at December 31, 2016 47,787
Conversions to proved developed (13,778)
Additions from extensions, discoveries and revisions 46,784
Divestitures (1,287)
PUD reserve balance at December 31, 2017 79,506

During 2017, we added 46.8 Bcfe of PUD reserves as a result of the success of our 2017 East Texas drilling program.
Our 2017 drilling program was concentrated in a particular area of our acreage, which enabled us to book multiple PUD
locations as offsets to producing horizontal wells. All of our PUD reserves at December 31, 2017 were associated with the
future development of our East Texas properties. We expect all of our PUD reserves at December 31, 2017 to be developed
over the next five years. However, our PUD reserve inventory does not encompass all drilling activities over the next five
years. For example, during 2017 we converted 17.6 Bcfe of reserves that were classified as probable reserves at December
31, 2016 to proved developed producing at December 31, 2017. These properties are not included in the above table. We
expect to continue to allocate capital to projects that do not have proved reserves ascribed to them. At December 31, 2017,
we had no PUD reserves booked for longer than five years. Estimated future costs related to the development of PUD
reserves are expected to total $4.2 million in 2018, $14.2 million in 2019, $11.3 million in 2020 and $58.4 million in 2022.
During 2018, we expect to convert approximately 6.5 Bcfe of PUDs at December 31, 2017 to proved developed reserves.

The estimated cash flows from our proved reserves at December 31, 2017 were as follows:

  
Proved Developed

(M$)  

Proved
Undeveloped

(M$)  
Total Proved

(M$)
Estimated pre-tax future net cash flows (1)  $ 124,313  $ 102,313  $ 226,626
Discounted pre-tax future net cash flows (PV-10) (1)  $ 95,794  $ 31,503  $ 127,297
Total standardized measure of discounted future net cash
flows      $ 127,297
  

(1) Estimated pre-tax future net cash flows and discounted pre-tax future net cash flows (PV-10) are non-GAAP measures
because they exclude income tax effects. Management believes these non-GAAP measures are useful to investors as
they are based on prices, costs and discount factors that are consistent from company to company, while the
standardized measure of discounted future net cash flows is dependent on the unique tax situation of each individual
company. As a result, the Company believes that investors can use these non-GAAP measures as a basis for comparison
of the relative size and value of the Company’s reserves to other companies. The Company also understands that
securities analysts and rating agencies use these non-GAAP measures in similar ways.

The following table reconciles undiscounted and discounted future net cash flows to standardized measure of
discounted cash flows as of December 31, 2017:

 Total Proved (M$)
Estimated pre-tax future net cash flows $ 226,626
10% annual discount 99,329
Discounted pre-tax future net cash flows 127,297
Future income taxes discounted at 10% —
Standardized Measure of discounted future net cash flows $ 127,297

We have not filed any reports with other federal agencies that contain an estimate of total proved net oil and gas
reserves.
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Core Areas

The following table sets forth estimated proved reserves and annual production from each of our core areas (in Bcfe)
for the years ended December 31, 2017 and 2016.

  2017  2016
  Reserves  Production  Reserves  Production
Gulf Coast  13.8  10.6  16.3  6.9
Gulf of Mexico (1)  10.5  6.9  16.6  5.9
East Texas  131.6  10.1  82.6  9.0
Oklahoma Woodford (2)  —  —  —  1.7
  155.9  27.6  115.5  23.5

(1) In January 2018, we sold all of our Gulf of Mexico assets.
(2) In April and October 2016, we sold the remainder of our Oklahoma assets.

East Texas
During 2017, we invested $36.4 million in our East Texas properties where we drilled eight gross wells, achieving a

100% success rate. Net production from our East Texas assets averaged 27.7 MMcfe per day during 2017, a 12% increase
from 2016 average daily production, and our estimated proved reserves increased 59% from 2016 due to our drilling
program.

Gulf Coast
During 2017, we invested $16.1 million in this core area, including the acquisition of Austin Chalk acreage in central

Louisiana. Production from this area increased 54% from 2016 totaling 28.9 MMcfe per day in 2017 due to the
recompletion of our Thunder Bayou well into a larger sand package partially offset by normal production declines in the Gulf
Coast area. Our estimated proved reserves in this area at year end 2017 decreased 15% from 2016 primarily as a result of the
10.6 Bcfe of production in 2017.

Gulf of Mexico
During 2017, we invested $7.1 million in this area. Production from this area increased 18% from 2016 totaling 19.0

MMcfe per day in 2017 due primarily to the recompletion of a well in our Ship Shoal 72 field. Our estimated proved reserves
in this area at year end 2017 decreased 37% from 2016 primarily as a result of the 6.9 Bcfe of production in 2017. We sold
our Gulf of Mexico assets in January of 2018 (See Note 2 - Acquisitions and Divestitures).

Markets and Customers

We sell our oil and natural gas production under fixed or floating market contracts. Customers purchase all of our oil
and natural gas production at current market prices. The terms of the arrangements generally require customers to pay us
within 30 days after the production month ends. As a result, if the customers were to default on their payment obligations to
us, near-term earnings and cash flows would be adversely affected. However, due to the availability of other markets and
pipeline connections, we do not believe that the loss of these customers or any other single customer would adversely affect
our ability to market production. Our ability to market oil and natural gas from our wells depends upon numerous factors
beyond our control, including:
 

• the extent of domestic production and imports of oil and natural gas;

• the proximity of the natural gas production to pipelines;

• the availability of capacity in such pipelines;

• the demand for oil and natural gas by utilities and other end users;

• the availability of alternative fuel sources;

• the effects of inclement weather;

• state and federal regulation of oil and natural gas production; and

• federal regulation of gas sold or transported in interstate commerce.
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We cannot assure you that we will be able to market all of the oil or natural gas we produce or that favorable prices can
be obtained for the oil and natural gas we produce.

A portion of the natural gas production that we operate in East Texas is committed to a minimum volumetric delivery
contract with a third party pipeline company. Under the terms of the agreement, we are required to deliver 8.0 Bcf of natural
gas during 2018 and 11.0 Bcf in each of the twelve-month periods ended December 31, 2019, 2020 and 2021, respectively.
Based upon our projected drilling plans, current estimated proved developed reserves and production, we expect that this
commitment will be met.

In view of the many uncertainties affecting the supply and demand for oil, natural gas and refined petroleum products,
we are unable to predict future oil and natural gas prices and demand or the overall effect such prices and demand will have on
the Company. During 2017, one customer accounted for 29% and one accounted for 24% of our oil and natural gas revenue.
During 2016, one customer accounted for 23%, one accounted for 17%, one accounted for 14% and one accounted for 10%
of our oil and natural gas revenue. During 2015, one customer accounted for 21%, one accounted for 18%, one accounted
for 17% and one accounted for 10% of our oil and natural gas revenue. These percentages do not consider the effects of
commodity hedges. We do not believe that the loss of any of our oil or natural gas purchasers would have a material adverse
effect on our operations due to the availability of other purchasers.
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Production, Pricing and Production Cost Data

The following table sets forth our production, pricing and production cost data during the periods indicated. Our core
area of East Texas represented approximately 84% of our total estimated proved reserves at December 31, 2017. The Gulf
Coast and Gulf of Mexico areas each represented less than 10% of our total estimated proved reserves at December 31,
2017, but each represented 25% or more of our total production for the year ended December 31, 2017.

  Year Ended December 31,
  2017  2016  2015
Production:       
Oil (Bbls):       
     Gulf Coast  235,639  127,344  158,867
     Gulf of Mexico  304,384  336,559  314,979
     East Texas  51,529  38,154  50,739
     Other (3)  6  144  3,944
Total Oil (Bbls)  591,558  502,201  528,529
Gas (Mcf):       
     Gulf Coast  7,352,273  5,075,444  5,237,692
     Gulf of Mexico  4,644,749  3,521,044  4,183,339
     East Texas  7,617,452  6,350,712  7,838,144
     Other (3)  (3,510)  1,669,378  8,242,676
Total Gas (Mcf)  19,610,964  16,616,578  25,501,851
NGL (Mcfe):       
     Gulf Coast  1,787,950  1,039,368  1,051,312
     Gulf of Mexico  466,608  356,245  496,916
     East Texas  2,198,165  2,471,936  2,946,185
     Other (3)  94  3,398  992,826
Total NGL (Mcfe)  4,452,817  3,870,947  5,487,239
Total Production (Mcfe):       
     Gulf Coast  10,554,057  6,878,876  7,242,206
     Gulf of Mexico  6,937,661  5,896,643  6,570,129
     East Texas  10,124,791  9,051,572  11,088,763
     Other (3)  (3,380)  1,673,640  9,259,166
Total Production (Mcfe)  27,613,129  23,500,731  34,160,264
Average sales prices (1):       
Oil (per Bbl):       
     Gulf Coast  $ 53.19  $ 40.91  $ 47.32
     Gulf of Mexico  52.63  41.41  49.75
     East Texas  52.47  38.35  48.28
     Other (3)  46.38  37.85  50.88
Total Oil (per Bbl)  52.84  41.05  48.89
Gas (per Mcf)       
     Gulf Coast  3.09  2.40  2.68
     Gulf of Mexico  3.04  2.09  2.40
     East Texas  2.97  2.31  2.63
     Other (3)  2.29  1.17  1.75
Total Gas (per Mcf)  3.03  2.18  2.32
NGL (per Mcfe)       
     Gulf Coast  4.45  3.18  3.21
     Gulf of Mexico  3.90  2.97  2.66
     East Texas  2.88  1.50  1.94
     Other (3)  3.63  5.22  3.49
Total NGL (per Mcfe)  3.62  2.09  2.53
Total Per Mcfe:       
     Gulf Coast  4.09  3.01  3.44



     Gulf of Mexico  4.61  3.79  4.11
     East Texas  3.12  2.19  2.60
     Other (3)  2.20  1.18  1.96
Total Per Mcfe  3.87  2.76  2.89
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Average Production Cost per Mcfe (2):       
     Gulf Coast  0.67  0.70  0.75
     Gulf of Mexico  2.20  2.43  3.08
     East Texas  1.08  0.89  0.90
     Other (3)  11.55  0.80  0.48
Total Average Production Cost per Mcfe  1.20  1.21  1.17
 

(1) Does not include the effect of hedges.
(2) Production costs do not include production taxes.
(3) Includes Oklahoma-Woodford.

Oil and Gas Producing Wells
    

The following table details the productive wells in which we owned an interest as of December 31, 2017:
    

 Gross  Net
Productive Wells:    

Oil:    
Gulf Coast 2  0.16
Gulf of Mexico 12  8.15
East Texas —  —

 14  8.31
Gas:    

Gulf Coast 4  1.41
Gulf of Mexico 10  7.23
East Texas 84  52.57

 98  61.21
Total 112  69.52

    
Of the 112 gross productive wells at December 31, 2017, one had a dual completion. All of the productive wells in the

Gulf of Mexico were sold in January 2018.
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Oil and Gas Drilling Activity

The following table sets forth the wells drilled and completed by us during the periods indicated. All wells were drilled
in the continental United States. 

  2017  2016  2015
  Gross  Net  Gross  Net  Gross  Net
Exploration:             

Productive:       
Gulf Coast Basin  —  —  —  —  —  —
East Texas  2  1.53  —  —  4  3.31
Other (1)  —  —  —  —  22  5.05

  2  1.53  —  —  26  8.36
Non-productive:       
Gulf Coast Basin  —  —  —  —  3  1.22
East Texas  —  —  —  —  —  —
Other (1)  —  —  —  —  —  —

  —  —  —  —  3  1.22
Total  2  1.53  —  —  29  9.58

Development:             
Productive:       
Gulf Coast Basin  —  —  —  —  —  —
East Texas  6  4.33  1  0.81  —  —
Other (1)  —  —  4  0.02  27  4.30

  6  4.33  5  0.83  27  4.30
Non-productive:       
Gulf Coast Basin  —  —  —  —  —  —
East Texas  —  —  —  —  —  —
Other (1)  —  —  —  —  —  —

  —  —  —  —  —  —
Total  6  4.33  5  0.83  27  4.30

(1) Includes Oklahoma-Woodford.

At December 31, 2017, we had 2 gross (1.46 net) wells in progress.

Leasehold Acreage

The following table shows our approximate developed and undeveloped (gross and net) leasehold acreage as of
December 31, 2017: 

  Leasehold Acreage
  Developed  Undeveloped
  Gross  Net  Gross  Net
Louisiana  4,378  1,462  24,724  19,752
Texas  41,442  21,380  11,371  7,337
Federal Waters  26,859  16,813  6,420  6,420
Total  72,679  39,655  42,515  33,509

Leases covering 4% of our net undeveloped acreage are scheduled to expire in 2018, 4% in 2019, 60% in 2020 and
32% thereafter. At December 31, 2017, we do not have any PUD reserves attributed to acreage that has an expiration date
preceding the scheduled date for initial development. Of the acreage subject to leases scheduled to expire during 2018, 99%
relates to undeveloped acreage in the Carthage area in East Texas.
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Title to Properties

Title to properties is subject to contractual arrangements customary in the oil and gas industry, liens for taxes not yet
due and, in some instances, other encumbrances. We believe that such burdens do not materially detract from the value of
properties or from the respective interests therein or materially interfere with their use in the operation of the business.

As is customary in the industry, other than a preliminary review of local records, little investigation of record title is
made at the time of acquisitions of undeveloped properties. Investigations, which generally include a title opinion of outside
counsel, are made prior to the consummation of an acquisition of producing properties and before commencement of drilling
operations on undeveloped properties. Our properties are typically subject, in one degree or another, to one or more of the
following:
 

• royalties and other burdens and obligations, express or implied, under oil and gas leases;

• overriding royalties and other burdens created by us or our predecessors in title;

• a variety of contractual obligations (including, in some cases, development obligations) arising under operating
agreements, farmout agreements, production sales contracts and other agreements that may affect the properties or
their titles;

• back-ins and reversionary interests existing under purchase agreements and leasehold assignments;

• liens that arise in the normal course of operations, such as those for unpaid taxes, statutory liens securing obligations
to unpaid suppliers and contractors and contractual liens under operating agreements; pooling, unitization and
communitization agreements, declarations and orders; and

• easements, restrictions, rights-of-way and other matters that commonly affect property.

To the extent that such burdens and obligations affect our rights to production revenues, they have been taken into
account in calculating our net revenue interests and in estimating the size and value of our reserves. We believe that the
burdens and obligations affecting our properties are conventional in the industry for properties of the kind that we own.

Federal Regulations

Sales and Transportation of Natural Gas. Historically, the transportation and sales for resale of natural gas in
interstate commerce have been regulated pursuant to the Natural Gas Act of 1938 (“NGA”), the Natural Gas Policy Act of
1978 and the Federal Energy Regulatory Commission (“FERC”) regulations. Effective January 1, 1993, the Natural Gas
Wellhead Decontrol Act deregulated the price for all “first sales” of natural gas. Thus, all of our sales of gas may be made at
market prices, subject to applicable contract provisions. Sales of natural gas are affected by the availability, terms and cost of
pipeline transportation. Since 1985, the FERC has implemented regulations intended to make natural gas transportation more
accessible to gas buyers and sellers on an open-access, non-discriminatory basis. We cannot predict what further action the
FERC will take on these matters. Some of the FERC's more recent proposals may, however, adversely affect the availability
and reliability of interruptible transportation service on interstate pipelines. We do not believe that we will be affected by any
action taken materially differently than other natural gas producers, gatherers and marketers with which we compete.

The Outer Continental Shelf Lands Act (the “OCSLA”), which was administered by the Bureau of Ocean Energy
Management, Regulation and Enforcement (the “BOEMRE”) and, after October 1, 2011, its successors, the Bureau of Ocean
Energy Management (the “BOEM”) the Bureau of Safety and Environmental Enforcement (the “BSEE”), and the FERC,
requires that all pipelines operating on or across the shelf provide open-access, non-discriminatory service. There are
currently no regulations implemented by the FERC under its OCSLA authority on gatherers and other entities outside the
reach of its NGA jurisdiction. Therefore, we do not believe that any FERC, BOEM or BSEE action taken under OCSLA will
affect us in a way that materially differs from the way it affects other natural gas producers, gatherers and marketers with
which we compete.

Our natural gas sales are generally made at the prevailing market price at the time of sale. Therefore, even though we
sell significant volumes to major purchasers, we believe that other purchasers would be willing to buy our natural gas at
comparable market prices.

On August 8, 2005, the Energy Policy Act of 2005 (the “2005 EPA”) was signed into law. This comprehensive act
contains many provisions that are intended to encourage oil and gas exploration and development in the U.S. The 2005 EPA
directs the FERC, BOEM and other federal agencies to issue regulations that will further the goals set out in the 2005 EPA.
The 2005 EPA amends the NGA to make it unlawful for “any entity”, including otherwise non-jurisdictional producers such as
us, to use any deceptive or manipulative device or contrivance in connection with the purchase or sale of natural gas or the
purchase or sale of
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transportation services subject to regulation by the FERC, in contravention of rules prescribed by the FERC. On January 20,
2006, the FERC issued rules implementing this provision. The rules make it unlawful in connection with the purchase or sale
of natural gas subject to the jurisdiction of the FERC, or the purchase or sale of transportation services subject to the
jurisdiction of the FERC, for any entity, directly or indirectly, to use or employ any device, scheme or artifice to defraud; to
make any untrue statement of material fact or omit to make any such statement necessary to make the statements made not
misleading; or to engage in any act or practice that operates as a fraud or deceit upon any person. The new anti-manipulation
rule does not apply to activities that relate only to intrastate or other non-jurisdictional sales or gathering, but does apply to
activities of otherwise non-jurisdictional entities to the extent the activities are conducted “in connection with” gas sales,
purchases or transportation subject to FERC jurisdiction. It therefore reflects a significant expansion of the FERC's
enforcement authority. To date, we do not believe we have been, nor do we anticipate we will be affected any differently than
other producers of natural gas.

In 2007, the FERC issued a final rule on annual natural gas transaction reporting requirements, as amended by
subsequent orders on rehearing (“Order 704”). Under Order 704, wholesale buyers and sellers of more than 2.2 million
MMBtu of physical natural gas in the previous calendar year, including interstate and intrastate natural gas pipelines, natural
gas gatherers, natural gas processors and natural gas marketers are now required to report, on May 1 of each year, beginning in
2009, aggregate volumes of natural gas purchased or sold at wholesale in the prior calendar year to the extent such
transactions utilize, contribute to, or may contribute to the formation of price indices. It is the responsibility of the reporting
entity to determine which individual transactions should be reported based on the guidance of Order 704. The monitoring and
reporting required by these rules have increased our administrative costs. To date, we do not believe we have been, nor do we
anticipate that we will be affected any differently than other producers of natural gas.

Sales and Transportation of Crude Oil. The spot markets for oil, gas and natural gas liquids ("NGLs") are subject to
volatility and supply and demand factors fluctuations. Our sales of crude oil, condensate and natural gas liquids are not
currently regulated, and are subject to applicable contract provisions made at market prices and typically under short term
agreements with third parties. Additionally, we may periodically enter into financial hedging arrangements or fixed-price
contracts associated with a portion of our oil, gas or natural gas liquids production. In a number of instances, however, the
ability to transport and sell such products is dependent on pipelines whose rates, terms and conditions of service are subject
to the FERC's jurisdiction under the Interstate Commerce Act. In other instances, the ability to transport and sell such
products is dependent on pipelines whose rates, terms and conditions of service are subject to regulation by state regulatory
bodies under state statutes.

The regulation of pipelines that transport crude oil, condensate and natural gas liquids is generally more light-handed
than the FERC's regulation of gas pipelines under the NGA. Regulated pipelines that transport crude oil, condensate, and
natural gas liquids are subject to common carrier obligations that generally ensure non-discriminatory access. With respect to
interstate pipeline transportation subject to regulation of the FERC under the Interstate Commerce Act, rates generally must
be cost-based, although market-based rates or negotiated settlement rates are permitted in certain circumstances. Pursuant to
FERC Order No. 561, pipeline rates are subject to an indexing methodology. Under this indexing methodology, pipeline rates
are subject to changes in the Producer Price Index for Finished Goods, minus one percent. A pipeline can seek to increase its
rates above index levels provided that the pipeline can establish that there is a substantial divergence between the actual costs
experienced by the pipeline and the rate resulting from application of the index. A pipeline can seek to charge market based
rates if it establishes that it lacks significant market power. In addition, a pipeline can establish rates pursuant to settlement if
agreed upon by all current shippers. A pipeline can seek to establish initial rates for new services through a cost-of-service
proceeding, a market-based rate proceeding, or through an agreement between the pipeline and at least one shipper not
affiliated with the pipeline.

Federal Leases. We maintain operations located on federal oil and natural gas leases, which are administered by the
BOEM or the BSEE, pursuant to the OCSLA. The BOEM handles offshore leasing, resource evaluation, review and
administration of oil and gas exploration and development plans, renewable energy development, National Environmental
Policy Act analysis and environmental studies, and the BSEE is responsible for the safety and enforcement functions of
offshore oil and gas operations, including the development and enforcement of safety and environmental regulations,
permitting of offshore exploration, development and production activities, inspections, offshore regulatory programs, oil
spill response and newly formed training and environmental compliance programs. We are currently subject to regulations
governing the plugging and abandonment of wells located offshore and the installation and removal of all production facilities,
structures and pipelines, and the BOEM or the BSEE may in the future amend these regulations.

To cover the various obligations of lessees on the Outer Continental Shelf (the “OCS”), the BOEM generally requires
that lessees have substantial net worth or post bonds or other acceptable assurances that such obligations will be satisfied.
While we were exempt from such supplemental bonding requirements in the past, beginning in 2014 we were required to post
supplemental bonding or alternate form of collateral for certain of our offshore properties. As a result, we engaged a number
of surety companies to post the requisite bonds. Pursuant to the terms of our agreements with these surety companies, we
have provided cash deposits of $10.7 million as collateral to support certain of the bonds that are issued on our behalf. As a
result of the sale of our Gulf of
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Mexico assets in January 2018, we expect to receive a refund of these cash deposits following the assumption of
operatorship and the posting of bonds or other acceptable assurances with respect to these assets by the purchaser of the
assets.

The Office of Natural Resources Revenue (the “ONRR”) in the U.S. Department of the Interior administers the
collection of royalties under the terms of the OCSLA and the oil and natural gas leases issued thereunder. The amount of
royalties due is based upon the terms of the oil and natural gas leases as well as the regulations promulgated by the ONRR.

Federal, State or American Indian Leases. In the event we conduct operations on federal, state or American Indian
oil and gas leases, such operations must comply with numerous regulatory restrictions, including various nondiscrimination
statutes, and certain of such operations must be conducted pursuant to certain on-site security regulations and other
appropriate permits issued by the Bureau of Land Management (“BLM”) or the BOEM or other appropriate federal or state
agencies.

The Mineral Leasing Act of 1920 (“Mineral Act”) prohibits direct or indirect ownership of any interest in federal
onshore oil and gas leases by a foreign citizen of a country that denies “similar or like privileges” to citizens of the United
States. Such restrictions on citizens of a “non-reciprocal” country include ownership of holding or controlling stock in a
corporation that holds a federal onshore oil and gas lease. If this restriction is violated, the corporation's lease can be
cancelled in a proceeding instituted by the United States Attorney General. Although the regulations of the BLM (which
administers the Mineral Act) provide for agency designations of non-reciprocal countries, there are presently no such
designations in effect. We own an interest in one federal onshore oil and gas lease. It is possible that holders of our equity
interests may be citizens of foreign countries, which at some time in the future might be determined to be non-reciprocal
under the Mineral Act.

State Regulations

Most states regulate the production and sale of oil and natural gas, including:
 

• requirements for obtaining drilling permits;

• the method of developing new fields;

• the spacing and operation of wells;

• the prevention of waste of oil and gas resources; and

• the plugging and abandonment of wells.

The rate of production may be regulated and the maximum daily production allowable from both oil and gas wells may
be established on a market demand or conservation basis or both.

We may enter into agreements relating to the construction or operation of a pipeline system for the transportation of
natural gas. To the extent that such gas is produced, transported and consumed wholly within one state, such operations may,
in certain instances, be subject to the jurisdiction of such state’s administrative authority charged with the responsibility of
regulating intrastate pipelines. In such event, the rates that we could charge for gas, the transportation of gas, and the
construction and operation of such pipeline would be subject to the rules and regulations governing such matters, if any, of
such administrative authority.

Legislative Proposals

In the past, Congress has been very active in the area of natural gas regulation. New legislative proposals in Congress
and the various state legislatures, if enacted, could significantly affect the petroleum industry. At the present time it is
impossible to predict what proposals, if any, might actually be enacted by Congress or the various state legislatures and what
effect, if any, such proposals might have on our operations.

Environmental Regulations

General. Our activities are subject to existing federal, state and local laws and regulations governing environmental
quality and pollution control. Although no assurances can be made, we believe that, absent the occurrence of an extraordinary
event, compliance with existing federal, state and local laws and rules regulating the release of materials into the environment
or otherwise relating to the protection of human health, safety and the environment will not have a material effect upon our
capital expenditures, earnings or competitive position with respect to our existing assets and operations. We cannot predict
what effect additional regulation or legislation, enforcement policies, and claims for damages to property, employees, other
persons and the environment resulting from our operations could have on our activities.
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Our activities with respect to exploration and production of oil and natural gas, including the drilling of wells and the
operation and construction of pipelines and other facilities for extracting, transporting or storing natural gas and other
petroleum products, are subject to stringent environmental regulation by state and federal authorities, including the United
States Environmental Protection Agency (the “USEPA”). Such regulation can increase the cost of planning, designing,
installing and operating such facilities. Although we believe that compliance with environmental regulations will not have a
material adverse effect on us, risks of substantial costs and liabilities are inherent in oil and gas production operations, and
there can be no assurance that significant costs and liabilities will not be incurred. Moreover it is possible that other
developments, such as spills or other unanticipated releases, stricter environmental laws and regulations, and claims for
damages to property or persons resulting from oil and gas production, would result in substantial costs and liabilities to us.

Solid and Hazardous Waste. We own or lease numerous properties that have been used for production of oil and gas
for many years. Although we have utilized operating and disposal practices standard in the industry at the time, hydrocarbons
or solid wastes may have been disposed or released on or under these properties. In addition, many of these properties have
been operated by third parties that controlled the treatment of hydrocarbons or solid wastes and the manner in which such
substances may have been disposed or released. State and federal laws applicable to oil and gas wastes and properties have
gradually become stricter over time. Under these laws, we could be required to remove or remediate previously disposed
wastes (including wastes disposed or released by prior owners or operators) or property contamination (including
groundwater contamination by prior owners or operators) or to perform remedial plugging operations to prevent future
contamination.

Wastes, including hazardous wastes, are subject to regulation under the federal Resource Conservation and Recovery
Act (“RCRA”) and state statutes. Much of the waste we generate in our operations at exploration and production sites,
including hazardous waste, is exempt from regulation under RCRA, but generally remains subject to state storage, treatment
and disposal requirements. We also generate wastes exempt from RCRA requirements. The USEPA has limited the disposal
options for certain hazardous wastes. It is possible that certain wastes generated by our oil and gas operations which are
currently exempt from regulation under RCRA as “hazardous wastes” may in the future be designated as “hazardous wastes”
under RCRA or other applicable statutes, and therefore be subject to more rigorous and costly disposal requirements.

Naturally Occurring Radioactive Materials (“NORM”) are radioactive materials which precipitate on production
equipment or area soils during oil and natural gas extraction or processing. NORM wastes are regulated under the RCRA
framework, although such wastes may qualify for the oil and gas hazardous waste exclusion. Primary responsibility for
NORM regulation has been a state function. Standards have been developed for worker protection; treatment, storage and
disposal of NORM waste; management of waste piles, containers and tanks; and limitations upon the release of NORM-
contaminated land for unrestricted use. We believe that our operations are in material compliance with all applicable NORM
standards.

Superfund. The Comprehensive Environmental Response, Compensation and Liability Act (“CERCLA”), also known
as the “Superfund” law, imposes liability, without regard to fault or the legality of the original conduct, on certain persons
with respect to the release or threatened release of a “hazardous substance” into the environment. Liable persons under
CERCLA include the owner and operator of a site and persons that disposed or arranged for the disposal of hazardous
substances at a site. CERCLA also authorizes the USEPA and, in some cases, third parties to take actions in response to
threats to the public health or the environment and to seek to recover from the responsible persons the costs of such action.
State statutes impose similar liability.

Under CERCLA, the term “hazardous substance” does not include “petroleum, including crude oil or any fraction
thereof,” unless specifically listed or designated and the term does not include natural gas, natural gas liquids, liquefied
natural gas, or synthetic gas usable for fuel. While this “petroleum exclusion” lessens the significance of CERCLA to our
operations, we may generate waste that may fall within CERCLA's definition of a “hazardous substance” in the course of our
ordinary operations. We also currently own or lease properties that for many years have been used for the exploration and
production of oil and natural gas. Although we and, to our knowledge, our predecessors have used operating and disposal
practices that were standard in the industry at the time, “hazardous substances” may have been disposed or released on, under
or from the properties owned or leased by us or on, under or from other locations where these wastes have been taken for
disposal. At this time, we do not believe that we have any liability associated with any Superfund site, and we have not been
notified of any claim, liability or damages under CERCLA.

Endangered Species Act. Federal and state legislation including, in particular, the federal Endangered Species Act of
1973 (“ESA”), impose requirements to protect imperiled species from extinction by conserving and protecting threatened and
endangered species and the habitat upon which they depend. With specified exceptions, the ESA prohibits the “taking,”
including killing, harassing or harming, of any listed threatened or endangered species, as well as any degradation or
destruction of its habitat. In addition, the ESA mandates that federal agencies carry out programs for conservation of listed
species. Many state laws similarly protect threatened and endangered species and their habitat. We operate in areas in which
listed species may be present. As a result, we may be required to adopt protective measures, obtain incidental take permits,
and otherwise adjust our drilling plans to comply with ESA requirements.
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Oil Pollution Act. The Oil Pollution Act of 1990 (the “OPA”) and regulations thereunder impose a variety of
requirements on “responsible parties” related to the prevention of oil spills and liability for damages resulting from such
spills in United States waters. A “responsible party” includes the owner or operator of a facility or vessel, or the lessee or
permittee of the area in which an offshore facility is located. The OPA assigns liability to each responsible party for oil
removal costs and a variety of public and private damages. While liability limits apply in some circumstances, a party cannot
take advantage of liability limits if the spill was caused by gross negligence or willful misconduct or resulted from violation
of federal safety, construction or operating regulations. If the party fails to report a spill or to cooperate fully in the cleanup,
liability limits likewise do not apply. Few defenses exist to the liability imposed by the OPA.

The OPA establishes a liability limit for onshore facilities of $633.85 million and for offshore facilities of all
removal costs plus $133.65 million, and lesser limits for some vessels depending upon their size. The regulations
promulgated under OPA impose proof of financial responsibility requirements that can be satisfied through insurance,
guarantee, indemnity, surety bond, letter of credit, qualification as a self-insurer, or a combination thereof. The amount of
financial responsibility required depends upon a variety of factors including the type of facility or vessel, its size, storage
capacity, oil throughput, proximity to sensitive areas, type of oil handled, history of discharges and other factors. We carry
insurance coverage to meet these obligations, which we believe is customary for comparable companies in our industry. A
failure to comply with OPA's requirements or inadequate cooperation during a spill response action may subject a responsible
party to civil or criminal enforcement actions.

We are not aware of the occurrence of any action or event that would subject us to liability under OPA, and we believe
that compliance with OPA's financial responsibility and other operating requirements will not have a material adverse effect
on us.

Discharges. The Clean Water Act (“CWA”) regulates the discharge of pollutants to waters of the United States,
including wetlands, and requires a permit for the discharge of pollutants, including petroleum, to such waters. The CWA also
requires a permit for the discharge of dredged or fill material into wetlands. A revised regulatory definition of “Waters of the
United States” ("WOTUS") that would expand requirements for CWA permitting, was promulgated in 2015, but these
regulations were stayed pending the outcome of judicial challenges. A delay in implementation of the 2015 definition of
WOTUS to February 2020 was finalized in a February 2018 rulemaking to provide time for the federal agencies to reconsider
the regulatory definition of WOTUS and whether that definition should be expanded or modified. Certain facilities that store
or otherwise handle oil are required to prepare and implement Spill Prevention, Control and Countermeasure Plans and
Facility Response Plans relating to the possible discharge of oil to surface waters. We are required to prepare and comply
with such plans and to obtain and comply with discharge permits. We believe we are in substantial compliance with these
requirements and that any noncompliance would not have a material adverse effect on us. The CWA also prohibits spills of oil
and hazardous substances to waters of the United States in excess of levels set by regulations and imposes liability in the
event of a spill. State laws further provide civil and criminal penalties and liabilities for spills to both surface and
groundwaters and require permits that set limits on discharges to such waters.

Hydraulic Fracturing. Our exploration and production activities may involve the use of hydraulic fracturing
techniques to stimulate wells and maximize natural gas production. Citing concerns over the potential for hydraulic fracturing
to impact drinking water, human health and the environment, and in response to a Congressional directive, the USEPA
commissioned a study to identify potential risks associated with hydraulic fracturing and to improve scientific understanding
to guide USEPA’s regulatory oversight, guidance and, where appropriate, rulemaking related to hydraulic fracturing. A final
report for this study was released in December 2016 and provided information regarding potential vulnerability of drinking
water resources to hydraulic fracturing, but did not reach conclusions regarding the frequency or severity of impacts due to
data gaps and uncertainties. Some states now regulate utilization of hydraulic fracturing and others are in the process of
developing, or are considering development of, such rules to address the potential for drinking water impacts, induced
seismicity, and other concerns. In several localities and in New York, use of hydraulic fracturing has been banned, although
local fracking bans are prohibited in Texas and Louisiana, which currently address hydraulic fracturing concerns by requiring
disclosures of the content of fluids used in the process. Our drilling activities could be subjected to new or enhanced federal,
state and/or local requirements governing hydraulic fracturing.

Air Emissions. Our operations are subject to local, state and federal regulations for the control of emissions from
sources of air pollution. Administrative enforcement actions for failure to comply strictly with air regulations or permits may
be resolved by payment of monetary fines and correction of any identified deficiencies. Alternatively, regulatory agencies
could impose civil or criminal liability for non-compliance. An agency could require us to forego construction or operation
of certain air emission sources. We believe that we are in substantial compliance with air pollution control requirements.

According to certain scientific studies, emissions of carbon dioxide, methane, nitrous oxide and other gases
commonly known as greenhouse gases (“GHG”) may be contributing to global warming of the earth's atmosphere and to
global climate change. In response to the scientific studies, legislative and regulatory initiatives have been underway to limit
GHG emissions. The U.S. Supreme Court determined that GHG emissions fall within the federal Clean Air Act (“CAA”)
definition of an “air pollutant”, and in response the USEPA promulgated an endangerment finding paving the way for
regulation of GHG emissions under the CAA. The USEPA has also promulgated rules requiring large sources to report their
GHG emissions. Sources subject
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to these reporting requirements include on- and offshore petroleum and natural gas production and onshore natural gas
processing and distribution facilities that emit 25,000 metric tons or more of carbon dioxide equivalent per year in aggregate
emissions from all site sources. We are not subject to GHG reporting requirements. In addition, the USEPA promulgated
rules that significantly increase the GHG emission threshold that would identify major stationary sources of GHG subject to
CAA permitting programs. As currently written and based on current Company operations, we are not subject  to federal GHG
permitting requirements. Regulation of GHG emissions is developing and highly controversial, and further regulatory,
legislative and judicial developments may occur and may affect how these GHG initiatives will impact the Company. Due to
the uncertainties surrounding the regulation of and other risks associated with GHG emissions, the Company cannot predict
the financial impact of related developments on the Company.

The USEPA has promulgated rules to limit air emissions from many hydraulically fractured natural gas wells. These
regulations require use of equipment to capture gases that come from the well during the drilling process, mandate tighter
standards for emissions associated with gas production, storage and transport, and seek to limit flaring. Such regulations have
been highly controversial, have been challenged, and their future is uncertain. While such requirements would be expected to
increase the cost of natural gas production, we do not anticipate that we will be affected any differently than other producers
of natural gas.

Coastal Coordination. There are various federal and state programs that regulate the conservation and development
of coastal resources. The federal Coastal Zone Management Act (“CZMA”) was passed to preserve and, where possible,
restore the natural resources of the Nation's coastal zone. The CZMA provides for federal grants for state management
programs that regulate land use, water use and coastal development.

The Louisiana Coastal Zone Management Program (“LCZMP”) was established to protect, develop and, where
feasible, restore and enhance coastal resources of the state. Under the LCZMP, coastal use permits are required for certain
activities, even if the activity only partially infringes on the coastal zone. Among other things, projects involving use of state
lands and water bottoms, dredge or fill activities that intersect with more than one body of water, mineral activities, including
the exploration and production of oil and gas, and pipelines for the gathering, transportation or transmission of oil, gas and
other minerals require such permits. General permits, which entail a reduced administrative burden, are available for a number
of routine oil and gas activities. The LCZMP and its requirement to obtain coastal use permits may result in additional
permitting requirements and associated project schedule constraints.

The Texas Coastal Coordination Act (“CCA”) provides for coordination among local and state authorities to protect
coastal resources through regulating land use, water, and coastal development and establishes the Texas Coastal Management
Program that applies in the nineteen counties that border the Gulf of Mexico and its tidal bays. The CCA provides for the
review of state and federal agency rules and agency actions for consistency with the goals and policies of the Coastal
Management Plan. This review may affect agency permitting and may add a further regulatory layer to some of our projects.

OSHA. We are subject to the requirements of the federal Occupational Safety and Health Act (“OSHA”) and
comparable state statutes. The OSHA hazard communication standard, the USEPA community right-to-know regulations under
Title III of the federal Superfund Amendments and Reauthorization Act, and similar state statutes require us to organize and/or
disclose information about hazardous materials used or produced in our operations. Certain of this information must be
provided to employees, state and local governmental authorities and local citizens.

Management believes that we are in substantial compliance with current applicable environmental laws and regulations
described above and that continued compliance with existing requirements will not have a material adverse impact on us.

Corporate Offices

Our headquarters are located in Lafayette, Louisiana, in approximately 46,600 square feet of leased space, with an
exploration office in The Woodlands, Texas in approximately 13,100 square feet of leased space. We also maintain owned or
leased field offices in the areas of the major fields in which we operate properties or have a significant interest. Replacement
of any of our leased offices would not result in material expenditures by us as alternative locations to our leased space are
anticipated to be readily available.

Employees

We had 65 full-time employees as of February 20, 2018. In addition to our full time employees, we utilize the
services of independent contractors to perform certain functions. We believe that our relationships with our employees are
satisfactory. None of our employees are covered by a collective bargaining agreement.

Available Information

We make available free of charge, or through the “Investors—SEC Documents” section of our website at
www.petroquest.com, access to our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form
8-K,
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and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act as soon as
reasonably practicable after such material is filed or furnished to the Securities and Exchange Commission. Our Code of
Business Conduct and Ethics, our Corporate Governance Guidelines and the charters of our Audit, Compensation and
Nominating and Corporate Governance Committees are also available through the “Investors—Corporate Governance”
section of our website or in print to any stockholder who requests them.

Item
1A.

Risk Factors

Risks Related to Our Business, Industry and Strategy

Oil and natural gas prices are volatile and an extended decline in the prices of oil and natural gas would likely have a
material adverse effect on our financial condition, liquidity, ability to meet our financial obligations and results of
operations.

Our future financial condition, revenues, results of operations, profitability and future growth, and the carrying value
of our oil and natural gas properties depend primarily on the prices we receive for our oil and natural gas production. Our
ability to maintain or increase our borrowing capacity and to obtain additional capital on attractive terms also substantially
depends upon oil and natural gas prices. These markets will likely continue to be volatile in the future. The prices we will
receive for our production, and the levels of our production, will depend on numerous factors beyond our control.

These factors include:
 

• relatively minor changes in the supply of or the demand for oil and natural gas;

• the condition of the United States and worldwide economies;

• the level of global exploration and production;

• the level of global inventories;

• market uncertainty;

• the level of consumer product demand;

• prevailing prices on local price indices in the areas in which we operate;

• the proximity, capacity, cost and availability of gathering and transportation facilities;

• weather conditions in the United States, such as hurricanes;

• technological advances affecting energy companies;

• the actions of the Organization of Petroleum Exporting Countries;

• domestic and foreign governmental regulation and taxes, including price controls adopted by the FERC;

• political conditions or hostilities in oil and natural gas producing regions, including the Middle East, Africa, South
America and Russia;

• the effect of worldwide energy conservation and environmental protection efforts;

• shareholder activism and activities by non-governmental organizations to restrict the exploration, development and
production of oil and natural gas so as to minimize emissions of greenhouse gas;

• the price and level of foreign imports of oil and natural gas; and

• the price and availability of alternate energy sources.

We cannot predict future oil and natural gas prices and such prices may decline further. The extended decline in oil
and natural gas prices has, and may continue to, adversely affect our financial condition, liquidity, ability to meet our financial
obligations and results of operations. Lower prices have reduced and may further reduce the amount of oil and natural gas that
we can produce

#20#



Table of Contents

economically and has required and may require us to record additional ceiling test write-downs and may cause our estimated
proved reserves at December 31, 2018 to decline compared to our estimated proved reserves at December 31, 2017.
Substantially all of our oil and natural gas sales are made in the spot market or pursuant to contracts based on spot market
prices.

Our sales are not made pursuant to long-term fixed price contracts. To attempt to reduce our price risk, we
periodically enter into hedging transactions with respect to a portion of our expected future production; however in the
current commodity price market, our ability to enter into effective hedging transactions may be limited. We cannot assure
you that we can enter into effective hedging transactions in the future or that such transactions will reduce the risk or
minimize the effect of any decline in oil or natural gas prices. Any substantial or extended decline in the prices of or demand
for oil or natural gas would have a material adverse effect on our financial condition, liquidity, ability to meet our financial
obligations and results of operations.

Our outstanding indebtedness may adversely affect our cash flow and our ability to operate our business, remain in
compliance with debt covenants and make payments on our debt.

The aggregate principal amount of our outstanding indebtedness, net of cash on hand, as of December 31, 2017 was
$293.7 million. We currently have $20 million of additional availability under the Multidraw Term Loan Agreement, subject
to compliance with the covenants contained therein. We may also incur additional indebtedness in the future. Our high level
of debt could have important consequences for you, including the following:
 

• it may be more difficult for us to satisfy our obligations with respect to our outstanding indebtedness, including
our 10% Second Lien Senior Secured Notes due 2021 (the "2021 Notes"), our 10% Second Lien Senior Secured
PIK Notes due 2021 (the "2021 PIK Notes") and amounts borrowed under the Multidraw Term Loan Agreement,
and any failure to comply with the obligations of any of our debt agreements, including financial and other
restrictive covenants, could result in an event of default under the agreements governing such indebtedness;

• the covenants contained in our debt agreements limit our ability to borrow money in the future for acquisitions,
capital expenditures or to meet our operating expenses or other general corporate obligations and may limit our
flexibility in operating our business;

• we will need to use a substantial portion of our cash flows to pay interest on our debt, including approximately
$16.0 million in 2018 for interest on our 2021 Notes and 2021 PIK Notes alone, and to pay quarterly dividends
(which we suspended beginning with the dividend payment due in April 2016), if permissible under the terms of
our debt agreements and declared by our Board of Directors, on our 6.875% Series B Cumulative Convertible
Perpetual Preferred Stock (the "Series B Preferred Stock") of approximately $5.1 million per year, which will
reduce the amount of money we have for operations, capital expenditures, expansion, acquisitions or general
corporate or other business activities;

• we may have a higher level of debt than some of our competitors, which may put us at a competitive disadvantage;

• we may be more vulnerable to economic downturns and adverse developments in our industry or the economy in
general, especially extended or further declines in oil and natural gas prices; and

• our debt level could limit our flexibility in planning for, or reacting to, changes in our business and the industry in
which we operate.

Our ability to meet our expenses and debt obligations will depend on our future performance, which will be affected
by financial, business, economic, regulatory and other factors. We will not be able to control many of these factors, such as
economic conditions and governmental regulation. We cannot be certain that our cash flow from operations will be sufficient
to allow us to pay the principal and interest on our debt, including our 2021 Notes, 2021 PIK Notes and amounts borrowed
under the Multidraw Term Loan Agreement, and meet our other obligations. If we do not have enough cash to service our debt,
we may be required to refinance all or part of our existing debt, including our 2021 Notes, 2021 PIK Notes and the Multidraw
Term Loan Agreement, sell assets, borrow more money or raise equity. We may not be able to refinance our debt, sell assets,
borrow more money or raise equity on terms acceptable to us, if at all.

To service our indebtedness, we will require a significant amount of cash. Our ability to generate cash depends on many
factors beyond our control, and any failure to meet our debt obligations could harm our business, financial condition
and results of operations.

Our ability to make payments on and to refinance our indebtedness, including our 2021 Notes, 2021 PIK Notes and
amounts borrowed under the Multidraw Term Loan Agreement, and to fund planned capital expenditures will depend on our
ability to generate sufficient cash flow from operations in the future. To a certain extent, this is subject to general economic,
financial,
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competitive, legislative and regulatory conditions and other factors that are beyond our control, including the prices that we
receive for our oil and natural gas production.

We cannot assure you that our business will generate sufficient cash flow from operations or that future borrowings
will be available to us under the Multidraw Term Loan Agreement in an amount sufficient to enable us to pay principal and
interest on our indebtedness, including our 2021 Notes and 2021 PIK Notes, or to fund our other liquidity needs. If our cash
flow and capital resources are insufficient to fund our debt obligations, we may be forced to reduce our planned capital
expenditures, sell assets, seek additional equity or debt capital or restructure our debt. We cannot assure you that any of these
remedies could, if necessary, be affected on commercially reasonable terms, or at all. In addition, any failure to make
scheduled payments of interest and principal on our outstanding indebtedness would likely result in a reduction of our credit
rating, which could harm our ability to incur additional indebtedness on acceptable terms. Our cash flow and capital resources
may be insufficient for payment of interest on and principal of our debt in the future, including payments on our 2021 Notes,
2021 PIK Notes and amounts borrowed under the Multidraw Term Loan Agreement, and any such alternative measures may be
unsuccessful or may not permit us to meet scheduled debt service obligations, which could cause us to default on our
obligations and could impair our liquidity.

We may not be able to obtain adequate financing when the need arises to execute our long-term operating strategy.
Our ability to execute our long-term operating strategy is highly dependent on having access to capital when the need

arises. We historically have addressed our long-term liquidity needs through bank credit facilities, second lien term credit
facilities, issuances of equity and debt securities, sales of assets, joint ventures and cash provided by operating activities. We
will examine the following alternative sources of long-term capital as dictated by current economic conditions:
 

• borrowings from banks or other lenders;

• the sale of certain assets;

• the issuance of debt securities;

• the sale of common stock, preferred stock or other equity securities;

• joint venture financing; and

• production payments.

The availability of these sources of capital when the need arises will depend upon a number of factors, some of which
are beyond our control. These factors include general economic and financial market conditions, oil and natural gas prices,
our credit ratings, interest rates, market perceptions of us or the oil and gas industry, our market value and our operating
performance. We may be unable to execute our long-term operating strategy if we cannot obtain capital from these sources
when the need arises.

Borrowings under the Multidraw Term Loan Agreement are subject to our compliance with a significant financial ratio.
Under the terms of the Multidraw Term Loan Agreement, our ability to borrow is based on our maintaining a ratio of

(i) the present value, discounted at 10% per annum, of the estimated future net revenues in respect of our oil and gas
properties, before any state, federal, foreign or other income taxes, attributable to proved developed reserves, using three-
year strip prices in effect at the end of each calendar quarter, including swap agreements in place at the end of each quarter, to
(ii) the sum of the outstanding term loans thereunder and the then outstanding commitments to provide term loans, that shall
not be less than 2.0 to 1.0 as measured on the last day of each calendar quarter. We may not be able to comply with this
restrictive financial ratio in the future and, as a result, our ability to borrow money under the Multidraw Term Loan
Agreement could be limited, in which case we would need to find other sources of liquidity including, but not limited to,
negotiated renewals of our borrowings, arranging new financing or selling a portion of our assets.

Restrictive debt covenants could limit our growth and our ability to finance our operations, fund our capital needs,
respond to changing conditions and engage in other business activities that may be in our best interests.

The Multidraw Term Loan Agreement and the indentures governing our 2021 Notes and 2021 PIK Notes contain a
number of significant covenants that, among other things, restrict or limit our ability to:

• pay dividends or distributions on our capital stock or issue preferred stock;

• repurchase, redeem or retire our capital stock or subordinated debt;

• make certain loans and investments;
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• place restrictions on the ability of subsidiaries to make distributions;

• sell assets, including the capital stock of subsidiaries;

• enter into certain transactions with affiliates;

• create or assume certain liens on our assets;

• enter into sale and leaseback transactions;

• merge or enter into other business combination transactions;

• enter into transactions that would result in a change of control of us; or

• engage in other corporate activities.

Also, the Multidraw Term Loan Agreement requires us to maintain compliance with specified financial ratios and
satisfy certain financial condition tests. Our ability to comply with these ratios and financial condition tests may be affected
by events beyond our control, and we cannot assure you that we will meet these ratios and financial condition tests.

Further, these financial ratio restrictions and financial condition tests could limit our ability to obtain future
financings, make needed capital expenditures, withstand a future downturn in our business or the economy in general or
otherwise conduct necessary corporate activities. We may also be prevented from taking advantage of business opportunities
that arise because of the limitations that the restrictive covenants under the Multidraw Term Loan Agreement and the
indentures governing our 2021 Notes and 2021 PIK Notes impose on us.

A breach of any of these covenants or our inability to comply with the required financial ratios or financial condition
tests could result in a default under the Multidraw Term Loan Agreement, the 2021 Notes and the 2021 PIK Notes. A default,
if not cured or waived, could result in all indebtedness outstanding under the Multidraw Term Loan Agreement, the 2021
Notes and the 2021 PIK Notes to become immediately due and payable. If that should occur, we may not be able to pay all
such debt or borrow sufficient funds to refinance it. Even if new financing were then available, it may not be on terms that are
acceptable to us. If we were unable to repay those amounts, the lenders could accelerate the maturity of the debt or proceed
against any collateral granted to them to secure such defaulted debt.

We may be able to incur substantially more debt, which could exacerbate the risks associated with our indebtedness.
We and our subsidiaries may be able to incur substantial additional indebtedness in the future. Although covenants

under the Multidraw Term Loan Agreement and the indentures governing our 2021 Notes and 2021 PIK Notes will limit our
ability to incur additional indebtedness, these restrictions are subject to a number of qualifications and exceptions, and
indebtedness incurred in compliance with these restrictions could be significant.

If new debt is added to our current debt levels, the related risks that we and our subsidiaries now face could intensify.
Any of these risks could result in a material adverse effect on our business, financial condition, results of operations,
business prospects and ability to satisfy our obligations under our outstanding indebtedness.

A financial downturn or negative credit market conditions may have lasting effects on our liquidity, business and
financial condition that we cannot predict.

Liquidity is essential to our business. Our liquidity could be substantially negatively affected by an inability to obtain
capital in the long-term or short-term debt capital markets or equity capital markets or an inability to access bank or other
financing. A prolonged credit crisis or turmoil in the domestic or global financial systems could materially affect our
liquidity, business and financial condition. These conditions have adversely impacted financial markets previously and created
substantial volatility and uncertainty, and could do so again, with the related negative impact on global economic activity and
the financial markets. Negative credit market conditions could materially affect our liquidity and may inhibit our lender from
fully funding our Multidraw Term Loan Agreement or cause our lender to make the terms of our Multidraw Term Loan
Agreement costlier and more restrictive. A weak economic environment could also adversely affect the collectability of our
trade receivables or performance by our suppliers and cause our commodity derivative arrangements to be ineffective if our
counterparties are unable to perform their obligations or seek bankruptcy protection. Additionally, negative economic
conditions could lead to reduced demand for oil, natural gas and NGLs or lower prices for oil, natural gas and NGLs, which
could have a negative impact on our revenues.
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Our hedging program may limit potential gains from increases in commodity prices or may result in losses or may be
inadequate to protect us against continuing and prolonged declines in commodity prices.

We enter into hedging arrangements from time to time to reduce our exposure to fluctuations in oil and natural gas
prices and to achieve more predictable cash flow. Our hedges at December 31, 2017 and as of the date of this report are in the
form of swaps placed with Shell Trading Risk Management LLC and Koch Supply and Trading LP. We cannot assure you that
these or future counterparties will not become credit risks in the future. Hedging arrangements expose us to risks in some
circumstances, including situations when the counterparty to the hedging contract defaults on the contractual obligations or
there is a change in the expected differential between the underlying price in the hedging agreement and actual prices
received. These hedging arrangements may also limit the benefit we could receive from increases in the market or spot prices
for oil and natural gas.

For the year ended December 31, 2017, our total oil and gas sales included additions related to the settlement of gas
hedges of $1.5 million, which in total represented 1% of our total oil and gas sales for the year. We cannot assure you that the
hedging transactions we have entered into, or will enter into, will adequately protect us from fluctuations in oil and natural gas
prices.  In addition, as of the date of this report, we had approximately 3.2 Bcf of gas volumes and 91,250 barrels of oil
volumes hedged for 2018.  These hedges may be inadequate to protect us from continuing and prolonged declines in oil and
natural gas prices.  To the extent that oil and natural gas prices remain at current levels or decline further, we will not be able
to hedge future production at the same pricing level as our current hedges and our results of operations and financial
condition would be negatively impacted.

We may be responsible for offshore decommissioning liabilities for offshore interests we no longer own.
Under state and federal law, oil and gas companies are obligated to plug and abandon a well and restore the lease to

pre-operating conditions after operations cease. State and federal regulations allow the government to call upon predecessors
in interest of oil and gas leases to pay for plugging and abandonment, restoration and decommissioning obligations if the
current operator fails to fulfill those obligations, which can be very significant. In January 2018, we completed a strategic
shift from offshore Gulf of Mexico operations to onshore operations when we sold our remaining Gulf of Mexico assets. In
connection with the divestiture of our Gulf of Mexico assets, we entered into various arrangements with the purchasers
whereby the purchasers assumed our plugging and abandonment liabilities and other liabilities related to decommissioning
such Gulf of Mexico assets. If purchasers of our former Gulf of Mexico assets, or any successor owners of those assets, are
unable to meet their plugging and abandonment and other decommissioning obligations due to bankruptcy, dissolution or
other related liquidity issues, we may be unable to rely on our arrangements with them to fulfill (or provide reimbursement
for) those obligations. In those circumstances, the government may seek to impose the purchasers' or other successors'
plugging and abandonment obligations on us and any other predecessors in interest. Such payments could be significant and
adversely affect our business, results of operations, financial condition and cash flows.

Moreover, recent changes to the BOEM’s supplemental bonding requirements have the potential to adversely impact
the financial condition of operators in the Gulf of Mexico and increase the number of operators seeking bankruptcy
protection, given the current pricing of commodities. In July 2016, BOEM issued a Notice to Lessees and Operators (NTL)
that augments requirements for the posting of additional financial assurance by offshore lessees, among others, to assure that
sufficient funds are available to perform decommissioning obligations with respect to offshore wells, platforms, pipelines
and other facilities. The NTL, which became effective in September 2016, eliminates the agency’s past practice of waiving
supplemental bonding obligations where a company could demonstrate a certain level of financial strength. Instead, BOEM
will allow companies to "self-insure," but only up to 10% of a company’s "tangible net worth," which is defined as the
difference between a company’s total assets and the value of all liabilities and intangible assets.

The NTL provides new procedures for how BOEM determines a lessee’s decommissioning obligations, and the agency
continues to negotiate with offshore operators to post additional financial assurance and develop tailored plans to meet
BOEM’s revised estimates for offshore decommissioning obligations. Projected decommissioning costs of operations in the
Gulf of Mexico continue to increase, and the volatile price of oil and gas has adversely affected the net worth of many
operators. BOEM’s revisions to its supplemental bonding process could result in demands for the posting of increased
financial assurance by the entities to whom we divested our Gulf of Mexico assets as well as other operators in the Gulf of
Mexico. This will force operators to obtain surety bonds or other forms of financial assurance, the costs of which could be
significant. Moreover, BOEM’s NTL is likely to result in the loss of supplemental bonding waivers for a large number of
operators on the OCS, which will in turn force these operators to seek additional surety bonds and could, consequently,
exceed the surety bond market’s ability to provide such additional financial assurance. Operators who have already leveraged
their assets as a result of the volatile commodities market could face difficulty obtaining surety bonds because of concerns
the surety may have about the priority of their lien on the operators' collateral. Consequently, BOEM’s changes could result
in additional operators in the Gulf of Mexico initiating bankruptcy proceedings, which in turn could result in the government
seeking to impose plugging and abandonment costs on predecessors in interest in the event that the current operator cannot
meet its plugging and abandonment obligations. As a result, we could find ourselves
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liable to pay for the plugging and abandonment costs of any entity we divested our Gulf of Mexico assets to, which payments
could be significant and adversely affect our business, results of operations, financial condition and cash flows.

Our ability to receive a refund of our cash deposits posted as collateral to support certain bonds that satisfy our offshore
decommissioning obligations with respect to our recently sold Gulf of Mexico assets is dependent on the successful
assumption of operatorship and the posting of bonds or other acceptable assurances with respect to these assets by the
purchaser of the assets.
     To cover the costs for various obligations of lessees on the OCS, including costs for such decommissioning obligations as
the plugging of wells, the removal of platforms and other facilities, the decommissioning of pipelines and the clearing of the
seafloor of obstructions typically performed at the end of production, the BOEM generally requires that the lessees post
substantial bonds or other acceptable financial assurances that such obligations will be met.

Because we were not exempt from the BOEM’s supplemental bonding requirements, we engaged surety companies to
post the requisite bonds. Pursuant to the terms of our agreements with these surety companies, we have provided cash
deposits totaling $10.7 million as collateral to support certain of the bonds that are issued on our behalf with respect to the
Gulf of Mexico assets that we sold in January 2018. We expect to receive a refund of these cash deposits (subject to our
obligation to pay approximately $3.8 million to the purchaser of these assets) following the successful assumption of
operatorship and the posting of bonds or other acceptable assurances with respect to these assets by the purchaser of the
assets. While the purchaser of the assets has agreed to assume the operatorship of, and to post bonds or other acceptable
assurances with respect to, the assets, this may not occur and we may not receive a refund of these cash deposits.

Our future success depends upon our ability to find, develop, produce and acquire additional oil and natural gas
reserves that are economically recoverable.

As is generally the case in the Gulf Coast Basin where approximately 51% of our current production is located after
the sale of our Gulf of Mexico assets in January 2018, many of our producing properties are characterized by a high initial
production rate, followed by a steep decline in production. In order to maintain or increase our reserves, we must constantly
locate and develop or acquire new oil and natural gas reserves to replace those being depleted by production. We must do this
even during periods of low oil and natural gas prices when it is difficult to raise the capital necessary to finance our
exploration, development and acquisition activities. Without successful exploration, development or acquisition activities,
our reserves and revenues will decline rapidly. We may not be able to find and develop or acquire additional reserves at an
acceptable cost or have access to necessary financing for these activities, either of which would have a material adverse effect
on our financial condition.

Approximately 51% of our production is exposed to the additional risk of severe weather, including hurricanes and
tropical storms, as well as flooding, coastal erosion and sea level rise.

At December 31, 2017 after giving effect to the sale of our Gulf of Mexico assets in January 2018, approximately
51% of our production and approximately 10% of our estimated proved reserves are located along the Gulf Coast Basin.
Operations in this area are subject to severe weather, including hurricanes and tropical storms, as well as flooding, coastal
erosion and sea level rise. Some of these adverse conditions can be severe enough to cause substantial damage to facilities
and possibly interrupt production. For example, certain of our Gulf Coast Basin properties have experienced damages and
production downtime as a result of storms including Hurricanes Katrina and Rita, and more recently Hurricanes Gustav and
Ike. In addition, according to certain scientific studies, emissions of carbon dioxide, methane, nitrous oxide and other gases
commonly known as greenhouse gases may be contributing to global warming of the earth's atmosphere and to global climate
change, which may exacerbate the severity of these adverse conditions. As a result, such conditions may pose increased
climate-related risks to our assets and operations.

In accordance with customary industry practices, we maintain insurance against some, but not all, of these risks;
however, losses could occur for uninsured risks or in amounts in excess of existing insurance coverage. We cannot assure
you that we will be able to maintain adequate insurance in the future at rates we consider reasonable or that any particular
types of coverage will be available. An event that is not fully covered by insurance could have a material adverse effect on our
financial position and results of operations.
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Our development and exploratory drilling efforts and our well operations may not be profitable or achieve our targeted
returns.

We have acquired significant amounts of unproved property in order to further our development efforts and expect to
continue to undertake acquisitions in the future. Development and exploratory drilling and production activities are subject to
many risks, including the risk that no commercially productive reservoirs will be discovered. We acquire unproved properties
and lease undeveloped acreage that we believe will enhance our growth potential and increase our results of operations over
time. However, we cannot assure you that all prospects will be economically viable or that we will not abandon our
investments. Additionally, we cannot assure you that unproved property acquired by us or undeveloped acreage leased by us
will be profitably developed, that wells drilled by us in prospects that we pursue will be productive or that we will recover all
or any portion of our investment in such unproved property or wells.

Approximately 46% of our net leasehold acreage is undeveloped, and that acreage may not ultimately be developed or
become commercially productive, which could cause us to lose rights under our leases as well as have a material adverse
effect on our oil and natural gas reserves and future production and, therefor, our future cash flow and income.

As of December 31, 2017, approximately 46% of our net leasehold acreage was undeveloped, or acreage on which
wells have not been drilled or completed to a point that would permit the production of commercial quantities of oil and
natural gas regardless of whether such acreage contains proved reserves. Unless production is established on the undeveloped
acreage covered by our leases, such leases will expire. Our future oil and natural gas reserves and production and, therefore,
our future cash flow and income are highly dependent on successfully developing our undeveloped leasehold acreage.

SEC rules could limit our ability to book additional proved undeveloped reserves or require us to write down our proved
undeveloped reserves.

SEC rules require that, subject to limited exceptions, proved undeveloped reserves may only be booked if they relate
to wells scheduled to be drilled within five years of the date of booking. This requirement may limit our potential to book
additional proved undeveloped reserves as we pursue our drilling program. Moreover, we may be required to write down our
proved undeveloped reserves if we do not develop those reserves within the required five-year time frame.

Our actual production, revenues and expenditures related to our reserves are likely to differ from our estimates of
proved reserves. We may experience production that is less than estimated and drilling costs that are greater than
estimated in our reserve report. These differences may be material.

Although the estimates of our oil and natural gas reserves and future net cash flows attributable to those reserves were
prepared by Ryder Scott Company, L.P., our independent petroleum and geological engineers, we are ultimately responsible
for the disclosure of those estimates. Reserve engineering is a complex and subjective process of estimating underground
accumulations of oil and natural gas that cannot be measured in an exact manner. Estimates of economically recoverable oil
and natural gas reserves and of future net cash flows necessarily depend upon a number of variable factors and assumptions,
including:
 

• historical production from the area compared with production from other similar producing wells;

• the assumed effects of regulations by governmental agencies;

• assumptions concerning future oil and natural gas prices; and

• assumptions concerning future operating costs, severance and excise taxes, development costs and work-over and
remedial costs.

Because all reserve estimates are to some degree subjective, each of the following items may differ materially from
those assumed in estimating proved reserves:
 

• the quantities of oil and natural gas that are ultimately recovered;

• the production and operating costs incurred;

• the amount and timing of future development expenditures; and

• future oil and natural gas sales prices.

Furthermore, different reserve engineers may make different estimates of reserves and cash flows based on the same
available data. Historically, the difference between our actual production and the production estimated in a prior year's
reserve report has not been material. Our 2017 production, excluding the impact of asset sales and the results from
successful exploration
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wells which are not included in the prior year reserve report, was approximately 5% lower than amounts projected in our
2016 reserve report. We cannot assure you that these differences will not be material in the future.

Approximately 51% of our estimated proved reserves at December 31, 2017 are undeveloped and 5% were developed,
non-producing. Recovery of undeveloped reserves requires significant capital expenditures and successful drilling operations.
The reserve data assumes that we will make significant capital expenditures to develop and produce our reserves. Although we
have prepared estimates of our oil and natural gas reserves and the costs associated with these reserves in accordance with
industry standards, we cannot assure you that the estimated costs are accurate, that the development will occur as scheduled or
that the actual results will be as estimated. In addition, the recovery of certain developed non-producing reserves is generally
subject to the approval of development plans and related activities by applicable state and/or federal agencies. Statutes and
regulations may affect both the timing and quantity of recovery of estimated reserves. Such statutes and regulations, and their
enforcement, have changed in the past and may change in the future, and may result in upward or downward revisions to
current estimated proved reserves.

You should not assume that the standardized measure of discounted cash flows is the current market value of our
estimated oil and natural gas reserves. In accordance with SEC requirements, the standardized measure of discounted cash
flows from proved reserves at December 31, 2017 are based on twelve-month, first day of month, average prices and costs as
of the date of the estimate. These prices and costs will change and may be materially higher or lower than the prices and costs
as of the date of the estimate. Any changes in consumption by oil and natural gas purchasers or in governmental regulations or
taxation may also affect actual future net cash flows. The actual timing of development activities, including related production
and expenses, will affect the timing of future net cash flows and any differences between estimated development timing and
actual could have a material effect on standardized measure. In addition, the 10% discount factor we use when calculating
standardized measure of discounted cash flows for reporting requirements in compliance with accounting requirements is not
necessarily the most appropriate discount factor. The effective interest rate at various times and the risks associated with our
operations or the oil and natural gas industry in general will affect the accuracy of the 10% discount factor.

We may be unable to successfully identify, execute or effectively integrate future acquisitions, which may negatively
affect our results of operations.

Acquisitions of oil and gas businesses and properties have been an important element of our business, and we will
continue to pursue acquisitions in the future. In the last several years, we have pursued and consummated acquisitions that
have provided us opportunities to grow our production and reserves. Although we regularly engage in discussions with, and
submit proposals to, acquisition candidates, suitable acquisitions may not be available in the future on reasonable terms. If we
do identify an appropriate acquisition candidate, we may be unable to successfully negotiate the terms of an acquisition,
finance the acquisition or, if the acquisition occurs, effectively integrate the acquired business into our existing business.
Negotiations of potential acquisitions and the integration of acquired business operations may require a disproportionate
amount of management's attention and our resources. Even if we complete additional acquisitions, continued acquisition
financing may not be available or available on reasonable terms, any new businesses may not generate revenues comparable to
our existing business, the anticipated cost efficiencies or synergies may not be realized and these businesses may not be
integrated successfully or operated profitably. The success of any acquisition will depend on a number of factors, including
the ability to estimate accurately the recoverable volumes of reserves, rates of future production and future net revenues
attainable from the reserves and to assess possible environmental liabilities. Our inability to successfully identify, execute or
effectively integrate future acquisitions may negatively affect our results of operations.

Even though we perform due diligence reviews (including a review of title and other records) of the major properties
we seek to acquire that we believe is consistent with industry practices, these reviews are inherently incomplete. It is
generally not feasible for us to perform an in-depth review of every individual property and all records involved in each
acquisition. However, even an in-depth review of records and properties may not necessarily reveal existing or potential
problems or permit us to become familiar enough with the properties to assess fully their deficiencies and potential. Even
when problems are identified, we may assume certain environmental and other risks and liabilities in connection with the
acquired businesses and properties. The discovery of any material liabilities associated with our acquisitions could harm our
results of operations.

In addition, acquisitions of businesses may require additional debt or equity financing, resulting in additional leverage
or dilution of ownership. Our Multidraw Term Loan Agreement and the indentures governing our 2021 Notes and 2021 PIK
Notes contain certain covenants that limit, or which may have the effect of limiting, among other things acquisitions, capital
expenditures, the sale of assets and the incurrence of additional indebtedness.

The loss of key management or technical personnel could adversely affect our ability to operate.
Our operations are dependent upon a diverse group of key senior management. In addition, we employ numerous other

skilled technical personnel, including geologists, geophysicists and engineers that are essential to our operations. We cannot
assure
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you that such individuals will remain with us for the immediate or foreseeable future. The unexpected loss of the services of
one or more of any of these key management or technical personnel could have an adverse effect on our operations.

Losses and liabilities from uninsured or underinsured drilling and operating activities could have a material adverse
effect on our financial condition and operations.

We maintain several types of insurance to cover our operations, including worker's compensation, maritime
employer's liability and comprehensive general liability. Amounts over base coverages are provided by primary and excess
umbrella liability policies. We also maintain operator's extra expense coverage, which covers the control of drilling or
producing wells as well as redrilling expenses and pollution coverage for wells out of control.

We may not be able to maintain adequate insurance in the future at rates we consider reasonable, or we could
experience losses that are not insured or that exceed the maximum limits under our insurance policies. If a significant event
that is not fully insured or indemnified occurs, it could materially and adversely affect our financial condition and results of
operations.

Lower oil and natural gas prices may cause us to record ceiling test write-downs, which could negatively impact our
results of operations.

We use the full cost method of accounting to account for our oil and natural gas operations. Accordingly, we
capitalize the cost to acquire, explore for and develop oil and natural gas properties. Under full cost accounting rules, the net
capitalized costs of oil and natural gas properties may not exceed a “full cost ceiling” which is based upon the present value of
estimated future net cash flows from proved reserves, including the effect of hedges in place, discounted at 10%, plus the
lower of cost or fair market value of unproved properties. If at the end of any fiscal period we determine that the net
capitalized costs of oil and natural gas properties exceed the full cost ceiling, we must charge the amount of the excess to
earnings in the period then ended. This is called a “ceiling test write-down.” This charge does not impact cash flow from
operating activities, but does reduce our net income and stockholders' equity. Once incurred, a write-down of oil and natural
gas properties is not reversible at a later date.

We review the net capitalized costs of our properties quarterly, using a single price based on the twelve-month, first
day of month, average price of oil and natural gas for the prior 12 months. We also assess investments in unevaluated
properties periodically to determine whether impairment has occurred. The risk that we will be required to recognize further
write downs of the carrying value of our oil and gas properties increases when oil and natural gas prices are low or volatile. In
addition, write-downs may occur if we experience substantial downward adjustments to our estimated proved reserves or our
unevaluated property values, or if estimated future development costs increase. As a result of the decline in commodity
prices, we recognized ceiling test write-downs totaling $40.3 million during the year ended December 31, 2016. We did not
incur a ceiling test write-down during the year ended December 31, 2017. Utilizing current strip prices for oil and natural gas
prices for the first quarter of 2018 and projecting the effect on the estimated future net cash flows from our estimated proved
reserves as of March 31, 2018, we do not expect to recognize a ceiling test write-down in the first quarter of 2018.

Factors beyond our control affect our ability to market oil and natural gas.
The availability of markets and the volatility of product prices are beyond our control and represent a significant risk.

The marketability of our production depends upon the availability and capacity of natural gas gathering systems, pipelines and
processing facilities. The unavailability or lack of capacity of these systems and facilities could result in the shut-in of
producing wells or the delay or discontinuance of development plans for properties. Our ability to market oil and natural gas
also depends on other factors beyond our control. These factors include:
 

• the level of domestic production and imports of oil and natural gas;

• the proximity of natural gas production to natural gas pipelines;

• the availability of pipeline capacity;

• the demand for oil and natural gas by utilities and other end users;

• the availability of alternate energy sources;

• the effect of inclement weather, such as hurricanes;

• state and federal regulation of oil and natural gas marketing; and

• federal regulation of natural gas sold or transported in interstate commerce.
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If these factors were to change dramatically, our ability to market oil and natural gas or obtain favorable prices for our
oil and natural gas could be adversely affected.

Federal and state legislation and regulatory initiatives relating to oil and natural gas development and hydraulic
fracturing could result in increased costs and additional operating restrictions or delays.

Hydraulic fracturing involves the injection of water, sand and chemicals under pressure into rock formations to
enhance oil and natural gas production.  Hydraulic fracturing using fluids other than diesel is currently exempt from
regulation under the federal Safe Drinking Water Act, but opponents of hydraulic fracturing have called for further study of
the technique's environmental effects and, in some cases, further regulation of the technique under various federal and state
authorities. A number of states, including Louisiana and Texas, have required operators or service companies to disclose
chemical components in fluids used for hydraulic fracturing and some states have imposed bans or moratoria on new natural
gas development or the use of hydraulic fracturing. Further regulation may include, among other things, additional permitting
requirements, enhanced reporting obligations, and stricter standards for discharges and emissions associated with gas
production, storage and transport.  The future of such regulation is controversial and uncertain. Such requirements, if
imposed, would be expected to increase the cost of natural gas production.

Recent seismic events have been observed in some areas (including Texas) where hydraulic fracturing has taken place.
Some scientists believe the increased seismic activity may result from deep well fluid injection associated with use of
hydraulic fracturing. Additional regulatory measures designed to minimize or avoid damage to geologic formations have been
imposed in states, including Texas, to address such concerns.

Concerns regarding climate change have led the Congress, various states and environmental agencies to consider a
number of initiatives to restrict or regulate emissions of greenhouse gases, such as carbon dioxide and methane.  Stricter
regulations of greenhouse gases could require us to incur costs to reduce emissions of greenhouse gases associated with our
operations, or could adversely affect demand for the oil and natural gas we produce.  In addition, climate change that results in
physical effects such as increased frequency and severity of storms, floods and other climatic events, could disrupt our
exploration and production operations and cause us to incur significant costs in preparing for and responding to those effects.

Although it is not possible at this time to predict any additional federal, state or local legislation or regulation
regarding hydraulic fracturing, management of drilling fluids, stricter emission standards, well integrity requirements or
climate change, federal or state restrictions imposed on oil and gas exploration and production activities in areas in which we
conduct business could significantly increase our operating, capital and compliance costs as well as delay our ability to
develop oil and natural gas reserves.  In addition to increased regulation of our business, we may also experience an increase
in litigation seeking damages as a result of heightened public concerns related to air quality, water quality, and other
environmental impacts.    

The adoption of derivatives legislation by Congress, and implementation of that legislation by federal agencies, could
have an adverse impact on our ability to mitigate risks associated with our business.

    
The Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”), which was passed by the

U.S. Congress and signed into law in July 2010, provides for statutory and regulatory requirements for derivative transactions,
including crude oil and natural gas derivative transactions. Among other things, the Dodd-Frank Act provides for the creation
of position limits for certain derivatives transactions, as well as requiring certain transactions to be cleared on exchanges for
which cash collateral will be required. The Dodd-Frank Act requires Commodities Futures and Trading Commission, (the
“CFTC”), and the SEC and other regulators to promulgate rules and regulations implementing the Dodd-Frank Act. The CFTC
has re-proposed rules that would place limits on positions in certain core futures and equivalent swaps contracts for or linked
to certain physical commodities, subject to exceptions for certain bona fide hedging transactions. As these new position limit
rules are not yet final, the impact of those provisions on us is uncertain at this time.

It is not possible at this time to predict with certainty the full effect of the Dodd-Frank Act and CFTC rules on us and
the timing of such effects. The Dodd-Frank Act may require us to comply with margin requirements and with certain clearing
and trade-execution requirements if we do not satisfy certain specific exceptions. Although we expect to qualify for the end-
user exception to the clearing, trade execution and margin requirements for swaps entered to hedge our commodity risks, the
application of the requirements to other market participants, such as swap dealers, may change the cost and availability of our
derivatives. Depending on the rules adopted by the CFTC or similar rules that may be adopted by other regulatory bodies, we
might in the future be required to provide cash collateral for our commodities derivative transactions under circumstances in
which we do not currently post cash collateral. Posting of such additional cash collateral could therefore reduce our ability to
execute transactions to reduce commodity price risk and thus protect cash flows.

The full impact of the Dodd-Frank Act and related regulatory requirements upon our business will not be known until
all of the regulations are implemented. If we reduce our use of derivatives as a result of the Dodd-Frank Act and regulations,
our

#29#



Table of Contents

results of operations may become more volatile and our cash flows may be less predictable. In addition, the Dodd-Frank Act
was intended, in part, to reduce the volatility of crude oil and natural gas prices, which some legislators attributed to
speculative trading in derivatives and commodity instruments related to crude oil and natural gas. Our revenues could
therefore be adversely affected if a consequence of the Dodd-Frank Act and regulations is to lower commodity prices.

In addition, the European Union and other non-U.S. jurisdictions are implementing regulations with respect to the
derivatives market. To the extent we transact with counterparties in foreign jurisdictions, we may become subject to such
regulations. At this time, the impact of such regulations is not clear.

Recent changes in United States federal income tax law may have an adverse effect on our cash flows, results of
operations or financial condition overall.

The final version of the tax reform bill commonly known as the Tax Cuts and Jobs Act signed into law on December
22, 2017 (the "Tax Cuts and Jobs Act") may affect our cash flows, results of operations and financial condition. Among other
items, the Tax Cuts and Jobs Act repealed the deduction for certain U.S. production activities and provided for a new
limitation on the deduction for interest expense. Given the scope of this law and the potential interdependency of its changes,
it is difficult at this time to assess whether the overall effect of the Tax Cuts and Jobs Act will be cumulatively positive or
negative for our earnings and cash flow, but such changes may adversely impact our financial results.

Certain federal income tax deductions currently available with respect to oil and natural gas exploration and
development may be eliminated as a result of future legislation.

In past years, legislation has been proposed that would, if enacted into law, make significant changes to U.S. tax laws,
including to certain key U.S. federal income tax provisions currently available to oil and gas companies. Although none of
these changes were included in the Tax Cuts and Jobs Act, future adverse changes could include, but are not limited to, (i) the
repeal of the percentage depletion allowance for oil and gas properties, (ii) the elimination of current deductions for
intangible drilling and development costs, and (iii) an extension of the amortization period for certain geological and
geophysical expenditures. Congress could consider, and could include, some or all of these proposals as part of future tax
reform legislation. The passage of any legislation as a result of these proposals or any similar changes in U.S. federal income
tax laws could eliminate or postpone certain tax deductions that currently are available with respect to oil and gas
development, or increase costs, and any such changes could have an adverse effect on our financial position, results of
operations and cash flows.

We face strong competition from larger oil and natural gas companies that may negatively affect our ability to carry on
operations.

We operate in the highly competitive areas of oil and natural gas exploration, development and production. Factors
that affect our ability to compete successfully in the marketplace include:
 

• the availability of funds and information relating to a property;

• the standards established by us for the minimum projected return on investment; and

• the transportation of natural gas.

Our competitors include major integrated oil companies, substantial independent energy companies, affiliates of
major interstate and intrastate pipelines and national and local natural gas gatherers, many of which possess greater financial
and other resources than we do. If we are unable to successfully compete against our competitors, our business, prospects,
financial condition and results of operations may be adversely affected.
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Operating hazards may adversely affect our ability to conduct business.
Our operations are subject to risks inherent in the oil and natural gas industry, such as:

 
• unexpected drilling conditions including blowouts, cratering and explosions;

• uncontrollable flows of oil, natural gas or well fluids;

• equipment failures, fires or accidents;

• pollution and other environmental risks; and

• shortages in experienced labor or shortages or delays in the delivery of equipment.

These risks could result in substantial losses to us from injury and loss of life, damage to and destruction of property
and equipment, pollution and other environmental damage and suspension of operations. Our Gulf Coast Basin operations are
also subject to a variety of operating risks peculiar to the marine environment, such as hurricanes or other adverse weather
conditions and more extensive governmental regulation.

Environmental compliance costs and environmental liabilities could have a material adverse effect on our financial
condition and operations.

Our operations are subject to numerous federal, state and local laws and regulations governing the discharge of
materials into the environment or otherwise relating to environmental protection. These laws and regulations may:
 

• require the acquisition of permits before drilling commences;

• restrict the types, quantities and concentration of various substances that can be released into the environment
from drilling and production activities;

• limit or prohibit drilling activities on certain lands lying within wilderness, wetlands and other protected areas;

• require remedial measures to mitigate pollution from former operations, such as plugging abandoned wells; and

• impose substantial liabilities for pollution resulting from our operations.

Stricter requirements and standards may be imposed in future environmental legislation and regulation. Our drilling
plans may be affected as a result of new or modified environmental requirements. The enactment of stricter legislation or the
adoption of stricter regulations could have a significant impact on our operating costs, as well as on the oil and natural gas
industry in general.

Our operations could result in liability for personal injuries, property damage, oil spills, discharge of hazardous
materials, remediation and clean-up costs and other environmental damages. We could also be liable for environmental
damages caused by previous property owners. As a result, substantial liabilities to third parties or governmental entities may
be incurred which could have a material adverse effect on our financial condition and results of operations. We maintain
insurance coverage for our operations, including limited coverage for sudden and accidental environmental damages, but this
insurance may not extend to the full potential liability that could be caused by sudden and accidental environmental damages
nor continue to be available in the future, and if available, may not cover environmental damages that occur over time.
Accordingly, we may be subject to liability or may lose the ability to continue exploration or production activities upon
substantial portions of our properties if certain environmental damages occur.

We cannot control the activities on properties we do not operate and we are unable to ensure the proper operation and
profitability of these non-operated properties.

We do not operate all of the properties in which we have an interest. As a result, we have limited ability to exercise
influence over, and control the risks associated with, the operation of these properties. The success and timing of drilling and
development activities on our partially owned properties operated by others therefore will depend upon a number of factors
outside of our control, including the operator's:
 

• timing and amount of capital expenditures;

• expertise and diligence in adequately performing operations and complying with applicable agreements;
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• financial resources;

• inclusion of other participants in drilling wells; and

• use of technology.

As a result of any of the above or an operator's failure to act in ways that are in our best interest, our allocated
production revenues and results of operations could be adversely affected.

Ownership of working interests and overriding royalty interests in certain of our properties by certain of our officers and
directors potentially creates conflicts of interest.

Certain of our executive officers and directors or their respective affiliates are working interest owners or overriding
royalty interest owners in certain properties. In their capacity as working interest owners, they are required to pay their
proportionate share of all costs and are entitled to receive their proportionate share of revenues in the normal course of
business. As overriding royalty interest owners they are entitled to receive their proportionate share of revenues in the normal
course of business. There is a potential conflict of interest between us and such officers and directors with respect to the
drilling of additional wells or other development operations with respect to these properties.

Our business could be negatively affected by security threats, including cybersecurity threats, destructive forms of
protest and opposition by activists and other disruptions.

As an oil and natural gas producer, we face various security threats, including cybersecurity threats to gain
unauthorized access to sensitive information, to misappropriate financial assets or to render data or systems unusable; threats
to the security of our facilities and infrastructure or third party facilities and infrastructure, such as processing plants and
pipelines; and threats from terrorist acts. The potential for such security threats has subjected our operations to increased
risks that could have a material adverse effect on our business. In particular, our implementation of various procedures and
controls to monitor and mitigate security threats and to increase security for our information, facilities and infrastructure
may result in increased capital and operating costs. Moreover, there can be no assurance that such procedures and controls
will be sufficient to prevent security breaches from occurring. If any of these security breaches were to occur, they could
lead to losses of financial assets, sensitive information, critical infrastructure or capabilities essential to our operations and
could have a material adverse effect on our reputation, financial position, results of operations or cash flows. Cybersecurity
attacks in particular are becoming more sophisticated and include, but are not limited to, malicious software, attempts to gain
unauthorized access to data and systems, and other electronic security breaches that could lead to disruptions in critical
systems, unauthorized release of confidential or otherwise protected information, and corruption of data. These events could
lead to financial losses from remedial actions, loss of business or potential liability. In addition, destructive forms of protest
and opposition by activists and other disruptions, including acts of sabotage or eco-terrorism, against oil and gas production
and activities could potentially result in damage or injury to people, property or the environment or lead to extended
interruptions of our operations, adversely affecting our financial condition and results of operations.

Loss of our information and computer systems could adversely affect our business.
We are heavily dependent on our information systems and computer based programs, including our well operations

information, seismic data, electronic data processing and accounting data. If any of such programs or systems were to fail or
create erroneous information in our hardware or software network infrastructure, possible consequences include our loss of
communication links, inability to find, produce, process and sell oil and natural gas and inability to automatically process
commercial transactions or engage in similar automated or computerized business activities. Any such consequence could
have a material adverse effect on our business.

A terrorist attack or armed conflict could harm our business.
Terrorist activities, anti-terrorist efforts and other armed conflicts involving the United States or other countries may

adversely affect the United States and global economies and could prevent us from meeting our financial and other
obligations. If any of these events occur, the resulting political instability and societal disruption could reduce overall demand
for oil and natural gas, potentially putting downward pressure on demand for our production and causing a reduction in our
revenues. Oil and natural gas related facilities could be direct targets of terrorist attacks, and our operations could be
adversely impacted if infrastructure integral to our customers' operations is destroyed or damaged. Costs for insurance and
other security may increase as a result of these threats, and some insurance coverage may become more difficult to obtain, if
available at all.
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We are and may in the future be involved in legal proceedings that could result in substantial liabilities.
Like many oil and gas companies, we are from time to time involved in various legal and other proceedings, such as

title, royalty or contractual disputes, regulatory compliance matters and personal injury or property damage matters, in the
ordinary course of our business. For example, see Part II - Item 1. Legal Proceedings in this Form 10-K. Such legal
proceedings are inherently uncertain and their results cannot be predicted. Regardless of the outcome, such proceedings
could have an adverse impact on us because of legal costs, diversion of management and other personnel and other factors. In
addition, it is possible that a resolution of one or more such proceedings could result in liability, penalties or sanctions, as
well as judgments, consent decrees or orders requiring a change in our business practices, which could materially and
adversely affect our business, operating results and financial condition. Accruals for such liability, penalties or sanctions may
be insufficient. Judgments and estimates to determine accruals or range of losses related to legal and other proceedings could
change from one period to the next, and such changes could be material.    

Risks Relating to Our Outstanding Common Stock

Our stock price could be volatile, which could cause you to lose part or all of your investment.
The stock market has from time to time experienced significant price and volume fluctuations that may be unrelated to

the operating performance of particular companies. In particular, the market price of our common stock, like that of the
securities of many other energy companies, has been and may continue to be highly volatile. During 2017, the sales price of
our stock ranged from a low of $1.50 per share (on December 21, 2017) to a high of $4.75 per share (on February 17, 2017).
Factors such as announcements concerning changes in prices of oil and natural gas, our ability to service our indebtedness,
changes to the level of our indebtedness, the success of our acquisition, exploration and development activities, the
availability of capital, and economic and other external factors, as well as period-to-period fluctuations and financial results,
may have a significant effect on the market price of our common stock.

From time to time, there has been limited trading volume in our common stock. In addition, there can be no assurance
that there will continue to be a trading market or that any securities research analysts will continue to provide research
coverage with respect to our common stock. It is possible that such factors will adversely affect the market for our common
stock.

If we cannot meet the New York Stock Exchange’s continuing listing requirements and rules, the New York Stock
Exchange may delist our securities, which could negatively affect our company, the price of our securities and your
ability to sell our securities.

On June 12, 2017, we received notice from NYSE Regulation informing us that we were not in compliance with the
continued listing standards set forth in Section 802.01B of the Listed Company Manual because our average global market
capitalization fell below $50 million over a trailing consecutive 30 trading-day period and our last reported stockholders’
equity was less than $50 million.

We have submitted a business plan to the New York Stock Exchange demonstrating how we intend to regain
compliance with the continued listing standards set forth in Section 802.01B of the Listed Company Manual. On August 24,
2017, we received notice from the NYSE that our business plan had been accepted. As a result, our common stock will
continue to be listed on the NYSE, subject to our providing quarterly reviews to the New York Stock Exchanges Listings and
Compliance Committee to ensure our progress toward our plan to restore compliance with continued listing standards by
achieving an average market capitalization over a consecutive 30-day period of $50 million or total stockholders' equity of
$50 million by June 12, 2018.

If our common stock ultimately were to be delisted for any reason, trading of our securities would thereafter be
conducted in the over-the-counter market or on the National Association of Securities Dealers Inc.’s “electronic bulletin
board.” As a consequence, our stockholders would likely find it more difficult to dispose of, or to obtain accurate quotations
as to the prices of our securities. Such a delisting could negatively impact us by (i) reducing the liquidity and market price of
our common stock; (ii) reducing the number of investors willing to hold or acquire our common stock, which could
negatively impact our ability to raise equity financing; (iii) limiting our ability to use a registration statement to offer and sell
freely tradable securities, thereby preventing us from accessing the public capital markets; and (iv) impairing our ability to
provide equity incentives to our employees.

The terms of our debt agreements currently restrict, and Delaware law may restrict, us from making cash payments with
respect to our Series B Preferred Stock, and as a result the holders of our Series B Preferred Stock are entitled to
additional rights with respect to the management of the Company.

Quarterly dividends and cash payments upon conversion or repurchase of our Series B preferred stock will be paid
only if payment of such amounts is not prohibited by our debt agreements, such as the Multidraw Term Loan Agreement, and
assets are legally available to pay such amounts. Quarterly dividends will only be paid if such dividends are declared by our
board of
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directors. The board of directors is not obligated or required to declare quarterly dividends even if we have funds available for
such purposes.

In connection with an amendment to our prior bank credit facility (which was replaced by the Multidraw Term Loan
Agreement in October 2016) restricting us from declaring or paying dividends on our Series B preferred stock, we suspended
the cash dividend on our Series B preferred stock beginning with the dividend payment due on April 15, 2016. The terms of
the Multidraw Term Loan Agreement also restrict us from declaring and paying cash dividends on our Series B preferred
stock. Under the terms of the Series B preferred stock, any unpaid dividends will accumulate. As of December 31, 2017, we
have deferred seven dividend payments and have accrued a $10.3 million payable related to the seven deferred payments and
the payment that was due on January 15, 2018, which is included in other long-term liabilities on the Consolidated Balance
Sheet. As a result of the restrictions in the Multidraw Term Loan Agreement and our failure to pay six quarterly dividends on
the Series B preferred stock as of the date hereof, holders of the Series B preferred stock, voting as a single class, currently
have the right to elect two additional directors to our board of directors until all accumulated and unpaid dividends on the
Series B preferred stock are paid in full. On August 23, 2017, our board received written notice from two affiliated holders of
the Series B preferred stock exercising this right by requesting that our board call a special meeting of the holders of the
Series B preferred stock for the purposes of electing the additional directors. However, on October 20, 2017, as a result of
discussions between our management and certain holders of the Series B preferred stock, the request to call the special
meeting was withdrawn, and our board determined not to call the special meeting at that time. We are committed to working
with holders of the Series B preferred stock as they identify and evaluate potential candidates to add to the existing board of
directors in 2018.

If in the future we are permitted to pay such cash dividends under the terms of our existing debt agreements, including
the Multidraw Term Loan Agreement, and any debt agreements that we enter into in the future, we may continue to be limited
in our ability to pay cash dividends on our Series B preferred stock and our ability to make any cash payment upon conversion
or repurchase of our Series B preferred stock by the terms of such debt agreements. Furthermore, if we are in default under
the Multidraw Term Loan Agreement or the indentures governing the 2021 Notes or the 2021 PIK Notes, we will not be
permitted to pay any cash dividends on our Series B preferred stock or make any cash payment upon conversion or repurchase
of our Series B preferred stock in the absence of a waiver of such default or an amendment or refinancing of such debt
agreements.

Delaware law provides that we may pay dividends on our Series B preferred stock only to the extent that assets are
legally available to pay such dividends. Cash payments we may make upon repurchase or conversion of our Series B preferred
stock would be generally subject to the same restrictions under Delaware law. Legally available assets is defined as the
amount of surplus. Our surplus is the amount by which the fair value of total assets exceeds the sum of:

• the fair value of our total liabilities, including our contingent liabilities; and

• the amount of our capital.

If there is no surplus, legally available assets will mean, in the case of a dividend, our net profits for the fiscal year in
which the dividend payment occurs and/or the preceding fiscal year.

Issuance of shares in connection with financing transactions or under stock incentive plans will dilute current
stockholders.

We have issued 1.5 million shares of Series B preferred stock, which are presently convertible into 1.3 million shares
of our common stock. In addition, pursuant to our stock incentive plan, our management is authorized to grant stock awards to
our employees, directors and consultants. You will incur dilution upon the conversion of the Series B preferred stock, the
exercise of any outstanding stock awards or the grant of any restricted stock. In addition, if we raise additional funds by
issuing additional common stock, or securities convertible into or exchangeable or exercisable for common stock, further
dilution to our existing stockholders will result, and new investors could have rights superior to existing stockholders.

The number of shares of our common stock eligible for future sale could adversely affect the market price of our stock.
At December 31, 2017, we had reserved approximately 1.6 million shares of common stock for issuance under

outstanding options and approximately 1.3 million shares issuable upon conversion of the Series B preferred stock. All of
these shares of common stock are registered for sale or resale on currently effective registration statements. In addition, we
recently issued approximately 2.0 million shares of common stock as a portion of the consideration for our acquisition of
certain oil and gas interests that will be eligible for future sale under Rule 144 of the Securities Act and approximately 2.2
million shares of common stock in a privately negotiated debt exchange that are currently eligible for sale. We may issue
additional restricted securities or register additional shares of common stock under the Securities Act in the future. The
issuance of a significant number of shares of common stock upon the exercise of stock options, the granting of restricted
stock or the conversion of the Series B preferred stock, or the availability for sale, or sale, of a substantial number of the
shares of our common stock eligible for future sale under effective registration statements, under Rule 144 or otherwise,
could adversely affect the market price of the common stock.
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Provisions in our certificate of incorporation and bylaws could delay or prevent a change in control of our company, even
if that change would be beneficial to our stockholders.

Certain provisions of our certificate of incorporation and bylaws may delay, discourage, prevent or render more
difficult an attempt to obtain control of our company, whether through a tender offer, business combination, proxy contest or
otherwise. These provisions include:

• the charter authorization of “blank check” preferred stock;

• a restriction on the ability of stockholders to call a special meeting and take actions by written consent; and

• provisions regulating the ability of our stockholders to nominate directors for election or to bring matters for
action at annual meetings of our stockholders.

We do not intend to pay dividends on our common stock and our ability to pay dividends on our common stock is
restricted.

We have not paid dividends on our common stock, in cash or otherwise, and intend to retain our cash flow from
operations for the future operation and development of our business. We are currently restricted from paying dividends on
our common stock by our Multidraw Term Loan Agreement, the indentures governing the 2021 Notes and 2021 PIK Notes
and, in some circumstances, by the terms of our Series B Preferred Stock. Any future dividends also may be restricted by our
then-existing debt agreements.

Item 1B Unresolved Staff Comments

None 

Item 3. Legal Proceedings

The Company is involved in litigation relating to claims arising out of its operations in the normal course of business,
including worker’s compensation claims, tort claims and contractual disputes. Some of the existing known claims against us
are covered by insurance subject to the limits of such policies and the payment of deductible amounts by us. Although we
cannot predict the outcome of these proceedings with certainty, management believes that the ultimate disposition of all
uninsured or unindemnified matters resulting from existing litigation will not have a material adverse effect on the Company's
business or financial position.

On March 23, 2015, BCR Holdings, Inc. filed suit in state district court in Lafourche Parish, Louisiana against
PetroQuest Energy L.L.C. ("PQ LLC") and seven other defendant companies claiming damages arising from oilfield and sulfur
mining operations conducted pursuant to a November 14, 1941 oil, gas and mineral lease (the "Lease") on certain lands
located in Lafourche Parish, Louisiana commonly known as "Bully Camp Field". The alleged damages include releases of
pollutants on and under the surface of the property and damages to the surface of the property. The lawsuit seeks actual,
consequential and punitive damages, remediation and restoration of the property and attorney's fees and costs. PQ LLC owned
working interests in only a portion of the Lease limited to the time period from 1995-2002.

On October 11, 2016, PQ LLC and another exploration and production company were named as defendants in a
putative class action lawsuit filed on behalf of royalty owners in the state district court in Hughes County, Oklahoma. The
lawsuit alleges that PQ LLC and the other defendant failed to pay interest with respect to untimely royalty payments. The
lawsuit seeks actual and punitive damages, an accounting, disgorgement, injunctive relief and attorney's fees. On November
28, 2016, the Company removed the lawsuit to the U.S. District Court for the Eastern District of Oklahoma.

On October 25, 2016, PQ LLC and another exploration and production company were named as defendants in a
putative class action lawsuit filed on behalf of royalty owners in the U.S. District Court for the Eastern District of Oklahoma.
The lawsuit alleges that PQ LLC and the other defendant underpaid royalties or did not pay royalties by various means. The
lawsuit seeks actual, compensatory and punitive damages, and attorney's fees.    

We continue to vigorously defend against each of the pending claims. At this time we are unable to express an opinion
with respect to the likelihood of an unfavorable outcome or provide an estimate of potential losses, if any.

Item 4. Mine Safety Disclosures

Not applicable.
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PART II
 

Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

The following graph illustrates the yearly percentage change in the cumulative stockholder return on our common
stock, compared with the cumulative total return on the NYSE/AMEX/NASDAQ Stock Market (U.S. Companies) Index, the
NYSE Stocks—Crude Petroleum and Natural Gas Index and the Morningstar Oil and Gas E&P Index, for the five years ended
December 31, 2017.

Comparison of 5 Year Cumulative Total Return
Assumes Initial Investment of $100

December 31, 2017

 
PetroQuest
Energy, Inc.

NYSE/AMEX/NASDAQ
Market (US Companies)

NYSE Stocks
(SIC 1310-
1319 US
Companies)
Crude
Petroleum and
Natural Gas

Morningstar Oil
& Gas E&P

Index
12/31/2012 $100.00 $100.00 $100.00 $100.00
12/31/2013 87.27 131.47 100.04 119.84
12/31/2014 75.56 145.70 81.89 96.93
12/31/2015 10.10 140.27 56.28 63.99
12/31/2016 16.72 161.27 76.88 86.14
12/31/2017 9.55 189.83 81.26 83.51
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Market Price of and Dividends on Common Stock

Our common stock trades on the New York Stock Exchange under the symbol “PQ.” The following table lists high and
low sales prices per share for the periods indicated. The prices per share of our common stock prior to the 1 for 4 reverse
stock split effective for trading purposes on May 19, 2016 have been adjusted to reflect this stock split on a retroactive basis
and may not represent actual transactions.

2016  High Low
1st Quarter  $ 2.96 $ 1.32
2nd Quarter  3.79 1.77
3rd Quarter  3.64 1.71
4th Quarter  4.51 2.83

2017    
1st Quarter  $ 4.75 $ 2.56
2nd Quarter  2.96 1.66
3rd Quarter  2.40 1.66
4th Quarter  2.36 1.50

    

As of February 28, 2018, there were 132 common stockholders of record.

We have never paid a dividend on our common stock, cash or otherwise, and intend to retain our cash flow from
operations for the future operation and development of our business. In addition, under our Multidraw Term Loan Agreement
and the indentures governing the 2021 Notes and 2021 PIK Notes, and, in some circumstances, the terms of our Series B
preferred stock, we are restricted from paying cash dividends on our common stock. The payment of future dividends, if any,
will be determined by our Board of Directors in light of conditions then existing, including our earnings, financial condition,
capital requirements, restrictions in financing agreements, business conditions and other factors. See Item 1A. “Risk Factors
– Risks Relating to our Outstanding Common Stock – We do not intend to pay dividends on our common stock and our ability
to pay dividends on our common stock is restricted.”

The following table sets forth certain information with respect to repurchases of our common stock during the quarter
ended December 31, 2017.

  
Total Number of Shares

Purchased (1)
Average Price
Paid Per Share

Total Number of
Shares Purchased

as Part of
Publicly

Announced Plan
or Program

Maximum Number (or
Approximate Dollar

Value) of Shares that May
be Purchased Under the

Plans or Programs
October 1—October 31,
2017  241 $ 1.88 — —
November 1—November 30,
2017  22,229 $ 1.81 — —
December 1—December 31,
2017  — $ — — —
 

(1) All shares repurchased were surrendered by employees to pay tax withholding upon the vesting of restricted stock
awards.
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Item 6. Selected Financial Data

The following table sets forth, as of the dates and for the periods indicated, selected financial information for the
Company. The financial information for each of the five years in the period ended December 31, 2017 has been derived from
the audited Consolidated Financial Statements of the Company for such periods. The information should be read in
conjunction with “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and the
Consolidated Financial Statements and notes thereto. The following information is not necessarily indicative of future results
of the Company. All amounts are stated in U.S. dollars unless otherwise indicated.

  Year Ended December 31,
  2017  2016 (1)  2015 (2)  2014  2013
  (in thousands except per share and per Mcfe data)
Average sales price per Mcfe  $ 3.92  $ 2.84  $ 3.39  $ 5.19  $ 4.80
Revenues  108,287  66,667  115,969  225,021  182,804
Net income (loss) available to common
stockholders  (11,776)  (96,245)  (299,929)  26,051  8,943
Net income (loss) available to common
stockholders per share:           

Basic  (0.55)  (5.24)  (18.45)  1.57  0.56
Diluted  (0.55)  (5.24)  (18.45)  1.57  0.56

Oil and gas properties, net  106,055  89,062  165,952  683,812  581,242
Total assets  164,298  144,860  379,319  786,108  660,018
Long-term debt, including current portion  309,361  293,645  347,008  420,213  417,828
Stockholders’ equity  (248,935)  (251,095)  (163,067)  136,909  99,095
 

(1) The year ended December 31, 2016 includes a pre-tax ceiling test write-down of $40.3 million.
(2) The year ended December 31, 2015 includes a pre-tax ceiling test write-down of $266.6 million.

Item 7.
MANAGEMENT’S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

PetroQuest Energy, Inc. is an independent oil and gas company incorporated in the State of Delaware with primary
operations in Texas and Louisiana. We seek to grow our production, proved reserves, cash flow and earnings at low finding
and development costs through a balanced mix of exploration, development and acquisition activities. From the
commencement of our operations through 2002, we were focused exclusively in the Gulf Coast Basin with onshore
properties principally in southern Louisiana and offshore properties in the shallow waters of the Gulf of Mexico shelf. During
2003, we began the implementation of our strategic goal of diversifying our reserves and production into longer life and
lower risk onshore properties with our acquisition of the Carthage Field in East Texas. From 2005 through 2015, we further
implemented this strategy by focusing our efforts in the Woodford Shale play in Oklahoma. In response to lower commodity
prices and to strengthen our balance sheet, we sold all of our Oklahoma assets in three transactions that closed in June 2015,
April 2016 and October 2016 (the "Oklahoma Divestitures"). See Note 2 - Acquisitions and Divestitures. In December 2017,
we acquired approximately 24,600 gross acres in central Louisiana targeting the Austin Chalk to attempt to increase our oil
production and reserves. During January 2018, we sold all of our Gulf of Mexico assets to further reduce our liabilities and
strengthen our liquidity position.

Our liquidity position has been negatively impacted by the prolonged decline in commodity prices that began in late
2014. In response, we executed the following actions aimed at preserving liquidity, reducing overall debt levels and extending
debt maturities:

• Completed the Oklahoma Divestitures for $292.6 million;

• Completed two debt exchanges to extend maturities on a significant portion of debt;

• Reduced total debt 29% from $425 million at December 31, 2014 to $302.6 million at December 31, 2017;

• Entered into a new $50 million Multidraw Term Loan Agreement (as defined below) maturing in 2020; and
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• Significantly reduced our capital expenditures in 2016 and secured a new drilling joint venture in East Texas to
facilitate the restart of drilling operations at the end of 2016.

In addition to extending the maturity on approximately $113.0 million of debt due in 2017 to 2021, our September
2016 debt exchange permitted us to reduce our cash interest expense on our 2021 PIK Notes (as defined below) from 10%
cash to 1% cash and 9% payment-in-kind for the first three semi-annual interest payments ending with the February 2018
interest payment, which has provided us with approximately $31.6 million of cash interest savings during 2017 and 2018. To
enhance our liquidity and provide capital to address the 10% Senior Notes due 2017 (the "2017 Notes") remaining
outstanding after our debt exchanges, in October 2016, we entered into a new $50 million Multidraw Term Loan Agreement
(the "Multidraw Term Loan Agreement") maturing in 2020, replacing our prior bank credit facility, which had no borrowing
base on the date of termination. In March 2017, we utilized borrowings under the Multidraw Term Loan Agreement and cash
on hand to redeem the remaining 2017 Notes.

Oil and gas prices realized in 2017 were more favorable than those realized in 2016. Stated on an Mcfe basis, unit
prices received during the year ended December 31, 2017 were 38% higher than the prices received during the year ended
December 31, 2016. During the first quarter of 2017, we recompleted our Thunder Bayou well in South Louisiana into a
larger sand package and continued drilling under our East Texas joint venture drilling program, which commenced at the end
of 2016. Under the drilling program, we drilled ten gross wells during 2017 of which eight were completed as of
December 31, 2017. The remaining two wells were completed during the first quarter of 2018. As a result of our successful
recompletion and drilling operations during 2017, we grew production and estimated proved reserves significantly during
2017 as compared to 2016. Our average daily production during the year ended December 31, 2017 increased 17% over
average daily production during the year ended December 31, 2016 and our estimated proved reserves at December 31, 2017
grew 35% from 2016.

Critical Accounting Policies
Reserve Estimates

Our estimates of proved oil and gas reserves constitute those quantities of oil and gas, which, by analysis of
geoscience and engineering data, can be estimated with reasonable certainty to be economically producible from a given date
forward, from known reservoirs, and under existing economic conditions, operating methods, and government regulations
prior to the time at which contracts providing the right to operate expire, unless evidence indicates that renewal is reasonably
certain, regardless of whether deterministic or probabilistic methods are used for the estimation. At the end of each year, our
proved reserves are estimated by independent petroleum engineers in accordance with guidelines established by the SEC.
These estimates, however, represent projections based on geologic and engineering data. Reserve engineering is a subjective
process of estimating underground accumulations of oil and gas that are difficult to measure. The accuracy of any reserve
estimate is a function of the quantity and quality of available data, engineering and geological interpretation and professional
judgment. Estimates of economically recoverable oil and gas reserves and future net cash flows necessarily depend upon a
number of variable factors and assumptions, such as historical production from the area compared with production from other
producing areas, the assumed effect of regulations by governmental agencies, and assumptions governing future oil and gas
prices, future operating costs, severance taxes, development costs and workover costs. The future drilling costs associated
with reserves assigned to proved undeveloped locations may ultimately increase to the extent that these reserves may be later
determined to be uneconomic. Any significant variance in the assumptions could materially affect the estimated quantity and
value of the reserves, which could affect the carrying value of our oil and gas properties and/or the rate of depletion of such
oil and gas properties.

Disclosure requirements under Staff Accounting Bulletin No. 113 (“SAB 113”) include provisions that permit the use
of new technologies to determine proved reserves if those technologies have been demonstrated empirically to lead to
reliable conclusions about reserve volumes. The rules also allow companies the option to disclose probable and possible
reserves in addition to the existing requirement to disclose proved reserves. The disclosure requirements also require
companies to report the independence and qualifications of third party preparers of reserves and file reports when a third
party is relied upon to prepare reserves estimates. Pricing is based on a 12-month, first day of month, average price during the
12-month period prior to the ending date of the balance sheet to report oil and natural gas reserves. In addition, the 12-month
average is also used in the ceiling test calculation and to compute depreciation, depletion and amortization.

Full Cost Method of Accounting
We use the full cost method of accounting for our investments in oil and gas properties. Under this method, all

acquisition, exploration and development costs, including certain related employee costs, incurred for the purpose of
exploring for and developing oil and natural gas are capitalized. Acquisition costs include costs incurred to purchase, lease or
otherwise acquire property. Exploration costs include the costs of drilling exploratory wells, including those in progress and
geological and geophysical service costs in exploration activities. Development costs include the costs of drilling
development wells and costs of completions, platforms, facilities and pipelines. Costs associated with production and general
corporate activities are expensed
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in the period incurred. Sales of oil and gas properties, whether or not being amortized currently, are accounted for as
adjustments of capitalized costs, with no gain or loss recognized, unless such adjustments would significantly alter the
relationship between capitalized costs and proved reserves of oil and gas.

The costs associated with unevaluated properties are not initially included in the amortization base and primarily relate
to ongoing exploration activities, unevaluated leasehold acreage and delay rentals, seismic data and capitalized interest. These
costs are either transferred to the amortization base with the costs of drilling the related well or are assessed quarterly for
possible impairment or reduction in value.

We compute the provision for depletion of oil and gas properties using the unit-of-production method based upon
production and estimates of proved reserve quantities. Unevaluated costs and related carrying costs are excluded from the
amortization base until the properties associated with these costs are evaluated. In addition to costs associated with evaluated
properties, the amortization base includes estimated future development costs related to non-producing reserves. Our
depletion expense is affected by the estimates of future development costs, unevaluated costs and proved reserves, and
changes in these estimates could have an impact on our future earnings.

We capitalize certain internal costs that are directly identified with acquisition, exploration and development
activities. The capitalized internal costs include salaries, employee benefits, costs of consulting services and other related
expenses and do not include costs related to production, general corporate overhead or similar activities. We also capitalize a
portion of the interest costs incurred on our debt. Capitalized interest is calculated using the amount of our unevaluated
properties and our effective borrowing rate.

Capitalized costs of oil and gas properties, net of accumulated depreciation, depletion and amortization ("DD&A") and
related deferred taxes, are limited to the estimated future net cash flows from proved oil and gas reserves, including the effect
of cash flow hedges in place, discounted at 10 percent, plus the lower of cost or fair value of unevaluated properties, as
adjusted for related income tax effects (the full cost ceiling). If capitalized costs exceed the full cost ceiling, the excess is
charged to write-down of oil and gas properties in the quarter in which the excess occurs.

Given the volatility of oil and gas prices, it is probable that our estimate of discounted future net cash flows from
estimated proved oil and gas reserves will change in the near term. If oil or gas prices remain at current levels or decline
further, even for only a short period of time, or if we have downward revisions to our estimated proved reserves, it is possible
that further write-downs of oil and gas properties could occur in the future.

Future Abandonment Costs
Future abandonment costs include costs to dismantle and relocate or dispose of our production platforms, gathering

systems, wells and related structures and restoration costs of land and seabed. We develop estimates of these costs for each
of our properties based upon the type of production structure, depth of water, reservoir characteristics, depth of the reservoir,
market demand for equipment, currently available procedures and consultations with construction and engineering
consultants. Because these costs typically extend many years into the future, estimating these future costs is difficult and
requires management to make estimates and judgments that are subject to future revisions based upon numerous factors,
including changing technology, the timing of estimated costs, the impact of future inflation on current cost estimates and the
political and regulatory environment.
Derivative Instruments

We seek to reduce our exposure to commodity price volatility by hedging a portion of our production through
commodity derivative instruments. The estimated fair values of our commodity derivative instruments are recorded in the
consolidated balance sheet. The changes in fair value of those derivative instruments that qualify for hedge accounting
treatment are recorded in other comprehensive income (loss) until the hedged oil or natural gas quantities are produced. If a
hedge becomes ineffective because the hedged production does not occur, or the hedge otherwise does not qualify for hedge
accounting treatment, the changes in the fair value of the derivative are recorded in the income statement as derivative income
(expense).

Our hedges are specifically referenced to NYMEX prices for oil and natural gas. We evaluate the effectiveness of our
hedges at the time we enter the contracts, and periodically over the life of the contracts, by analyzing the correlation between
NYMEX and the posted prices we receive from our designated production. Through this analysis, we are able to determine if a
high correlation exists between the prices received for the designated production and the NYMEX price at which the hedges
will be settled. At December 31, 2017, our derivative instruments were designated effective cash flow hedges.

Estimating the fair value of derivative instruments requires valuation calculations incorporating estimates of future
NYMEX prices, discount rates and price movements. As a result, we calculate the fair value of our commodity derivatives
using an independent third-party’s valuation model that utilizes market-corroborated inputs that are observable over the term
of the
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derivative contract. Our fair value calculations also incorporate an estimate of the counterparties’ default risk for derivative
assets and an estimate of our default risk for derivative liabilities.

Results of Operations
The following table sets forth certain information with respect to our oil and gas operations for the periods noted.

These historical results are not necessarily indicative of results to be expected in future periods.

 Year Ended December 31,
 2017  2016  2015
Production:      

Oil (Bbls) 591,558  502,201  528,529
Gas (Mcf) 19,610,964  16,616,578  25,501,851
Ngl (Mcfe) 4,452,817  3,870,947  5,487,239
Total Production (Mcfe) 27,613,129  23,500,731  34,160,264

Sales:      
Total oil sales $ 31,258,109  $ 20,613,964  $ 26,532,240
Total gas sales 60,922,072  37,962,622  75,070,130
Total ngl sales 16,107,068  8,090,292  14,367,024
Total oil and gas sales $ 108,287,249  $ 66,666,878  $ 115,969,394

Average sales prices:      
Oil (per Bbl) $ 52.84  $ 41.05  $ 50.20
Gas (per Mcf) 3.11  2.28  2.94
Ngl (per Mcfe) 3.62  2.09  2.62
Per Mcfe 3.92  2.84  3.39

The above sales and average sales prices include increases to revenue related to the settlement of gas hedges of $1,461,000,
$1,811,000 and $15,940,000, for the year ended December 31, 2017, 2016 and 2015, respectively. There were no
settlements of Ngl or oil hedges for the years ended December 31, 2017 and 2016. The above sales and average sales prices
include $530,000 and $644,000 related to settlements of Ngl and oil hedges, respectively, for the year ended December 31,
2015.

Comparison of Results of Operations for the Years Ended December 31, 2017 and 2016

Net loss available to common stockholders totaled $11,776,000 and $96,245,000 for the years ended December 31, 2017
and 2016, respectively. The primary fluctuations were as follows:

Production Total production increased 17% during the year ended December 31, 2017 as compared to the 2016 period. The
increase in total production was due primarily to the successful drilling of eight East Texas wells and the successful
recompletions of our Thunder Bayou well in the first quarter of 2017 and our Tokay well during the third quarter of 2017.
Partially offsetting these increases were decreases due to the 2016 Oklahoma Divestitures and normal production declines at
our legacy Gulf Coast and East Texas fields as a result of the reduction in capital expenditures during 2016. During January
2018, we sold our Gulf of Mexico assets, which accounted for approximately 25% of our total 2017 production, including
51%, 24% and 10% of our oil, gas and Ngl production, respectively. Excluding the Gulf of Mexico production during 2017,
we expect our total production during 2018 to approximate production during 2017.

Gas production during the year ended December 31, 2017 increased 18% from the 2016 period. The increase in gas
production was primarily the result of our successful East Texas drilling program and the successful recompletions of our
Thunder Bayou and Tokay wells. Partially offsetting these increases were decreases due to the 2016 Oklahoma Divestitures
and normal production declines at our legacy Gulf Coast and East Texas fields. Excluding the Gulf of Mexico production
during 2017, we expect our 2018 average daily gas production to approximate the average daily gas production realized during
2017.

Oil production during the year ended December 31, 2017 increased 18% as compared to the 2016 period as a result of the
successful recompletions of our Thunder Bayou and Tokay wells as well as our successful East Texas drilling program.
Partially offsetting these increases was a decrease as a result of the sale of our E. Lake Verret field during the second quarter
of 2017. Excluding the Gulf of Mexico production during 2017, we expect our 2018 average daily oil production to
approximate the average daily oil production realized during 2017.

Ngl production during the year ended December 31, 2017 increased 15% from the 2016 period primarily due to the
successful recompletion of our Thunder Bayou well during the first quarter of 2017 and our successful drilling program in
East Texas. These
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increases were partially offset by normal production declines at our legacy Gulf Coast and East Texas fields. Excluding the
Gulf of Mexico production during 2017, we expect our 2018 average daily Ngl production to approximate the average daily
Ngl production realized during 2017.

Prices Including the effects of our hedges, average gas prices per Mcf for the year ended December 31, 2017 were $3.11 as
compared to $2.28 for the 2016 period. Average oil prices per Bbl for the year ended December 31, 2017 were $52.84 as
compared to $41.05 for the 2016 period and average Ngl prices per Mcfe were $3.62 for the year ended December 31, 2017,
as compared to $2.09 for the 2016 period. Stated on an Mcfe basis, unit prices received during the year ended December 31,
2017 were 38% higher than the prices received during the 2016 period.

Revenue Including the effects of hedges, oil and gas sales during the twelve months ended December 31, 2017 increased
62% to $108,287,000, as compared to oil and gas sales of $66,667,000 during the 2016 period. This increase was primarily
the result of higher average realized prices for our production during 2017 as well as the production increases noted above.

Expenses Lease operating expenses for the year ended December 31, 2017 totaled $33,162,000, or $1.20 per Mcfe, as
compared to $28,508,000, or $1.21 per Mcfe, during the 2016 period. The increase in total lease operating expenses for the
year ended December 31, 2017 is primarily a result of the increases in production noted above. We expect lease operating
expenses during 2018 to decrease on an absolute value basis and a per unit basis as compared to 2017 as a result of the Gulf
of Mexico sale.

Production taxes for the year ended December 31, 2017 totaled $3,302,000, or $0.12 per Mcfe, as compared to $354,000,
or $0.02 per Mcfe, during the 2016 period. The increase in total and per unit production taxes during 2017 was primarily due
to the receipt in 2016 of $1,292,000 of production tax refunds on certain of our East Texas wells that qualified for a gas tax
credit. No such refunds were received during 2017. Additionally, as severance taxes for the majority of our properties that are
subject to severance taxes are assessed on the value of oil and gas sales, the amount also increased as a result of the increase
in revenue noted above. Additionally, the expiration of the two-year severance tax exemption on our Thunder Bayou well in
June 2017 contributed to the increase.

General and administrative expenses during the year ended December 31, 2017 totaled $15,860,000 as compared to
$26,040,000 during the 2016 period. General and administrative expenses decreased 39% during the year ended
December 31, 2017 primarily due to the inclusion of $10,139,000 of costs related to the issuance of the 2021 Notes and
2021 PIK Notes during 2016. ASC Topic 470-60 "Troubled Debt Restructurings by Debtors" requires financing costs related
to a troubled debt restructuring to be expensed in the period incurred.  Included in general and administrative expenses for
2017 are share-based compensation costs, net of amounts capitalized, of $1,546,000, compared to $1,582,000 during
the 2016 period. We capitalized $7,011,000 of general and administrative costs during the year ended December 31, 2017 as
compared to $6,623,000 during the comparable 2016 period.

Depreciation, depletion and amortization ("DD&A") expense on oil and gas properties for the year ended December 31, 2017
totaled $31,667,000, or $1.15 per Mcfe, as compared to $27,962,000, or $1.19 per Mcfe, during the comparable 2016
period. The decrease in the per unit DD&A rate is primarily the result of the impact of prior year ceiling test write-downs as
well as the success of our East Texas drilling program.

At December 31, 2016, the prices used in computing the estimated future net cash flows from our estimated proved reserves,
including the effect of hedges in place at that date, averaged $2.51 per Mcf of natural gas, $40.85 per barrel of oil and $1.82
per Mcfe of natural gas liquids, respectively. As a result of lower commodity prices and their negative impact on our
estimated proved reserves and estimated future net cash flows, we recognized a ceiling test write-down of approximately
$40,304,000 during the year ended December 31, 2016. No such write-down was recognized during 2017. See Note 11,
"Ceiling Test" for further discussion of the ceiling test write-down. Utilizing current strip prices for oil and gas prices for the
first quarter of 2018 and projecting the effect on the estimated future net cash flows from our estimated proved reserves as
of March 31, 2018, we do not expect to recognize a ceiling test write-down during the first quarter of 2018.

Interest expense, net of amounts capitalized on unevaluated properties, totaled $28,836,000 during the year ended
December 31, 2017, as compared to $30,019,000 during 2016. During the year ended December 31, 2017, our capitalized
interest totaled $1,571,000 as compared to $935,000 during the 2016 period. The terms of our 2021 PIK Notes allowed us
the option to pay interest on the 2021 PIK Notes at 1% cash and 9% payment in kind through the payment due February 15,
2018. Starting with the interest payment due on August 15, 2018, we will be required to pay the entire 10% interest in cash.
Therefore, although our total interest expense for the year ended 2018 is expected to approximate interest expense during
2017, we expect our cash interest expense to be significantly higher during 2018 as compared to 2017.

Income tax (benefit) expense during the year ended December 31, 2017 totaled ($949,000), as compared to $543,000 during
the 2016 period. We typically provide for income taxes at the statutory federal income tax rate adjusted for permanent
differences expected to be realized, primarily statutory depletion, non-deductible stock compensation expenses and state
income taxes.

#42#



Table of Contents

As a result of the ceiling test write-downs recognized in 2016 and prior years, we have incurred a three-year cumulative loss.
Because of the impact the cumulative loss has on the determination of the recoverability of deferred tax assets through future
earnings, we assessed the realizability of our deferred tax assets based on the future reversals of existing deferred tax
liabilities. Accordingly, we established a valuation allowance for a portion of our deferred tax asset. The valuation allowance
was $115,906,000 as of December 31, 2017.

The Tax Cuts and Jobs Act (the “Act”) was enacted on December 22, 2017. We have not yet completed our accounting for the
tax effects of enactment of the Act. However, we have made a reasonable estimate of the effects on existing deferred tax
balances and recognized a provisional amount of approximately $64.9 million to remeasure deferred tax assets and liabilities
based on the rates at which they are expected to reverse in the future, which is generally 21%. This amount is included as a
component of income tax expense (benefit) from continuing operations and is fully offset by the related adjustment to the
valuation allowance. We are still analyzing certain aspects of the Act and refining our calculations, which could potentially
affect the measurement of these balances or potentially give rise to new deferred tax amounts. See Note 13, “Income Taxes”
for further discussion.

Comparison of Results of Operations for the Years Ended December 31, 2016 and 2015

Net loss available to common stockholders totaled $96,245,000 and $299,929,000 for the years ended December 31, 2016
and 2015, respectively. The primary fluctuations were as follows:

Production Total production decreased 31% during the year ended December 31, 2016 as compared to the 2015 period. The
decrease in total production was due primarily to the Oklahoma Divestitures and normal production declines at our Gulf
Coast and East Texas fields as a result of the reduction in capital expenditures during 2016.

Gas production during the year ended December 31, 2016 decreased 35% from the 2015 period. The decrease in gas
production was primarily the result of the Oklahoma Divestitures and normal production declines at our Gulf Coast and East
Texas fields.

Oil production during the year ended December 31, 2016 decreased 5% as compared to the 2015 period due primarily to
normal production declines at our Gulf Coast and East Texas fields and downtime due to pipeline constraints at one of our
Gulf of Mexico properties.

Ngl production during the year ended December 31, 2016 decreased 29% from the 2015 period primarily due to the
Oklahoma Divestitures and normal production declines at certain of our Gulf Coast and East Texas fields.

Prices Including the effects of our hedges, average gas prices per Mcf for the year ended December 31, 2016 were $2.28 as
compared to $2.94 for the 2015 period. Average oil prices per Bbl for the year ended December 31, 2016 were $41.05 as
compared to $50.20 for the 2015 period and average Ngl prices per Mcfe were $2.09 for the year ended December 31, 2016,
as compared to $2.62 for the 2015 period. Stated on an Mcfe basis, unit prices received during the year ended December 31,
2016 were 16% lower than the prices received during the 2015 period.

Revenue Including the effects of hedges, oil and gas sales during the twelve months ended December 31, 2016 decreased
43% to $66,667,000, as compared to oil and gas sales of $115,969,000 during the 2015 period. The decreased revenue
during 2016 was primarily the result of the decreased production during 2016 as discussed above, as well as lower average
realized prices.

Expenses Lease operating expenses for the year ended December 31, 2016 totaled $28,508,000, or $1.21 per Mcfe, as
compared to $40,130,000, or $1.17 per Mcfe, during the 2015 period. The decrease in total lease operating expenses for the
year ended December 31, 2016 is primarily a result of the Oklahoma Divestitures. Additionally, lease operating expenses
decreased overall at our Gulf Coast and East Texas fields as a result of certain cost saving measures put in place during 2016.

Production taxes for the year ended December 31, 2016 totaled $354,000, or $0.02 per Mcfe, as compared to $2,470,000,
or $0.07 per Mcfe, during the 2015 period. The decrease in total production taxes was primarily due to the receipt in 2016 of
$1,292,000 of production tax refunds on certain of our East Texas wells that qualified for a gas tax credit. Additionally,
production taxes decreased as a result of lower commodity prices for our production during the 2016 period as compared to
the 2015 period. The majority of our properties that are subject to severance taxes are assessed on the oil and gas sales value.

General and administrative expenses during the year ended December 31, 2016 totaled $26,040,000 as compared to
$20,777,000 during the 2015 period. General and administrative expenses increased 25% during the year ended
December 31, 2016 primarily due to the inclusion of $10,139,000 of costs related to the issuance of the 2021 Notes and
2021 PIK Notes. ASC Topic 470-60 "Troubled Debt Restructurings by Debtors" requires financing costs related to a troubled
debt restructuring to be expensed in the period incurred. Offsetting this increase were lower employee related costs,
including share-based compensation. Included in general and administrative expenses for 2016 are share-based compensation
costs, net of amounts capitalized, of $1,582,000, compared to $4,388,000 during the 2015 period. We capitalized
$6,623,000 of general and administrative costs during the year ended December 31, 2016 as compared to $8,210,000 during
the comparable 2015 period.
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Depreciation, depletion and amortization ("DD&A") expense on oil and gas properties for the year ended December 31, 2016
totaled $27,962,000, or $1.19 per Mcfe, as compared to $62,138,000, or $1.82 per Mcfe, during the comparable 2015
period. The decrease in the per unit DD&A rate is primarily the result of a ceiling test write-down.

At December 31, 2016, the prices used in computing the estimated future net cash flows from our estimated proved reserves,
including the effect of hedges in place at that date, averaged $2.51 per Mcf of natural gas, $40.85 per barrel of oil and $1.82
per Mcfe of natural gas liquids, respectively. As a result of lower commodity prices and their negative impact on our
estimated proved reserves and estimated future net cash flows, we recognized a ceiling test write-down of approximately
$40,304,000 during the year ended December 31, 2016. At December 31, 2015, the prices used in computing the estimated
future net cash flows from our estimated proved reserves, including the effect of hedges in place at that date, averaged $2.42
per Mcf of natural gas, $50.29 per barrel of oil and $2.21 per Mcfe of natural gas liquids, respectively. As a result of lower
commodity prices and their negative impact on our estimated proved reserves and estimated future net cash flows, we
recognized a ceiling test write-down of approximately $266,562,000 during the year ended December 31, 2015. See Note
11, "Ceiling Test" for further discussion of the ceiling test writedown.

Interest expense, net of amounts capitalized on unevaluated properties, totaled $30,019,000 during the year ended
December 31, 2016, as compared to $33,766,000 during 2015. During the year ended December 31, 2016, our capitalized
interest totaled $935,000 as compared to $4,671,000 during the 2015 period. The decrease in interest expense was a result
of the February 2016 debt exchange, including a $1,479,000 non-cash reduction related to the amortization of the excess
carrying value of the 2017 Notes tendered in the February 2016 debt exchange and the 2021 Notes tendered in the September
2016 debt exchange (see Note 9 - Long-Term Debt). In addition, during the February 2016 debt exchange, we redeemed
$53,627,000 of 2017 Notes with cash on hand. Partially offsetting this decrease in interest expense was the decrease in
capitalized interest as a result of lower unevaluated oil and gas properties.

Income tax expense during the year ended December 31, 2016 totaled $543,000, as compared to $2,626,000 during the 2015
period. We typically provide for income taxes at the statutory federal income tax rate adjusted for permanent differences
expected to be realized, primarily statutory depletion, non-deductible stock compensation expenses and state income taxes.

As a result of the ceiling test write-downs recognized, we have incurred a three-year cumulative loss. Because of the impact
the cumulative loss has on the determination of the recoverability of deferred tax assets through future earnings, we assessed
the realizability of our deferred tax assets based on the future reversals of existing deferred tax liabilities. Accordingly, we
established a valuation allowance for a portion of our deferred tax asset. The valuation allowance was $177,405,000 as of
December 31, 2016.

Liquidity and Capital Resources

We have historically financed our acquisition, exploration and development activities principally through cash flow
from operations, borrowings from banks and other lenders, issuances of equity and debt securities, joint ventures and sales of
assets. However, our liquidity position has been negatively impacted by the prolonged decline in commodity prices that began
in late 2014. In response to lower commodity prices, we executed a number of transactions aimed at preserving liquidity,
reducing overall debt levels and extending debt maturities. Through these transactions, which included two debt exchanges, we
refinanced or repaid all debt that was scheduled to mature in 2017 and reduced total debt 29% from $425 million at
December 31, 2014 to $302.6 million at December 31, 2017. In addition to extending the maturity on the majority of our
debt that was due in 2017, our September 2016 debt exchange permitted us to reduce our cash interest expense on our 2021
PIK Notes from 10% cash to 1% cash and 9% payment-in-kind for the first three semi-annual interest payments ending with
the February 2018 interest payment, which provided us with approximately $31.6 million of total cash interest savings during
2017 and 2018. However, beginning with the interest payment for the 2021 PIK Notes due on August 15, 2018, we will be
required to pay the entire 10% interest payment in cash. As a result, we expect our cash interest expense to be significantly
higher during 2018 as compared to 2017. For additional information, see "Source of Capital: Debt" below.

At December 31, 2017 we had a working capital deficit of $5.9 million compared to a working capital deficit of $37.8
million at December 31, 2016. The increase in our working capital is primarily due to the redemption on March 31, 2017 of
our remaining 2017 Notes as discussed in "Source of Capital: Debt" below. Additionally, our working capital was positively
impacted by the reclassification to Current Assets of the $8.3 million of cash collateral provided to support the surety bonds
that secure our offshore decommissioning obligations that we expect to receive during 2018, as a result of the sale of our
Gulf of Mexico assets in January 2018. See "Source of Capital: Divestitures" below.

Source of Capital: Operations
Net cash flow provided by (used in) operations increased from $(56.6) million during the year ended December 31,

2016 to $44.2 million during the 2017 period. The increase in operating cash flow during 2017 as compared to 2016 was
primarily
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attributable to increases in oil and gas revenues as well as the timing of payment of payables based on operational activity. Our
operating cash flow during 2018 is expected to be negatively impacted by higher cash interest expense related to our 2021
PIK Notes.

Source of Capital: Divestitures
We do not budget property divestitures; however, we are continuously evaluating our property base to determine if

there are assets in our portfolio that no longer meet our strategic objectives. From time to time we may divest certain assets
in order to provide liquidity to strengthen our balance sheet or provide capital to be reinvested in higher rate of return
projects. We cannot assure you that we will be able to sell any of our assets in the future.

On January 31, 2018, we sold our Gulf of Mexico properties effective December 1, 2017. Although we received no
cash proceeds from the sale of these properties and are required to contribute approximately $3.8 million toward future
abandonment costs, we will no longer have an obligation for $35.4 million of estimated undiscounted future abandonment
costs related to the properties sold effective December 31, 2017. Additionally, we expect to receive a refund of $10.7
million related to a depositary account that served to collateralize a portion of our offshore bonds related to these properties
(subject to our obligation to pay approximately $3.8 million to the purchaser of these properties). The depositary account is
comprised of $8.3 million we had paid as of December 31, 2017 plus an additional $2.4 million that we paid in January 2018
and February 2018. See "Item 1A Risk Factors - Risks Related to Our Business, Industry and Strategy - Our ability to receive a
refund of our cash deposits posted as collateral to support certain bonds that satisfy our offshore decommissioning
obligations with respect to our recently sold Gulf of Mexico assets is dependent on the successful assumption of
operatorship and the posting of bonds or other acceptable assurances with respect to these assets by the purchaser of the
assets".

In 2016, we sold our remaining assets in Oklahoma for approximately $18.5 million.     
Source of Capital: Debt

On August 19, 2010, we issued $150 million in principal amount of our 10% Senior Notes due 2017. On July 3, 2013,
we issued an additional $200 million in principal amount of our 10% Senior Notes due 2017 (collectively, the "2017 Notes").

On February 17, 2016, we closed a private exchange offer (the "February Exchange") and consent solicitation (the
"February Consent Solicitation") to certain eligible holders of our outstanding 2017 Notes. In satisfaction of the tender of
$214.4 million in aggregate principal amount of the 2017 Notes, representing approximately 61% of the then outstanding
aggregate principal amount of 2017 Notes, we (i) paid approximately $53.6 million of cash, (ii) issued $144.7 million
aggregate principal amount of our new 10% Second Lien Senior Secured Notes due 2021 (the "2021 Notes") and (iii) issued
approximately 1.1 million shares of common stock. Following the completion of the February Exchange, $135.6 million in
aggregate principal amount of the 2017 Notes remained outstanding. The February Consent Solicitation eliminated or waived
substantially all of the restrictive covenants contained in the indenture governing the 2017 Notes.

On September 27, 2016, we closed private exchange offers (the "September Exchange") and a consent solicitation (the
"September Consent Solicitation") to certain eligible holders of our outstanding 2017 Notes and 2021 Notes. In satisfaction
of the consideration of $113.0 million in aggregate principal amount of the 2017 Notes, representing approximately 83% of
the then outstanding aggregate principal amount of 2017 Notes, and $130.5 million in aggregate principal amount of the 2021
Notes, representing approximately 90% of the then outstanding aggregate principal amount of 2021 Notes, we issued (i)
$243.5 million in aggregate principal amount of our new 10% Second Lien Senior Secured PIK Notes due 2021 (the "2021
PIK Notes") and (ii) approximately 3.5 million shares of common stock. We also paid, in cash, accrued and unpaid interest on
the 2017 Notes and 2021 Notes accepted in the September Exchange from the last applicable interest payment date to, but
not including, September 27, 2016. Following the consummation of the September Exchange, there were $22.7 million in
aggregate principal amount of the 2017 Notes outstanding and $14.2 million in aggregate principal amount of the 2021 Notes
outstanding. The September Consent Solicitation amended certain provisions of the indenture governing the 2021 Notes and
amended the registration rights agreement with respect to the 2021 Notes.

On March 31, 2017, we redeemed our remaining outstanding 2017 Notes at a redemption price of $22.8 million. The
redemption was funded by cash on hand and $20 million borrowed under the Multidraw Term Loan Agreement described
below. On December 28, 2017, we issued 2.2 million shares of common stock to extinguish $4.8 million of outstanding
principal amount of 2021 Notes.

The 2021 PIK Notes bear interest at a rate of 10% per annum on the principal amount and interest is payable semi-
annually in arrears on February 15 and August 15 of each year. We were permitted, at our option, for one or more of the first
three interest payment dates of the 2021 PIK Notes ending with the February 2018 interest payment, to instead pay interest at
(i) the annual rate of 1% in cash plus (ii) the annual rate of 9% PIK (the "PIK Interest") payable by increasing the principal
amount outstanding of the 2021 PIK Notes or by issuing additional 2021 PIK Notes in certificated form. We exercised this
PIK option in connection with the interest payments due on February 15, 2017, August 15, 2017 and February 15, 2018. As
of the date hereof, we are in compliance with all of the covenants under the 2021 PIK Notes.
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The 2021 Notes bear interest at a rate of 10% per annum on the principal amount and interest is payable semi-annually
in arrears on February 15 and August 15 of each year. As of the date hereof, we are in compliance with all of the covenants
under the 2021 Notes.

The February Exchange and September Exchange were accounted for as troubled debt restructurings pursuant to
Accounting Standards Codification ("ASC") Topic 470-60 "Troubled Debt Restructurings by Debtors." We determined that the
future undiscounted cash flows from the 2021 PIK Notes issued in the September Exchange through the maturity date
exceeded the adjusted carrying amount of the 2017 Notes and the 2021 Notes tendered in the September Exchange.
Accordingly, no gain or loss on extinguishment of debt was recognized in connection with the September Exchange. The net
shortfall of the remaining carrying value of the 2017 Notes and 2021 Notes tendered as compared to the principal amount of
the 2021 PIK Notes issued in the September Exchange of $0.6 million is reflected as part of the carrying value of the 2021
PIK Notes. Such shortfall is being amortized under the effective interest method as an addition to interest expense over the
term of the 2021 PIK Notes. At December 31, 2017, $0.5 million of the shortfall remained as part of the carrying value of
the 2021 PIK Notes and we recognized $0.1 million of amortization expense as an increase to interest expense during the
year ended December 31, 2017.

We previously determined that the future undiscounted cash flows from the 2021 Notes issued in the February
Exchange through the maturity date exceeded the adjusted carrying amount of the 2017 Notes tendered in the February
Exchange. Accordingly, no gain on extinguishment of debt was recognized in connection with the February Exchange. The
excess of the remaining carrying value of the 2017 Notes tendered over the principal amount of the 2021 Notes issued in the
February Exchange of $13.9 million was reflected as part of the carrying value of the 2021 Notes. The amount of the excess
carrying value attributable to the 2021 Notes tendered in the September Exchange is now reflected as part of the carrying
value of the 2021 PIK Notes. The excess carrying value attributable to the remaining 2021 Notes is being amortized under the
effective interest method over the term of the 2021 Notes. At December 31, 2017, $0.6 million of the excess remained as
part of the carrying value of the 2021 Notes and we recognized $0.6 million of amortization expense as a reduction to
interest expense during the year ended December 31, 2017.

The indentures governing the 2021 PIK Notes and the 2021 Notes contain affirmative and negative covenants that,
among other things, limit our ability and the ability of the subsidiary guarantors of the 2021 PIK Notes and the 2021 Notes to
incur indebtedness; purchase or redeem stock; make certain investments; create liens that secure debt; enter into transactions
with affiliates; sell assets; refinance certain indebtedness; merge with or into other companies or transfer substantially all of
our assets; and, in certain circumstances, to pay dividends or make other distributions on stock. The 2021 PIK Notes and the
2021 Notes are fully and unconditionally guaranteed on a senior basis by certain of our wholly-owned subsidiaries.

The 2021 PIK Notes and the 2021 Notes are equally and ratably secured by second-priority liens on substantially all
of our and the subsidiary guarantors' oil and gas properties and substantially all of our other assets to the extent such
properties and assets secure the Multidraw Term Loan Agreement (as defined below), except for certain excluded assets.
Pursuant to the terms of an intercreditor agreement, the security interest in those properties and assets that secure the 2021
PIK Notes and the 2021 Notes and the guarantees are contractually subordinated to liens that secure the Multidraw Term
Loan Agreement and certain other permitted indebtedness. Consequently, the 2021 PIK Notes and the 2021 Notes and the
guarantees will be effectively subordinated to the Multidraw Term Loan Agreement and such other indebtedness to the extent
of the value of such assets.

On October 17, 2016, we entered into the Multidraw Term Loan Agreement (the "Multidraw Term Loan Agreement")
with Franklin Custodian Funds - Franklin Income Fund ("Franklin"), as a lender, and Wells Fargo Bank, National Association,
as administrative agent, replacing the credit agreement with JPMorgan Chase Bank, N.A. The Multidraw Term Loan
Agreement provides a multi-advance term loan facility, with borrowing availability for three years, in a principal amount of up
to $50.0 million. The loans drawn under the Multidraw Term Loan Agreement (collectively, the “Term Loans”) may be used
to repay existing debt, including the 2017 Notes, to pay transaction fees and expenses, to provide working capital for
exploration and production operations and for general corporate purposes. The Term Loans mature on October 17, 2020. As
of the date hereof, we have $30.0 million of borrowings outstanding under the Term Loans.

Our obligations under the Multidraw Term Loan Agreement and the Term Loans are secured by a first priority lien on
substantially all of our assets, including a lien on all equipment and at least 90% of the aggregate total value of our oil and gas
properties, a pledge of the equity interests of PetroQuest Energy, L.L.C. (the "Borrower") and certain of our other
subsidiaries, and corporate guarantees by us and certain of our other subsidiaries of the indebtedness of the Borrower. Term
Loans under the Multidraw Term Loan Agreement bear interest at the rate of 10% per annum.

We are subject to a restrictive financial covenant under the Multidraw Term Loan Agreement, consisting of
maintaining a ratio of (i) the present value, discounted at 10% per annum, of the estimated future net revenues in respect of
our oil and gas properties, before any state, federal, foreign or other income taxes, attributable to proved developed reserves,
using three-year strip prices in effect at the end of each calendar quarter, including swap agreements in place at the end of
each quarter, to (ii) the sum of the outstanding Term Loans and the then outstanding commitments to provide Term Loans, that
shall not be less than 2.0 to 1.0 as measured on the last day of each calendar quarter (the "Coverage Ratio").
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Sales of our oil and gas properties outside the ordinary course of business are limited under the terms of the
Multidraw Term Loan Agreement. In addition, the Multidraw Term Loan Agreement prohibits us from declaring and paying
dividends on our Series B Preferred Stock.

The Multidraw Term Loan Agreement also includes customary restrictions with respect to debt, liens, dividends,
distributions and redemptions, investments, loans and advances, nature of business, international operations and foreign
subsidiaries, leases, sale or discount of receivables, mergers or consolidations, sales of properties, transactions with
affiliates, negative pledge agreements, gas imbalances and swap agreements. As of the date hereof, no default or event of
default exists under the Multidraw Term Loan Agreement and we were in compliance with all covenants contained in the
Multidraw Term Loan Agreement including the Coverage Ratio.

The following table reconciles the face value of the 2017 Notes, 2021 Notes, 2021 PIK Notes and Term Loans to the
carrying value included in our Consolidated Balance Sheet as of December 31, 2017 and 2016 (in thousands):

 December 31, 2017  December 31, 2016

 2017 Notes 2021 Notes
2021 PIK

Notes Term Loans  2017 Notes 2021 Notes
2021 PIK

Notes Term Loans
Face Value $ — $ 9,427 $ 263,202 $ 30,000  $ 22,650 $ 14,177 $ 243,468 $ 10,000
Unamortized
Deferred Financing
Costs — (212) — (2,037)  (82) (108) — (2,751)
Excess (shortfall)
Carrying Value — 606 (508) —  — 1,159 (590) —
Accrued PIK Interest — — 8,883 —  — — 5,722 —
Carrying Value $ — $ 9,821 $ 271,577 $ 27,963  $ 22,568 $ 15,228 $ 248,600 $ 7,249

Use of Capital: Exploration and Development
Our 2018 capital budget is expected to be substantially reduced as compared to 2017 as a result of the expected

increase in our cash interest expense during 2018. Because we operate the majority of our drilling activities, we expect to be
able to control the timing of a substantial portion of our capital investments. We plan to fund our capital expenditures with
cash flow from operations and cash on hand. To the extent additional capital is required, we may utilize our Multidraw Term
Loan Agreement, sales of equity or debt securities, evaluate the sale of additional assets, enter into joint venture
arrangements or we may reduce our capital expenditures to manage our liquidity position.
Use of Capital: Acquisitions

On December 20, 2017, we entered into an oil focused play in central Louisiana targeting the Austin Chalk formation
through the execution of agreements to acquire interests in approximately 24,600 gross acres for a purchase price of
approximately $9.3 million and the issuance of 2.0 million shares of common stock. We plan to drill our initial horizontal
test well during the second quarter of 2018 utilizing data from existing vertical and unfracked horizontal wells that have been
drilled in the area.

We do not budget acquisitions; however, we are continuously evaluating opportunities to expand our existing asset
base or establish positions in new core areas.

We expect to finance our future acquisition activities, if consummated, with cash on hand, sales of equity or debt
securities, borrowings under our Multidraw Term Loan Agreement, sales of properties or assets or joint venture arrangements
with industry partners, if necessary. We cannot assure you that such additional financings will be available on acceptable
terms, if at all.
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Contractual Obligations

The following table summarizes our contractual obligations as of December 31, 2017 (in thousands):

 Total  2018  2019  2020  2021  2022  
After
2022

10% senior secured notes
due 2021 (1) $ 12,727  $ 943  $ 943  $ 943  $ 9,898  $ —  $ —
10% senior secured PIK
Notes due 2021 (1) 358,876  15,068  27,505  27,505  288,798  —  —
Multidraw Term Loan (1) 39,126  3,042  3,042  33,042  —  —  —
Operating leases (2) 4,967  1,278  1,242  1,175  447  433  392
Asset retirement obligations
(3) 46,906  674  1,089  6,597  21,794  3,773  12,979
Other commitments (4) 20,679  5,504  4,725  4,100  3,850  1,250  1,250
  Total $ 483,281  $ 26,509  $ 38,546  $ 73,362  $ 324,787  $ 5,456  $ 14,621

(1) Includes principal and estimated interest.
(2) Consists primarily of leases for office space and office equipment.
(3) Consists of estimated undiscounted future obligations to abandon our oil and gas properties. As a result of the sale
of our Gulf of Mexico assets in January 2018, $35.4 million of this undiscounted obligation was eliminated (see Note
6).
(4) Consists of volumetric commitments in East Texas.    

Item 7A    Quantitative and Qualitative Disclosures About Market Risk

We experience market risks primarily in commodity prices. Because all of our properties are located within the
United States, we believe that our business operations are not exposed to significant market risks relating to foreign currency
exchange risk.

Our revenues are derived from the sale of our crude oil, natural gas, and natural gas liquids production. Based on
projected annual sales volumes for 2018, a 10% decline in the estimated average prices we expect to receive for our crude
oil, natural gas and natural gas liquids production would result in an approximate $5.2 million decline in our revenues for
2018.

We periodically seek to reduce our exposure to commodity price volatility by hedging a portion of our production
through commodity derivative instruments. In the settlement of a typical hedge transaction, we will have the right to receive
from the counterparties to the hedge the excess of the fixed price specified in the hedge over a floating price based on a
market index, multiplied by the quantity hedged. If the floating price exceeds the fixed price, we are required to pay the
counterparties this difference multiplied by the quantity hedged. During the year ended December 31, 2017, we received
approximately $1.5 million from the counterparties to our derivative instruments in connection with net hedge settlements.

We are required to pay the difference between the floating price and the fixed price (when the floating price exceeds
the fixed price) regardless of whether we have sufficient production to cover the quantities specified in the hedge. Significant
reductions in production at times when the floating price exceeds the fixed price could require us to make payments under the
hedge agreements even though such payments are not offset by sales of production. Hedging will also prevent us from
receiving the full advantage of increases in oil or gas prices above the fixed amount specified in the hedge.

Our Multidraw Term Loan Agreement requires that the counterparties to our hedge contracts be rated A-/A3 or higher
by S&P or Moody’s. Currently, the counterparties to our existing hedge contracts are Shell Trading Risk Management LLC
and Koch Supply and Trading LP.    

As of December 31, 2017, we had entered into the following oil and gas hedge contracts:

Production Period Instrument Type
Daily

Volumes
Weighted Average

Price
Natural Gas:    
January 2018 - March 2018 Swap 35,000 Mmbtu $3.24
Crude Oil:
January 2018 - December 2018 Swap 250 Bbl $55.00
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The Company has approximately 3.2 Bcf of gas volumes, at an average price of $3.24 per Mcf hedged for 2018 and
91,250 Bbls of oil volumes, at an average price of $55.00 per Bbl hedged for 2018.

Item 8. Financial Statements and Supplementary Data

Information concerning this Item begins on page F-1.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

As of the end of the period covered by this report, the Company’s management, including its Chief Executive Officer
and Chief Financial Officer, carried out an evaluation of the effectiveness of the Company’s disclosure controls and
procedures pursuant to Rule 13a-15 of the Exchange Act. Based on that evaluation, the Chief Executive Officer and Chief
Financial Officer concluded the following:

 

i. that the Company’s disclosure controls and procedures are designed to ensure (a) that information required to
be disclosed by the Company in the reports it files or submits under the Exchange Act is recorded, processed,
summarized and reported, within the time periods specified in the SEC’s rules and forms, and (b) that such
information is accumulated and communicated to the Company’s management, including the Chief Executive
Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure;
and

 ii. that the Company’s disclosure controls and procedures are effective.

Notwithstanding the foregoing, there can be no assurance that the Company’s disclosure controls and procedures will
detect or uncover all failures of persons within the Company and its consolidated subsidiaries to disclose material
information otherwise required to be set forth in the Company’s periodic reports. There are inherent limitations to the
effectiveness of any system of disclosure controls and procedures, including the possibility of human error and the
circumvention or overriding of the controls and procedures.

Changes in Internal Control Over Financial Reporting

There have been no changes in the Company’s internal control over financial reporting during the quarter ended
December 31, 2017 that have materially affected, or that are reasonably likely to materially affect, the Company’s internal
control over financial reporting.

Management’s Report on Internal Control Over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting, and for
performing an assessment of the effectiveness of internal control over financial reporting as of December 31, 2017. Internal
control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. Our system of internal control over financial reporting includes those policies and procedures that (i) pertain to
the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the Company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the
Company are being made only in accordance with authorizations of management and directors of the Company; and
(iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of
the Company's assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Projections of any evaluation of effectiveness to future periods are subject to risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Management performed an assessment of the effectiveness of our internal control over financial reporting as of
December 31, 2017 based upon criteria in Internal Control – Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (2013 framework). Based on our assessment, management believes that our
internal control over financial reporting was effective as of December 31, 2017 based on these criteria.    
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March 8, 2018

/s/ Charles T. Goodson
Charles T. Goodson
Chairman and
Chief Executive Officer

/s/ J. Bond Clement
J. Bond Clement
Executive Vice President-
Chief Financial Officer

Item 9B. Other Information

NONE

PART III

Items 10, 11, 12, 13, & 14.

Pursuant to General Instruction G of Form 10-K, the information concerning Item 10. Directors, Executive Officers
and Corporate Governance, Item 11. Executive Compensation, Item 12. Security Ownership of Certain Beneficial Owners and
Management and Related Stockholder Matters, Item 13. Certain Relationships and Related Transactions, and Director
Independence and Item 14. Principal Accounting Fees and Services, is incorporated by reference to the information set forth
in the definitive Proxy Statement of PetroQuest Energy, Inc. relating to the Annual Meeting of Stockholders to be held
May 16, 2018, to be filed pursuant to Regulation 14A under the Securities Exchange Act of 1934 with the Securities and
Exchange Commission.

PART IV
 

Item 15. Exhibits, Financial Statement Schedules
 

(a) 1. FINANCIAL STATEMENTS

The following financial statements of the Company and the Report of the Company’s Independent Registered Public
Accounting Firm thereon are included on pages F-1 through F-29 of this Form 10-K:

Report of Independent Registered Public Accounting Firm
Consolidated Balance Sheets as of December 31, 2017 and 2016
Consolidated Statements of Operations for the three years ended December 31, 2017
Consolidated Statements of Comprehensive Loss for the three years ended December 31, 2017
Consolidated Statements of Cash Flows for the three years ended December 31, 2017
Consolidated Statements of Stockholders’ Equity for the three years ended December 31, 2017
Notes to Consolidated Financial Statements

 

 2. FINANCIAL STATEMENT SCHEDULES:

All schedules are omitted because the required information is inapplicable or the information is presented in the
Financial Statements or the notes thereto.
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3. EXHIBITS:

   
** 2.1

 

Plan and Agreement of Merger by and among Optima Petroleum Corporation, Optima Energy
(U.S.) Corporation, its wholly-owned subsidiary, and Goodson Exploration Company, NAB
Financial L.L.C., Dexco Energy, Inc., American Explorer, L.L.C. (incorporated herein by reference
to Appendix G of the Proxy Statement on Schedule 14A filed July 22, 1998).

  
** 2.2

 

Purchase and Sale Agreement dated as of June 19, 2013, between PetroQuest Energy, L.L.C. and
Hall-Houston Exploration II, L.P. (incorporated herein by reference to Exhibit 2.1 to Form 8-K
filed on June 20, 2013).

   
** 2.3

 

Purchase and Sale Agreement dated as of June 19, 2013, between PetroQuest Energy, L.L.C. and
Hall-Houston Exploration III, L.P. (incorporated herein by reference to Exhibit 2.2 to Form 8-K
filed on June 20, 2013).

   
** 2.4

 

Purchase and Sale Agreement dated as of June 19, 2013, between PetroQuest Energy, L.L.C. and
Hall-Houston Exploration IV, L.P. (incorporated herein by reference to Exhibit 2.3 to Form 8-K
filed on June 20, 2013).

   
** 2.5

 

Purchase and Sale Agreement dated as of June 19, 2013, between PetroQuest Energy, L.L.C. and
GOM-H Exploration, LLC (incorporated herein by reference to Exhibit 2.4 to Form 8-K filed on
June 20, 2013).

   
**#2.6

 

Purchase and Sale Agreement dated as of June 4, 2015, by and between PetroQuest Energy, L.L.C.
and WSGP Gas Producing, LLC (incorporated herein by reference to Exhibit 2.1 to Form 10-Q
filed on August 5, 2015).

   
**#2.7

 

Purchase and Sale Agreement dated as of April 20, 2016, by and between PetroQuest Energy,
L.L.C. and GR Woodford Properties, LLC (incorporated herein by reference to Exhibit 2.1 to
Form 10-Q filed on August 3, 2016).

   
3.1

  
Certificate of Incorporation of PetroQuest Energy, Inc. (incorporated herein by reference to
Exhibit 4.1 to Form 8-K filed September 16, 1998).

  
3.2

  
Certificate of Domestication of Optima Petroleum Corporation (incorporated herein by reference
to Exhibit 4.4 to Form 8-K filed September 16, 1998).

  
3.3

  

Certificate of Designations, Preferences, Limitations and Relative Rights of The Series a Junior
Participating Preferred Stock of PetroQuest Energy, Inc. (incorporated herein by reference to
Exhibit A of the Rights Agreement attached as Exhibit 1 to Form 8-A filed November 9, 2001).

3.4

  

Certificate of Designations establishing the 6.875% Series B Cumulative Convertible Perpetual
Preferred Stock, dated September 24, 2007 (incorporated herein by reference to Exhibit 3.1 to
Form 8-K filed on September 24, 2007).

  
3.5

  
Certificate of Amendment to Certificate of Incorporation dated May 14, 2008 (incorporated
herein by reference to Exhibit 3.1 to Form 8-K filed June 23, 2009).

  
3.6

 
Certificate of Amendment to Certificate of Incorporation dated May 18, 2016 (incorporated
herein by reference to Exhibit 3.1 to Form 8-K filed on May 20, 2016).

   
3.7

 
Certificate of Amendment to Certificate of Incorporation dated May 18, 2016 (incorporated
herein by reference to Exhibit 3.2 to From 8-K filed on May 20, 2016).

   
3.8

  
Bylaws of PetroQuest Energy, Inc., as amended of February 19, 2016 (incorporated herein by
reference to Exhibit 3.1 to Form 8-K filed February 22, 2016).

  
4.1

  

Indenture, dated August 19, 2010, between PetroQuest Energy, Inc. and The Bank of New York
Mellon Trust Company, N.A. (incorporated herein by reference to Exhibit 4.2 to Form 8-K filed
on August 19, 2010).

  



#51#



Table of Contents

4.2

  

First Supplemental Indenture, dated August 19, 2010, among PetroQuest Energy, Inc., the
Subsidiary Guarantors identified therein, and The Bank of New York Mellon Trust Company, N.A.
(incorporated herein by reference to Exhibit 4.3 to Form 8-K filed on August 19, 2010).

  
4.3

 

Second Supplemental Indenture, dated July 3, 2013, among PetroQuest Energy, Inc., the Subsidiary
Guarantors identified therein, and The Bank of New York Mellon Trust Company, N.A.
(incorporated herein by reference to Exhibit 4.2 to Form 8-K filed on July 3, 2013).

   
4.4

 

Third Supplemental Indenture, dated October 23, 2013, among PetroQuest Energy, Inc., the
Subsidiary Guarantors identified therein, and The Bank of New York Mellon Trust Company, N.A.
(incorporated herein by reference to Exhibit 4.7 to Form 10-K filed on March 6, 2015)

   
4.5

 

Fourth Supplemental Indenture, dated February 1, 2015, among PetroQuest Energy, Inc., the
Subsidiary Guarantors identified therein, and U.S. Bank National Association, as successor trustee
to The Bank of New York Mellon Trust Company, N.A. (incorporated herein by reference to
Exhibit 4.1 to Form 8-K filed on February 3, 2016).

   
4.6

 

Registration Rights Agreement, dated February 17, 2016, among PetroQuest Energy, Inc., the
Subsidiary Guarantors identified therein, and Seaport Global Securities LLC, as representative of
the several investors named therein (incorporated herein by reference to Exhibit 4.2 to Form 8-K
filed on February 18, 2016).

   
4.7

 

Indenture, dated February 17, 2016, between PetroQuest Energy, Inc., the Subsidiary Guarantors
identified therein, and Wilmington Trust, National Association (incorporated herein by reference
to Exhibit 4.1 to Form 8-K filed on February 18, 2016).

   
4.8

 

First Supplemental Indenture, dated as of September 13, 2016, among PetroQuest Energy, Inc., the
Subsidiary Guarantors identified therein, and Wilmington Trust, National Association
(incorporated herein by reference to Exhibit 4.1 to Form 8-K filed on September 14, 2016).

   
4.9

 

Registration Rights Agreement, dated July 3, 2013, among PetroQuest Energy, Inc., the Subsidiary
Guarantors identified therein, and J.P. Morgan Securities LLC, as representative of the several
initial purchasers named therein (incorporated herein by reference to Exhibit 4.3 to Form 8-K
filed on July 3, 2013).

   
4.10

 

Waiver of Registration Rights, dated as of September 13, 2016, among PetroQuest Energy, Inc.,
the Subsidiary Guarantors and Seaport Global Securities LLC (incorporated herein by reference to
Exhibit 4.2 to Form 8-K filed on September 14, 2016).

   
4.11

 

Indenture, dated September 27, 2016, among PetroQuest Energy, Inc., the Subsidiary Guarantors
identified therein, and Wilmington Trust, National Association (incorporated herein by reference
to Exhibit 4.1 to Form 8-K filed on September 27, 2016).

   
4.12

 

Registration Rights Agreement, dated September 27, 2016, among PetroQuest Energy, Inc., the
Subsidiary Guarantors identified therein, Jefferies LLC and Seaport Global Securities LLC
(incorporated herein by reference to Exhibit 4.2 to Form 8-K filed on September 27, 2016).

   
†10.1

  

PetroQuest Energy, Inc. 1998 Incentive Plan, as amended and restated effective May 14, 2008 (the
“Incentive Plan”) (incorporated herein by reference to Appendix A of the Proxy Statement on
Schedule 14A filed April 9, 2008).

  
†10.2

  

Form of Incentive Stock Option Agreement for executive officers (including Charles T. Goodson,
Arthur M. Mixon, III, J. Bond Clement and Edward E. Abels, Jr.) under the PetroQuest Energy, Inc.
1998 Incentive Plan (incorporated herein by reference to Exhibit 10.2 to Form 10-K filed
February 27, 2009).

  
†10.3

  
Form of Nonstatutory Stock Option Agreement under the PetroQuest Energy, Inc. 1998 Incentive
Plan (incorporated herein by reference to Exhibit 10.3 to Form 10-K filed February 27, 2009).
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†10.4

  

Form of Restricted Stock Agreement for executive officers (including Charles T. Goodson, Arthur
M. Mixon, III, J. Bond Clement and Edward E. Abels, Jr.) under the PetroQuest Energy, Inc. 1998
Incentive Plan (incorporated herein by reference to Exhibit 10.4 to Form 10-K filed February 27,
2009).

  
†10.5

  
PetroQuest Energy, Inc. Annual Incentive Plan (incorporated herein by reference to Exhibit 10.1
to Form 8-K filed on May 13, 2010).

  
†10.6

  
PetroQuest Energy, Inc. Annual Incentive Plan, as amended and restated (incorporated herein by
reference to Exhibit 10.1 to Form 8-K filed on June 8, 2010).

  
†10.7

 
PetroQuest Energy, Inc. 2012 Employee Stock Purchase Plan (incorporated herein by reference to
Appendix A to Schedule 14A filed March 28, 2012).

   
†10.8

 
PetroQuest Energy, Inc. Long-Term Cash Incentive Plan (incorporated herein by reference to
Exhibit 10.1 to Form 8-K filed November 15, 2012).

   
†10.9

 
PetroQuest Energy, Inc. 2013 Incentive Plan (incorporated herein by reference to Appendix A to
the Company’s Definitive Proxy Statement on Schedule 14A filed on April 9, 2013).

   
†10.10

 

Form of Award Notice of Restricted Stock Units - Employees (including Charles T. Goodson,
Arthur M. Mixon, III, J. Bond Clement and Edward E. Abels, Jr.) under the PetroQuest Energy, Inc.
Long-Term Cash Incentive Plan (incorporated herein by reference to Exhibit 10.2 to Form 8-K
filed November 15, 2012).

   
†10.11

 

Form of Award Notice of Restricted Stock Units - Outside Director/Consultant under the
PetroQuest Energy, Inc. Long-Term Cash Incentive Plan (incorporated herein by reference to
Exhibit 10.3 to Form 8-K filed November 15, 2012).

   
†10.12

 

Form of Restricted Stock Agreement - Executive Officers (including Charles T. Goodson, Arthur
M. Mixon, III, J. Bond Clement and Edward E. Abels, Jr.) under the PetroQuest Energy, Inc. 1998
Incentive Plan (incorporated herein by reference to Exhibit 10.4 to Form 8-K filed November 15,
2012).

   
†10.13

 

Form of Restricted Stock Units Agreement - Employees (including Charles T. Goodson, Arthur M.
Mixon, III, J. Bond Clement and Edward E. Abels, Jr.) under the PetroQuest Energy, Inc. 2013
Incentive Plan (incorporated herein by reference to Exhibit 10.1 to Form 8-K filed November 19,
2014).

   
†10.14

 

Form of Award Notice of Phantom Stock Units - Employees (including Charles T. Goodson,
Arthur M. Mixon, III, J. Bond Clement and Edward E. Abels, Jr.) under the PetroQuest Energy, Inc.
Long-Term Cash Incentive Plan (incorporated herein by reference to Exhibit 10.2 to Form 8-K
filed November 19, 2014).

   
†10.15

 

Form of Performance Unit Notice and Award- Employees (including Charles T. Goodson, Arthur
M. Mixon, III, J. Bond Clement and Edward E. Abels, Jr.) under the PetroQuest Energy, Inc. Long-
Term Cash Incentive Plan (incorporated herein by reference to Exhibit 10.1 to Form 8-K filed
November 21, 2014).

   
†10.16

  

Amended Executive Employment Agreement dated effective as of December 31, 2008, between
Charles T. Goodson and PetroQuest Energy, Inc. (incorporated herein by reference to Exhibit 10.1
to Form 8-K filed January 6, 2009).

  
†10.17

  

Amended Executive Employment Agreement dated effective as of December 31, 2008, between
Arthur M. Mixon, III and PetroQuest Energy, Inc. (incorporated herein by reference to Exhibit
10.3 to Form 8-K filed January 6, 2009).

†10.18

  

Amended Executive Employment Agreement dated effective as of December 31, 2008, between J.
Bond Clement and PetroQuest Energy, Inc. (incorporated herein by reference to Exhibit 10.20 to
Form 10-K filed February 27, 2009).
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†10.19

 

Executive Employment Agreement dated February 1, 2014 between PetroQuest Energy, Inc. and
Edward E. Abels, Jr. (incorporated herein by reference to Exhibit 10.1 to Form 8-K filed February
5, 2014).

   
†10.20

  

Form of Amended Termination Agreement between the Company and each of its executive
officers, including Charles T. Goodson, Arthur M. Mixon, III, and J. Bond Clement (incorporated
herein by reference to Exhibit 10.6 to Form 8-K filed January 6, 2009).

   
†10.21

 
Termination Agreement dated February 1, 2014 between PetroQuest Energy, Inc. and Edward E.
Abels, Jr. (incorporated herein by reference to Exhibit 10.2 to Form 8-K filed February 5, 2014).

   
†10.22

  

Form of Indemnification Agreement between PetroQuest Energy, Inc. and each of its directors and
executive officers, including Charles T. Goodson, Arthur M. Mixon, III, , J. Bond Clement, Edward
E. Abels, Jr., William W. Rucks, IV, E. Wayne Nordberg, J. Gerard Jolly, W.J. Gordon, III and
Charles F. Mitchell, II (incorporated herein by reference to Exhibit 10.21 to Form 10-K filed
March 13, 2002).

  
†10.23

  
Form of Surrender and Cancellation Agreement for Directors and Executive Officers
(incorporated herein by reference to Exhibit 10.1 to Form 8-K filed on September 16, 2010).

  
†10.24

 

PetroQuest Energy, Inc. 2016 Long Term Incentive Plan (incorporated herein by reference to
Appendix A to the Company's Definitive Proxy Statement on Schedule 14A filed on April 7,
2016).

   
10.25

 

Collateral Trust Agreement, dated February 17, 2016, among PetroQuest Energy, Inc., the
guarantors from time to time party thereto, Wilmington Trust, National Association, as Trustee,
the other Parity Lien Debt Representatives from time to time party thereto and Wilmington Trust,
National Association, as Collateral Trustee (incorporated herein by reference to Exhibit 10.1 to
Form 8-K filed on February 18, 2016).

   
10.26

 

Intercreditor Agreement, dated February 17, 2016, by and between JPMorgan Chase Bank, N.A., as
Priority Lien Agent, and Wilmington Trust, National Association, as Second Lien Collateral
Trustee (incorporated herein by reference to Exhibit 10.2 to Form 8-K filed on February 18,
2016).

   
10.27

 

Multidraw Term Loan Agreement, dated as of October 17, 2016, among PetroQuest Energy, Inc.,
PetroQuest Energy, L.L.C., Franklin Custodian Funds - Franklin Income Fund, and Wells Fargo
Bank, National Association, as administrative agent (incorporated herein by reference to Exhibit
10.1 to Form 8-K filed on October 17, 2016).

   
## *10.28

 
Lease Acquisition Agreement, effective as of December 18, 2017, between Navitas Oil & Gas,
LLC and PetroQuest Energy, L.L.C.

   
*14.1   Code of Business Conduct and Ethics

  
*21.1   Subsidiaries of the Company.

  
*23.1   Consent of Independent Registered Public Accounting Firm.

  
*23.2   Consent of Ryder Scott Company, L.P.

   
*31.1

  
Certification of Chief Executive Officer pursuant to Rule 13-a-14(a) / Rule 15d-14(a),
promulgated under the Securities Exchange Act of 1934, as amended.

   
*31.2

  
Certification of Chief Financial Officer pursuant to Rule 13-a-14(a) / Rule 15d-14(a),
promulgated under the Securities Exchange Act of 1934, as amended.

   
*32.1

  

Certification pursuant to 18 U.S.C. Section 1350, as adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, of Chief Executive Officer.

   
*32.2

  
Certification pursuant to 18 U.S.C. Section 1350, as adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, of Chief Financial Officer.

http://66.111.109.111/profiles/investor/exhibit1028leaseacquisitio.htm
http://66.111.109.111/profiles/investor/exhibit141codeofbusinessco.htm
http://66.111.109.111/profiles/investor/exhibit211123117.htm
http://66.111.109.111/profiles/investor/exhibit231123117.htm
http://66.111.109.111/profiles/investor/exhibit232123117.htm
http://66.111.109.111/profiles/investor/exhibit311123117.htm
http://66.111.109.111/profiles/investor/exhibit312123117.htm
http://66.111.109.111/profiles/investor/exhibit321123117.htm
http://66.111.109.111/profiles/investor/exhibit322123117.htm
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*99.1   Reserve report letter as of December 31, 2017, as prepared by Ryder Scott Company, L.P.

101.INS   XBRL Instance Document.
  

101.SCH   XBRL Taxonomy Extension Schema Document.
  

101.CAL   XBRL Taxonomy Extension Calculation Linkbase Document.
   

101.DEF  XBRL Taxonomy Definitions Linkbase Document
  

101.LAB   XBRL Taxonomy Extension Label Linkbase Document.
  

101.PRE   XBRL Taxonomy Extension Presentation Linkbase Document.

* Filed herewith.
** The registrant agrees to furnish supplementally a copy of any omitted schedule to the Agreements to the SEC upon

request.

† Management contract or compensatory plan or arrangement
# Confidential treatment has been granted for portions of this exhibit. Omissions are designated with brackets

containing asterisks. As part of our confidential treatment request, a complete version of this exhibit was filed
separately with the SEC.

## Confidential treatment has been requested for portions of this exhibit. Omissions are designated with brackets
containing asterisks. As part of our confidential treatment request, a complete version of this exhibit has been filed
separately with th SEC.

 
(b) Exhibits. See Item 15 (a) (3) above.
(c) Financial Statement Schedules. None

Item 16. Form 10-K Summary

NONE
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GLOSSARY OF CERTAIN OIL AND NATURAL GAS TERMS

The following is a description of the meanings of some of the oil and natural gas used in this Form 10-K.

Bbl. One stock tank barrel, or 42 U.S. gallons liquid volume, of crude oil or other liquid hydrocarbons.

Bcf. Billion cubic feet of natural gas.

Bcfe. Billion cubic feet equivalent, determined using the ratio of six Mcf of natural gas to one Bbl of crude oil,
condensate or natural gas liquids.

Block. A block depicted on the Outer Continental Shelf Leasing and Official Protraction Diagrams issued by the U.S.
Minerals Management Service or a similar depiction on official protraction or similar diagrams issued by a state bordering on
the Gulf of Mexico.

Btu or British Thermal Unit. The quantity of heat required to raise the temperature of one pound of water by one
degree Fahrenheit.

Completion. The installation of permanent equipment for the production of natural gas or oil, or in the case of a dry
hole, the reporting of abandonment to the appropriate agency.

Condensate. A mixture of hydrocarbons that exists in the gaseous phase at original reservoir temperature and
pressure, but that, when produced, is in the liquid phase at surface pressure and temperature.

Deterministic estimate. The method of estimating reserves or resources is called deterministic when a single value
for each parameter (from the geoscience, engineering, or economic data) in the reserves calculation is used in the reserves
estimation procedure.

Developed acreage . The number of acres that are allocated or assignable to productive wells or wells capable of
production.

Development well. A well drilled within the proved area of an oil or gas reservoir to the depth of a stratigraphic
horizon known to be productive.

Dry hole. A well found to be incapable of producing hydrocarbons in sufficient quantities such that proceeds from the
sale of such production exceed production expenses and taxes.

Exploratory well. A well drilled to find a new field or to find a new reservoir in a field previously found to be
productive of oil or gas in another reservoir. Generally, an exploratory well is any well that is not a development well, an
extension well, a service well, or a stratigraphic test well as those items are defined in this section.

Extension well. A well drilled to extend the limits of a known reservoir.

Farm-in or farm-out. An agreement under which the owner of a working interest in a natural gas and oil lease assigns
the working interest or a portion of the working interest to another party who desires to drill on the leased acreage. Generally,
the assignee is required to drill one or more wells in order to earn its interest in the acreage. The assignor usually retains a
royalty or reversionary interest in the lease. The interest received by an assignee is a "farm-in" while the interest transferred
by the assignor is a "farm-out."

Field. An area consisting of a single reservoir or multiple reservoirs all grouped on or related to the same individual
geological structural feature and/or stratigraphic condition.

Gross acres or gross wells. The total acres or wells, as the case may be, in which a working interest is owned.

Lead. A specific geographic area which, based on supporting geological, geophysical or other data, is deemed to have
potential for the discovery of commercial hydrocarbons.

MBbls. Thousand barrels of crude oil or other liquid hydrocarbons.

Mcf. Thousand cubic feet of natural gas.

Mcfe. Thousand cubic feet equivalent, determined using the ratio of six Mcf of natural gas to one Bbl of crude oil,
condensate or natural gas liquids.

MMBls. Million barrels of crude oil or other liquid hydrocarbons.

MMBtu. Million British Thermal Units.
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MMcf. Million cubic feet of natural gas.

MMcfe. Million cubic feet equivalent, determined using the ratio of six Mcf of natural gas to one Bbl of crude oil,
condensate or natural gas liquids.

Ngl. Natural gas liquid.

Net acres or net wells. The sum of the fractional working interest owned in gross acres or wells, as the case may be.

Possible reserves. Those additional reserves that are less certain to be recovered than probable reserves.

Probabilistic estimate. The method of estimation of reserves or resources is called probabilistic when the full range
of values that could reasonably occur for each unknown parameter (from the geoscience and engineering data) is used to
generate a full range of possible outcomes and their associated probabilities of occurrence.

Probable reserves . Those additional reserves that are less certain to be recovered than proved reserves but which,
together with proved reserves, are as likely as not to be recovered.

Productive well. A well that is found to be capable of producing hydrocarbons in sufficient quantities such that
proceeds from the sale of such production exceed production expenses and taxes.

Prospect. A specific geographic area which, based on supporting geological, geophysical or other data and also
preliminary economic analysis using reasonably anticipated prices and costs, is deemed to have potential for the discovery of
commercial hydrocarbons.

Proved area. The part of a property to which proved reserves have been specifically attributed.

Proved oil and gas reserves . Those quantities of oil and gas, which, by analysis of geoscience and engineering data,
can be estimated with reasonable certainty to be economically producible—from a given date forward, from known
reservoirs, and under existing economic conditions, operating methods, and government regulations—prior to the time at
which contracts providing the right to operate expire, unless evidence indicates that renewal is reasonably certain, regardless
of whether deterministic or probabilistic methods are used for the estimation.

Proved properties. Properties with proved reserves.

Reasonable certainty. If deterministic methods are used, reasonable certainty means a high degree of confidence that
the quantities will be recovered. If probabilistic methods are used, there should be at least a 90% probability that the
quantities actually recovered will equal or exceed the estimate. A high degree of confidence exists if the quantity is much
more likely to be achieved than not, and, as changes due to increased availability of geoscience (geological, geophysical, and
geochemical), engineering, and economic data are made to estimated ultimate recovery (EUR) with time, reasonably certain
EUR is much more likely to increase or remain constant than to decrease.

Reliable technology. A grouping of one or more technologies (including computational methods) that has been field
tested and has been demonstrated to provide reasonably certain results with consistency and repeatability in the formation
being evaluated or in an analogous formation.

Reserves. Estimated remaining quantities of oil and gas and related substances anticipated to be economically
producible, as of a given date, by application of development projects to known accumulations.

Reservoir. A porous and permeable underground formation containing a natural accumulation of producible oil and/or
gas that is confined by impermeable rock or water barriers and is individual and separate from other reservoirs.

Resources. Quantities of oil and gas estimated to exist in naturally occurring accumulations. A portion of the
resources may be estimated to be recoverable, and another portion may be considered to be unrecoverable. Resources include
both discovered and undiscovered accumulations.

Service well. A well drilled or completed for the purpose of supporting production in an existing field. Specific
purposes of service wells include gas injection, water injection, steam injection, air injection, salt-water disposal, water
supply for injection, observation, or injection for in-situ combustion.

Stratigraphic test well. A drilling effort, geologically directed, to obtain information pertaining to a specific geologic
condition. Such wells customarily are drilled without the intent of being completed for hydrocarbon production.
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Undeveloped oil and gas reserves . Undeveloped oil and gas reserves are reserves of any category that are expected
to be recovered from new wells on undrilled acreage, or from existing wells where a relatively major expenditure is required
for recompletion.

Undeveloped acreage. Lease acreage on which wells have not been drilled or completed to a point that would permit
the production of commercial quantities of natural gas and oil regardless of whether such acreage contains proved reserves.

Unproved properties. Properties with no proved reserves

Working interest . The operating interest that gives the owner the right to drill, produce and conduct operating
activities on the property and receive a share of production.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on March 8, 2018.
 

 PETROQUEST ENERGY, INC.
   
 By:  /s/ Charles T. Goodson
   CHARLES T. GOODSON

   
Chairman of the Board, President and Chief
Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities indicated on March 8, 2018.
 

     
By:  /s/ Charles T. Goodson  Chairman of the Board, President, Chief Executive Officer and Director
  CHARLES T. GOODSON  (Principal Executive Officer)
     
By:  /s/ J. Bond Clement  Executive Vice President, Chief Financial Officer, Treasurer
  J. BOND CLEMENT  (Principal Financial and Accounting Officer)
     
By:  /s/ W.J. Gordon, III  Director
  W.J. GORDON, III   
     
By:  /s/ J. Gerard Jolly  Director
  J. GERARD JOLLY   
     
By:  /s/ Charles F. Mitchell, II, M.D.  Director
  CHARLES F. MITCHELL, II, M.D.   
     
By:  /s/ E. Wayne Nordberg  Director
  E. WAYNE NORDBERG   
     
By:  /s/ William W. Rucks, IV  Director
  WILLIAM W. RUCKS, IV   
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
PetroQuest Energy, Inc.

Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheets of PetroQuest Energy, Inc. (the Company) as of December
31, 2017 and 2016, and the related consolidated statements of operations, comprehensive loss, cash flows and stockholders’
equity for each of the three years in the period ended December 31, 2017, and the related notes (collectively referred to as
the "consolidated financial statements"). In our opinion, the consolidated financial statements present fairly, in all material
respects, the financial position of the Company at December 31, 2017 and 2016, and the results of its operations and its cash
flows for each of the three years in the period ended December 31, 2017, in conformity with U.S. generally accepted
accounting principles.

Basis of Opinion

These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion
on the Company’s financial statements based on our audits. We are a public accounting firm registered with the PCAOB and
are required to be independent with respect to the Company in accordance with the U.S. federal securities laws and the
applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement, whether due
to error or fraud. Our audits included performing procedures to assess the risks of material misstatement of the financial
statements, whether due to error or fraud, and performing procedures that respond to those risks. Such procedures included
examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements. Our audits also
included evaluating the accounting principles used and significant estimates made by management, as well as evaluating the
overall presentation of the financial statements. We believe that our audits provide a reasonable basis for our opinion.

/s/ Ernst & Young LLP

We have served as the Company's auditor since 2002.

New Orleans, Louisiana
March 8, 2018
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PETROQUEST ENERGY, INC.
Consolidated Balance Sheets

(Amounts in Thousands)

 
December 31,

2017  
December 31,

2016
ASSETS    

Current assets:    
Cash and cash equivalents $ 15,655  $ 28,312
Revenue receivable 15,340  10,294
Joint interest billing receivable 6,597  7,632
Other receivable 7,750  —
Derivative asset 1,174  —
Deposit for surety bonds 8,300  —
Other current assets 2,125  2,353

Total current assets 56,941  48,591
Property and equipment:    

Oil and gas properties:    
Oil and gas properties, full cost method 1,369,861  1,323,333
Unevaluated oil and gas properties 21,854  9,015
Accumulated depreciation, depletion and amortization (1,285,660)  (1,243,286)

Oil and gas properties, net 106,055  89,062
Other property and equipment 9,353  10,951
Accumulated depreciation of other property and equipment (8,843)  (10,109)

Total property and equipment 106,565  89,904
Other assets, net of accumulated amortization of $0 and $4,385, respectively 792  6,365
Total assets $ 164,298  $ 144,860

LIABILITIES AND STOCKHOLDERS’ EQUITY    
Current liabilities:    

Accounts payable to vendors $ 36,179  $ 25,265
Advances from co-owners 1,730  2,330
Oil and gas revenue payable 19,344  22,146
Accrued interest 1,724  2,047
Asset retirement obligation 687  4,160
Derivative liability 731  3,947
10% Senior Unsecured Notes due 2017 —  22,568
Other accrued liabilities 2,445  3,938

Total current liabilities 62,840  86,401
Multi-draw Term Loan 27,963  7,249
10% Senior Secured Notes due 2021 9,821  15,228
10% Senior Secured PIK Notes due 2021 271,577  248,600
Asset retirement obligation 30,623  32,450
Other long-term liabilities 10,409  6,027
Commitments and contingencies  
Stockholders’ equity:    

Preferred stock, $.001 par value; authorized 5,000 shares; issued and outstanding 1,495
shares 1  1
Common stock, $.001 par value; authorized 150,000 shares; issued and outstanding
25,521 and 21,197 shares, respectively 26  21
Paid-in capital 313,244  304,341
Accumulated other comprehensive income (loss) 278  (4,750)
Accumulated deficit (562,484)  (550,708)

Total stockholders’ equity (248,935)  (251,095)
Total liabilities and stockholders’ equity $ 164,298  $ 144,860

See accompanying Notes to Consolidated Financial Statements.
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PETROQUEST ENERGY, INC.
Consolidated Statements of Operations

(Amounts in Thousands, Except Per Share Data)
 

  Year Ended
  December 31,
  2017  2016  2015
Revenues:       

Oil and gas sales  $ 108,287  $ 66,667  $ 115,969
Expenses:       

Lease operating expenses  33,162  28,508  40,130
Production taxes  3,302  354  2,470
Depreciation, depletion and amortization  32,053  28,720  63,497
Ceiling test write-down  —  40,304  266,562
General and administrative  15,860  26,040  20,777
Accretion of asset retirement obligation  2,252  2,515  3,259
Interest expense  28,836  30,019  33,766

  115,465  156,460  430,461
Other income (expense):       

Gain on sale of assets  —  —  21,937
Other income (expense)  (408)  (560)  391

  (408)  (560)  22,328
Loss from operations  (7,586)  (90,353)  (292,164)

Income tax expense (benefit)  (949)  543  2,626
Net loss  (6,637)  (90,896)  (294,790)
Preferred stock dividend  5,139  5,349  5,139
Net loss available to common stockholders  $ (11,776)  $ (96,245)  $ (299,929)
Loss per common share:       

Basic       
Net loss per share  $ (0.55)  $ (5.24)  $ (18.45)

Diluted       
Net loss per share  $ (0.55)  $ (5.24)  $ (18.45)

Weighted average number of common shares:       
Basic  21,330  18,354  16,256
Diluted  21,330  18,354  16,256

See accompanying Notes to Consolidated Financial Statements.
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PETROQUEST ENERGY, INC.
Consolidated Statements of Comprehensive Loss

(Amounts in Thousands)
 

  Year Ended
  December 31,
  2017  2016  2015
Net loss  $ (6,637)  $ (90,896)  $ (294,790)

Change in fair value of derivatives, net of income tax
(expense) benefit of ($165), $561 and $2,650, respectively  5,028  (5,697)  (4,473)

Comprehensive loss  $ (1,609)  $ (96,593)  $ (299,263)

See accompanying Notes to Consolidated Financial Statements.
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PETROQUEST ENERGY, INC.
Consolidated Statements of Cash Flows

(Amounts in Thousands)

 Year Ended
 December 31,
 2017  2016  2015
Cash flows provided by (used in) operating activities:      
Net loss $ (6,637)  $ (90,896)  $ (294,790)
Adjustments to reconcile net loss to net cash provided by (used in) operating
activities:      

Deferred tax (benefit) expense (949)  543  2,626
Depreciation, depletion and amortization 32,053  28,720  63,497
Ceiling test writedown —  40,304  266,562
Accretion of asset retirement obligation 2,252  2,515  3,259
Share based compensation expense 1,447  1,444  4,617
Gain on sale of assets —  —  (21,937)
Amortization costs and other 554  2,106  2,259
Non-cash PIK interest 22,895  5,722  —
Payments to settle asset retirement obligations (3,364)  (3,169)  (2,776)
Costs incurred to issue 2021 Notes and 2021 PIK Notes —  10,139  —
Gain on extinguishment of debt (403)  —  —

Changes in working capital accounts:      
Revenue receivable (5,046)  (3,818)  10,009
Joint interest billing receivable 610  41,400  223
Accounts payable and accrued liabilities 2,970  (72,760)  (9,400)
Advances from co-owners (600)  (13,788)  3,299
Other (1,629)  (5,060)  2,657

Net cash provided by (used in) operating activities 44,153  (56,598)  30,105
Cash flows (used in) provided by investing activities:      

Investment in oil and gas properties (64,613)  (30,366)  (90,218)
Investment in other property and equipment (54)  (24)  (454)
Sale of oil and gas properties 10,707  25,482  271,769

Net cash (used in) provided by investing activities (53,960)  (4,908)  181,097
Cash flows used in financing activities:      

Net payments for share based compensation (26)  11  (199)
Deferred financing costs (174)  (3,156)  (1,094)
Payment of preferred stock dividend —  (1,285)  (5,139)
Proceeds from borrowings 20,000  10,000  70,000
Repayment of borrowings —  —  (145,000)
Redemption of 2017 Notes (22,650)  (53,626)  —
Costs incurred to issue 2021 Notes and 2021 PIK Notes —  (10,139)  —

Net cash used in financing activities (2,850)  (58,195)  (81,432)
Net (decrease) increase in cash and cash equivalents (12,657)  (119,701)  129,770
Cash and cash equivalents, beginning of period 28,312  148,013  18,243
Cash and cash equivalents, end of period $ 15,655  $ 28,312  $ 148,013
Supplemental disclosure of cash flow information:      

Cash paid (received) during the period for:      
Interest $ 7,432  $ 33,206  $ 36,217
Income taxes $ (94)  $ (18)  $ —

See accompanying Notes to Consolidated Financial Statements.
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PetroQuest Energy Inc.
Consolidated Statements of Stockholders’ Equity

(Amounts in Thousands)

 
Common

Stock  
Preferred

Stock  
Paid-In
Capital  

Other
Comprehensive
Income (Loss)  

Accumulated
Deficit  

Total
Stockholders’

Equity
December 31,
2014 $ 16  $ 1  $286,006  $ 5,420  $ (154,534)  $ 136,909

Options
exercised —  —  61  —  —  61
Retirement
of shares
upon vesting
of restricted
stock —  —  (451)  —  —  (451)
Share-based
compensation
expense —  —  4,617  —  —  4,617
Issuance of
shares under
employee
stock
purchase plan —  —  199  —  —  199
Derivative
fair value
adjustment,
net of tax —  —  —  (4,473)  —  (4,473)
Preferred
stock
dividend —  —  —  —  (5,139)  (5,139)
Net loss —  —  —  —  (294,790)  (294,790)

December 31,
2015 $ 16  $ 1  $290,432  $ 947  $ (454,463)  $ (163,067)

Issuance of
shares in debt
exchange 5  —  12,520  —  —  12,525
Retirement
of shares
upon vesting
of restricted
stock —  —  (200)  —  —  (200)
Share-based
compensation
expense —  —  1,444  —  —  1,444
Issuance of
shares under
employee
stock
purchase plan —  —  145  —  —  145
Derivative
fair value
adjustment,
net of tax —  —  —  (5,697)  —  (5,697)
Preferred
stock
dividend —  —  —  —  (5,349)  (5,349)
Net loss —  —  —  —  (90,896)  (90,896)

December 31,
2016 $ 21  $ 1  $304,341  $ (4,750)  $ (550,708)  $ (251,095)

Issuance of
shares 5  —  7,441  —  —  7,446



Retirement
of shares
upon vesting
of restricted
stock —  —  (10)  —  —  (10)
Share-based
compensation
expense —  —  1,447  —  —  1,447
Issuance of
shares under
employee
stock
purchase plan —  —  25  —  —  25
Derivative
fair value
adjustment,
net of tax —  —  —  5,028  —  5,028
Preferred
stock
dividend —  —  —  —  (5,139)  (5,139)
Net loss —  —  —  —  (6,637)  (6,637)

December 31,
2017 $ 26  $ 1  $313,244  $ 278  $ (562,484)  $ (248,935)

See accompanying Notes to Consolidated Financial Statements.
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PETROQUEST ENERGY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1—Organization and Summary of Significant Accounting Policies

PetroQuest Energy, Inc. (a Delaware Corporation) (“PetroQuest”) is an independent oil and gas company
headquartered in Lafayette, Louisiana with an exploration office in The Woodlands, Texas. It is engaged in the exploration,
development, acquisition and operation of oil and gas properties in Texas and Louisiana.

Principles of Consolidation

The consolidated financial statements include the accounts of PetroQuest and its subsidiaries, PetroQuest Energy,
L.L.C., PetroQuest Oil & Gas, L.L.C, Pittrans, Inc. and TDC Energy LLC (collectively, the "Company"). All intercompany
accounts and transactions have been eliminated.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates. Estimates of proved oil and gas
reserves and future net cash flows from estimated proved reserves are based on geological and engineering data and depend
upon a number of variable factors and assumptions. Changes in estimated proved oil and gas reserves used in the calculation
of depreciation, depletion and amortization of oil and gas properties or the present value of the estimated future net cash
flows from estimated proved reserves used in the ceiling test could have a material impact on future results of operations.

Oil and Gas Properties

The Company utilizes the full cost method of accounting, which involves capitalizing all acquisition, exploration and
development costs incurred for the purpose of finding oil and gas reserves including the costs of drilling and equipping
productive wells, dry hole costs, lease acquisition costs and delay rentals. The Company also capitalizes the portion of
general and administrative costs that can be directly identified with acquisition, exploration or development of oil and gas
properties. Unevaluated property costs are transferred to evaluated property costs at such time as wells are completed on the
properties, the properties are sold, or management determines these costs to have been impaired. Interest is capitalized on
unevaluated property costs. Transactions involving sales of reserves in place are recorded as adjustments to accumulated
depreciation, depletion and amortization with no gain or loss recognized, unless such adjustments would cause a significant
alteration in the relationship between capitalized costs and proved reserves.

Depreciation, depletion and amortization of oil and gas properties is computed using the unit-of-production method
based on estimated proved reserves. All costs associated with evaluated oil and gas properties, including an estimate of future
development costs associated therewith, are included in the depreciable base. The costs of investments in unevaluated
properties are excluded from this calculation until the related properties are evaluated, proved reserves are established or the
properties are determined to be impaired. Proved oil and gas reserves are estimated annually by independent petroleum
engineers.

The capitalized costs of proved oil and gas properties cannot exceed the present value of the estimated net future cash
flows from proved reserves based on historical twelve-month, first day of the month, average oil, gas and natural gas liquid
prices, including the effect of hedges in place (the full cost ceiling). If the capitalized costs of proved oil and gas properties
exceed the full cost ceiling, the Company is required to write-down the value of its oil and gas properties to the full cost
ceiling amount. The Company follows the provisions of Staff Accounting Bulletin (“SAB”) No. 106, regarding the application
of Accounting Standards Codification ("ASC") Topic 410-20 by companies following the full cost accounting method. SAB
No. 106 indicates that estimated future dismantlement and abandonment costs that are recorded on the balance sheet are to be
included in the costs subject to the full cost ceiling limitation. The estimated future cash outflows associated with settling the
recorded asset retirement obligations are excluded from the computation of the present value of estimated future net
revenues used in applying the ceiling test.

Cash and Cash Equivalents

The Company considers all highly liquid investments with a stated maturity of three months or less to be cash and cash
equivalents. The majority of the Company’s cash and cash equivalents are in overnight securities made through its commercial
bank accounts, which result in available funds the next business day.
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Accounts Receivable

In its capacity as operator, the Company incurs drilling and operating costs that are billed to its partners based on their
respective working interests.

Other Property and Equipment

The costs related to other furniture and fixtures are depreciated on a straight line basis over estimated useful lives
ranging from three to five years.

Deposit For Surety Bonds

The deposit for surety bonds of $8.3 million at December 31, 2017 represents cash collateral paid with respect to the
Company's surety bonds which secure its offshore decommissioning obligations. As a result of the sale of the Company's
Gulf of Mexico assets in January 2018, the Company expects these deposits will be refunded during 2018 (subject to the
Company's obligation to pay approximately $3.8 million to the purchaser of these assets). At December 31, 2016, deposits
for surety bonds totaled $6.2 million and were included in other assets in the Company's consolidated financial statements.

Income Taxes

The Company accounts for income taxes in accordance with ASC Topic 740. Provisions for income taxes include
deferred taxes resulting primarily from temporary differences due to different reporting methods for oil and gas properties
for financial reporting purposes and income tax purposes. For financial reporting purposes, all exploratory and development
expenditures are capitalized and depreciated, depleted and amortized on the unit-of-production method. For income tax
purposes, only the equipment and leasehold costs relative to successful wells are capitalized and recovered through
depreciation or depletion. Generally, most other exploratory and development costs are charged to expense as incurred;
however, the Company may use certain provisions of the Internal Revenue Code that allow capitalization of intangible drilling
costs. Other financial and income tax reporting differences occur primarily as a result of statutory depletion. Deferred tax
assets are assessed for realizability and a valuation allowance is established for any portion of the asset for which it is more
likely than not will not be realized.

Revenue Recognition

The Company records natural gas and oil revenue under the sales method of accounting. Under the sales method, the
Company recognizes revenues based on the amount of natural gas or oil sold to purchasers, which may differ from the
amounts to which the Company is entitled based on its interest in the properties. See "Recently Issued Accounting Standards"
below for discussion of the adoption of the new revenue recognition standard.

Concentrations

The Company’s production is sold on month to month contracts at prevailing prices. The Company attempts to
diversify its sales among multiple purchasers and obtain credit protection such as letters of credit and parental guarantees
when necessary.

The following table identifies customers from whom the Company derived 10% or more of its oil and gas revenues
during the years presented. Based on the availability of other customers, the Company does not believe the loss of any of
these customers would have a significant effect on its business or financial condition.

 Year Ended December 31,
 2017 2016 2015
Superior Natural Gas 29% 14% (a)
Shell Trading Company 24% 23% 18%
Laclede Energy Resources (a) 17% 21%
BG Group (a) 10% 10%
Unimark, LLC (a) (a) 17%
 

(a) Less than 10 percent
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Derivative Instruments

Under ASC Topic 815, the nature of a derivative instrument must be evaluated to determine if it qualifies for hedge
accounting treatment. Instruments qualifying for hedge accounting treatment are recorded as an asset or liability measured at
fair value and subsequent changes in fair value are recognized in stockholders’ equity through other comprehensive income
(loss), net of related taxes, to the extent the hedge is effective. If a hedge becomes ineffective because the hedged production
does not occur, or the hedge otherwise does not qualify for hedge accounting treatment, the changes in the fair value of the
derivative are recorded in the statement of operations as derivative income (expense). The Company does not offset fair value
amounts recognized for derivative instruments.

The Company’s hedges are specifically referenced to NYMEX prices for oil and natural gas. The effectiveness of
hedges is evaluated at the time the contracts are entered into, as well as periodically over the life of the contracts, by
analyzing the correlation between NYMEX prices and the posted prices received from the designated production. Through
this analysis, the Company is able to determine if a high correlation exists between the prices received for its designated
production and the NYMEX prices at which the hedges will be settled. At December 31, 2017, the Company’s derivative
instruments were designated as effective cash flow hedges. See Note 7 for further discussion of the Company’s derivative
instruments.

Recently Issued Accounting Standards

In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) 2014-
09, “Revenue from Contracts with Customers,” to clarify the principles for recognizing revenue and to develop a common
revenue standard and disclosure requirements.  The core principle of ASU 2014-09 is that an entity will recognize revenue
when it transfers control of goods or services to customers at an amount that reflects the consideration to which it expects to
be entitled in exchange for those goods and or services.  In August 2015, the FASB issued ASU 2015-14 deferring the
effective date of ASU 2014-09 by one year to interim and annual periods beginning on or after December 31, 2017.  Entities
can choose to apply the standard using either a full retrospective approach or a modified retrospective approach, with the
cumulative effect of initially applying ASU 2014-09 recognized at the date of initial application. The Company adopted the
new standard effective January 1, 2018 using the modified retrospective approach. The adoption of the standard did not have a
material impact on the Company's consolidated financial statements, but will result in increased disclosures related to
revenue recognition policies and disaggregation of revenues.

In February 2016, the FASB issued ASU 2016-02, "Leases (Topic 842)," to increase transparency and comparability
among organizations by recognizing lease assets and lease liabilities on the balance sheet and disclosing key information
about leasing arrangements. The standard is effective for public entities for fiscal years beginning after December 15, 2018,
and for interim periods within those fiscal years, with earlier application permitted. Upon adoption the lessee will apply the
new standard retrospectively to all periods presented or retrospectively using a cumulative effect adjustment in the year of
adoption. The Company is currently evaluating the effect that this new standard may have on its consolidated financial
statements.

In March 2016, the FASB issued ASU 2016-09, "Compensation - Stock Compensation (Topic 718)," to simplify
several aspects of the accounting for share-based payment transactions, including the income tax consequences, classification
of awards as either equity or liabilities, and forfeitures, as well as classification in the statement of cash flows. The Company
adopted ASU 2016-09 on January 1, 2017, and the adoption of the standard did not have a material impact on the Company's
consolidated financial statements.

In August 2017, the FASB issued ASU 2017-12, "Derivative and Hedging," to improve the financial reporting of
hedging relationships to better portray the economic results of an entity's risk management activities in its consolidated
financial statements and make certain targeted improvements to simplify the application of the hedge accounting guidance in
current US GAAP. ASU 2017-12 is effective for public entities for fiscal years beginning after December 15, 2018, and
interim periods within those fiscal years, with earlier application permitted. The Company is currently evaluating the effect
that this new standard may have on its consolidated financial statements.

    
Note 2—Acquisitions and Divestitures
Divestitures:

O n June 4, 2015, the Company completed the sale of a majority of its interests in the Woodford Shale and
Mississippian Lime for $280 million, subject to customary post-closing purchase price adjustments, effective January 1,
2015. At closing, the Company received $257.7 million in cash and recognized a receivable of $13.9 million, which was
received in full during the third quarter of 2015.

At December 31, 2014, the estimated proved reserves attributable to the assets sold totaled approximately 227.2 Bcfe
(unaudited), which represented approximately 57% (unaudited) of the Company's estimated proved reserves. Under the full
cost
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method of accounting, sales of oil and gas properties are accounted for as adjustments of capitalized costs with no gain or
loss recognized, unless the adjustment significantly alters the relationship between capitalized costs and proved reserves. A
significant alteration is generally not expected to occur for sales involving less than 25% of the total proved reserves. If the
sale was accounted for as an adjustment of capitalized costs with no gain or loss recognized, the adjustment would have
significantly altered the relationship between capitalized costs and proved reserves. Accordingly, the Company recognized a
gain on the sale of $23.2 million during 2015. The carrying value of the properties sold was determined by allocating total
capitalized costs within the full cost pool between properties sold and properties retained based on their relative fair values.

In March 2016, the Company sold certain non-producing assets in East Texas for $7 million to a potential joint
venture partner. This sale was accounted for as an adjustment to the capitalized costs of oil and gas properties. After
determining it would not pursue a joint venture with this party, the Company repurchased the non-producing assets for $5
million in December, 2016 as per the terms of the purchase and sale agreement. The Company subsequently entered into a
new drilling joint venture in East Texas with another group of partners.

On April 20, 2016, the Company completed the sale of a majority of its remaining Woodford Shale assets in the East
Hoss field for approximately $18 million, subject to customary post-closing purchase price adjustments, effective April 1,
2016. This sale was accounted for as an adjustment to the capitalized costs of oil and gas properties.

On October 31, 2016, the Company completed the sale of its remaining Oklahoma assets for approximately $0.7
million, subject to customary post-closing purchase-price adjustments, effective November 1, 2016. This sale was accounted
for as an adjustment to the capitalized costs of oil and gas properties.

On April 17, 2017, the Company completed the sale of its interest in the East Lake Verret field in Louisiana for
approximately $2.2 million. This sale was accounted for as an adjustment to the capitalized costs of oil and gas properties.

O n December 15, 2017, the Company completed the sale of its saltwater disposal assets in East Texas for
approximately $8.5 million. This sale was accounted for as an adjustment to the capitalized costs of oil and gas properties.    
Acquisitions:

On December 20, 2017, the Company entered into an oil focused play in central Louisiana targeting the Austin Chalk
formation through the execution of agreements to acquire interests in approximately 24,600 gross acres for a purchase price
of approximately $9.3 million and the issuance of 2.0 million shares of common stock.
Subsequent Event:

On January 31, 2018, the Company sold its Gulf of Mexico properties (the "Sold Assets"). The Company received no
consideration from the sale of these properties and is required to contribute approximately $3.8 million towards the future
abandonment costs for the properties. As a result of the sale, the Company extinguished approximately $28.4 million of its
discounted asset retirement obligation subsequent to December 31, 2017 (see Note 6). In connection with the sale, the
Company expects to receive a cash refund of approximately $10.7 million related to a depositary account that served to
collateralize a portion of the Company's offshore bonds related to these properties (subject to the Company's obligation to
pay approximately $3.8 million to the purchaser of these properties), $8.3 million of which is included in deposits for surety
bonds on the Company's Consolidated Balance Sheet as of December 31, 2017.

Note 3—Equity

Common Stock

On May 18, 2016, the Company effected a reverse split of its common stock at a ratio of one share of newly issued
common stock for each four shares of issued and outstanding common stock (the "Reverse Split"). The purpose of the
Reverse Split was to increase the per share trading price of the Company's common stock in order to regain compliance with
the New York Stock Exchange continued listing standards. The Reverse Split proportionately reduced the total number of
outstanding shares of common stock from approximately 70.5 million shares to approximately 17.6 million shares. All
references in the consolidated financial statements and notes to consolidated financial statements to the number of shares,
per share data, restricted stock and stock option data have been retroactively adjusted to give effect to the Reverse Split.

During December 2017, the Company issued 2.0 million shares of common stock in connection with the acquisition
of Austin Chalk acreage. Additionally, during December 2017, the Company issued appoximately 2.2 million shares of
common stock related to the extinguishment of a portion of the outstanding 2021 Notes (see Note 9).
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Convertible Preferred Stock
The Company has 1,495,000 shares of 6.875% Series B Cumulative Convertible Perpetual Preferred Stock (the

“Series B Preferred Stock”) outstanding.    

The following is a summary of certain terms of the Series B Preferred Stock:
Dividends. The Series B Preferred Stock accumulates dividends at an annual rate of 6.875% for each share of Series

B Preferred Stock. Dividends are cumulative from the date of first issuance and, to the extent payment of dividends is not
prohibited by the Company’s debt agreements, assets are legally available to pay dividends and the Company’s board of
directors or an authorized committee of the board declares a dividend payable, the Company pays dividends in cash, every
quarter.

In connection with an amendment to the Company's bank credit facility (which was terminated and replaced by the
Multidraw Term Loan Agreement with Franklin Custodian Funds in October 2016) prohibiting the Company from declaring or
paying dividends on the Series B Preferred Stock, the Company suspended the quarterly cash dividend on it Series B
Preferred Stock beginning with the dividend payment due on April 15, 2016. The Multidraw Term Loan Agreement also
prohibits the Company from declaring and paying cash dividends on the Series B Preferred Stock. Under the terms of the
Series B Preferred Stock, any unpaid dividends will accumulate. As of December 31, 2017, the Company has deferred seven
quarterly dividend payments and has accrued a $10.3 million payable related to the seven deferred quarterly dividends and the
quarterly dividend that was payable on January 15, 2018, which is included in other long-term liabilities on the Consolidated
Balance Sheet. As a result of the restrictions under the Multidraw Term Loan Agreement, the Company did not pay the
dividend that was payable on July 15, 2017, which represented the sixth deferred dividend payment. As a result, the holders of
the Series B Preferred Stock, voting as a single class, currently have the right to elect two additional directors to the
Company's Board of Directors (the "Board") until all accumulated and unpaid dividends on the Series B Preferred Stock are
paid in full. On August 23, 2017, the Board received written notice from two affiliated holders of the Series B Preferred
Stock (the "Requesting Holders") exercising this right by requesting that the Board call a special meeting of the holders of the
Preferred Stock for the purposes of electing the additional directors, as set forth in Section 4(ii) of the Certificate of
Designations establishing the Preferred Stock, dated September 24, 2007. However, on October 20, 2017, as a result of
discussions between the Company's management and certain holders of the Series B Preferred Stock, the Requesting Holders
withdrew their request that the Board call the special meeting of the holders of the Series B Preferred Stock, and the Board
determined not to call a special meeting of the holders of the Series B Preferred Stock at that time. The Company is
committed to working with holders of the Series B Preferred Stock as they identify and evaluate potential candidates to add to
the existing Board in 2018.

Mandatory conversion. The Company may, at its option, cause shares of the Series B Preferred Stock to be
automatically converted at the applicable conversion rate, but only if the closing sale price of the Company’s common stock
for 20 trading days within a period of 30 consecutive trading days ending on the trading day immediately preceding the date
the Company gives the conversion notice equals or exceeds 130% of the conversion price in effect on each such trading day.

Conversion rights. Each share of Series B Preferred Stock may be converted at any time, at the option of the holder,
into 0.8608 shares of the Company’s common stock (which is based on an initial conversion price of approximately $58.08
per share of common stock, subject to further adjustment) plus cash in lieu of fractional shares, subject to the Company’s
right to settle all or a portion of any such conversion in cash or shares of the Company’s common stock. If the Company
elects to settle all or any portion of its conversion obligation in cash, the conversion value and the number of shares of the
Company’s common stock it will deliver upon conversion (if any) will be based upon a 20 trading day averaging period.

Upon any conversion, the holder will not receive any cash payment representing accumulated and unpaid dividends on
the Series B Preferred Stock, whether or not in arrears, except in limited circumstances. The conversion rate is equal to $50
divided by the conversion price at the time. The conversion price is subject to adjustment upon the occurrence of certain
events. The conversion price on the conversion date and the number of shares of the Company’s common stock, as applicable,
to be delivered upon conversion may be adjusted if certain events occur.    
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Note 4—Earnings Per Share
A reconciliation between the basic and diluted earnings per share computations (in thousands, except per share

amounts) is as follows:

For the Year Ended December 31, 2017  Loss(Numerator)  
Shares
(Denominator)  

Per
Share Amount

BASIC EPS      
Net loss available to common stockholders $ (11,776)  21,330  $ (0.55)

Stock options —  —   
Attributable to participating securities —  —   

DILUTED EPS $ (11,776)  21,330  $ (0.55)
      

For the Year Ended December 31, 2016  Loss(Numerator)  
Shares
(Denominator)  

Per
Share Amount

BASIC EPS      
Net loss available to common stockholders $ (96,245)  18,354  $ (5.24)

Stock options —  —   
Attributable to participating securities —  —   

DILUTED EPS $ (96,245)  18,354  $ (5.24)
      

For the Year Ended December 31, 2015  Loss(Numerator)  
Shares
(Denominator)  

Per
Share Amount

BASIC EPS      
Net loss available to common stockholders $ (299,929)  16,256  $ (18.45)

Stock options —  —   
Attributable to participating securities —  —   

DILUTED EPS $ (299,929)  16,256  $ (18.45)

An aggregate of 1.6 million shares of common stock representing options to purchase common stock and unvested
shares of restricted common stock and common shares issuable upon the assumed conversion of the Series B Preferred
Stock totaling 1.3 million shares were not included in the computation of diluted earnings per share for the year ended
December 31, 2017, because the inclusion would have been anti-dilutive as a result of the net loss reported for the year.

An aggregate of 0.9 million shares of common stock representing options to purchase common stock and unvested
shares of restricted common stock and common shares issuable upon the assumed conversion of the Series B Preferred
Stock totaling 1.3 million shares were not included in the computation of diluted earnings per share during the year ended
December 31, 2016, because the inclusion would have been anti-dilutive as a result of the net loss reported for the year.

An aggregate of 0.1 million shares of common stock representing options to purchase common stock and unvested
shares of restricted common stock and common shares issuable upon the assumed conversion of the Series B Preferred
Stock totaling 1.3 million shares were not included in the computation of diluted earnings per share during the year ended
December 31, 2015, because the inclusion would have been anti-dilutive as a result of the net loss reported for the year.
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Note 5—Share-Based Compensation
The Company accounts for share-based compensation in accordance with ASC Topic 718. Share-based compensation

cost is recognized over the requisite service period. Compensation cost for awards with graded vesting is recognized using
the accelerated attribution method. Share-based compensation cost is reflected as a component of general and administrative
expenses. A detail of share-based compensation cost for the years ended December 31, 2017, 2016 and 2015 is as follows
(in thousands):

  Year Ended December 31,
  2017  2016  2015
Stock options:       

Incentive Stock Options (share settled)  $ 820  $ 206  $ 243
Non-Qualified Stock Options (share settled)  387  164  71

Restricted stock (share settled)  197  1,073  4,303
Cash settled stock units  245  244  (439)
Share-based compensation  $ 1,649  $ 1,687  $ 4,178

During each of the years ended December 31, 2017 and 2016, the Company capitalized $0.1 million of compensation
cost related to cash settled restricted stock units to oil and gas properties. No such amounts were capitalized during the year
ended December 31, 2015. During the years ended December 31, 2017, 2016 and 2015, the Company recorded income tax
benefits of approximately $0.3 million, $0.5 million and $1.5 million, respectively, related to share-based compensation
expense recognized during those periods. As a result of the Company’s net operating loss position, no excess tax benefits
have been recognized for any periods presented.

Share-Based compensation settled in shares

At December 31, 2017, the Company had $3.9 million of unrecognized compensation cost related to unvested
restricted stock and stock options. This amount will be recognized as compensation expense over a weighted average period
of approximately three years.

Stock Options

Stock options may be granted to employees and consultants and generally vest ratably over a three-year period. Stock
options may also be granted to directors and generally vest one year or less from the date of grant to align with their term on
the board. Stock options must be exercised within 10 years of the grant date. The exercise price of each option may not be
less than the fair market value of a share of common stock on the date of grant. Upon a change in control of the Company, all
outstanding options become immediately exercisable.

The Company computes the fair value of its stock options using the Black-Scholes option-pricing model assuming an
expected term based on historical activity and expected volatility computed using historical stock price fluctuations on a
weekly basis for a period of time equal to the expected term of the option. Periodically, the Company adjusts compensation
expense based on the difference between actual and estimated forfeitures.    

There were no stock options granted in 2015. The following table outlines the assumptions used in computing the fair
value of stock options granted during 2017 and 2016:    

 Years Ended December 31,
 2017  2016
Dividend yield —%  —%
Expected volatility 80.44%  62.0%-79.99%
Risk-free rate 1.925%  1.255%-2.09%
Expected term 6 years  6 years
Stock options granted 219,130  1,168,754
Wgtd. avg. grant date fair value per share $1.28  $1.96
Fair value of grants $280,000  $2,293,000
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     The following table details stock option activity during the year ended December 31, 2017:

  
Number of

Options  

Wgtd. Avg.
Exercise 

Price  

Wgtd. Avg.
Remaining 

Life  

Aggregate
Intrinsic 

Value
(000’s)

Outstanding at beginning of year  1,412,940  $ 7.13     
Granted  219,130  1.85     
Expired/cancelled/forfeited  (23,424)  21.49     
Exercised  —      
Outstanding at end of year  1,608,646  6.20  8.08  $ 9
         
Options exercisable at end of
year  705,594  $ 10.34  7.00  $ —
Options expected to vest  1,563,493  6.29  8.06  $ 8

The total fair value of stock options that vested during the years ended December 31, 2017, 2016 and 2015 was $1.6
million, $0.4 million and $0.8 million, respectively. The intrinsic value of stock options exercised was immaterial for all
periods presented.

The following table summarizes information regarding stock options outstanding at December 31, 2017:

           
Range of  Options  Wgtd. Avg.  Wgtd. Avg.  Options  Wgtd. Avg.
Exercise  Outstanding  Remaining  Exercise  Exercisable  Exercise
Price  12/31/2017  Contractual Life  Price  12/31/2017  Price
$0.00-$2.49  285,503  9.48  $1.97  22,150  $2.37
$2.50-$3.49  878,833  8.74  $3.17  362,973  $3.17
$3.50-$4.99  206,769  8.38  $4.26  82,930  $4.23
$15.00-$30.32  237,541  3.71  $24.18  237,541  $24.18
  1,608,646      705,594  $10.34

Restricted Stock

The Company computes the fair value of its service based restricted stock using the closing price of the Company’s
stock at the date of grant. Restricted stock granted to employees generally vests ratably over a three-year period. Restricted
stock granted to directors vests one year or less from the date of grant to align with their term on the board. Upon a change in
control of the Company, all outstanding shares of restricted stock will become immediately vested.

The following table details restricted stock activity during the year ended December 31, 2017:

  
Number of

Shares  

Wgtd. Avg.
Fair Value  per

Share
Outstanding at beginning of year  78,557  $16.57
Granted  487,502  $1.87
Lapse of restrictions  (78,557)  $16.57
Outstanding at December 31, 2017  487,502  $1.87

The weighted average grant date fair value of restricted stock granted during the years ended December 31, 2017 and
2015 was $1.87 and $5.08, respectively, per share. No restricted stock was granted in 2016. The total fair value of restricted
stock that vested during the years ended December 31, 2017, 2016 and 2015 was $1.3 million, $2.4 million and $4.7 million,
respectively.

Share-Based compensation settled in cash

Restricted Stock Units

The Company may grant restricted stock units ("RSUs") to employees that vest ratably over a three-year period. Cash
payment will be made to employees on each vesting date based upon the Company's closing stock price on that date. Upon
change in control of the Company, all of the RSUs will immediately vest. The Company computes the fair value of the RSUs
using the closing price of the Company's stock at the end of each period and records a liability based on the percentage of
requisite service
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rendered at the reporting date. During 2017 and 2016, the Company paid $0.1 million and $0.3 million, respectively, to settle
31,703 and 111,461 RSUs, respectively, that vested during the period.

Market Based Restricted Stock Units

The Company granted 60,767 market based restricted stock units ("MRSUs") to executive officers during November
2014. The executive officers can earn between 0-200% of the MRSUs granted based on the Company's performance versus a
defined peer group. The 2014 MRSUs vest in one-third increments on each of the first, second and third annual anniversaries
starting January 1, 2016. Upon change in control of the Company, all of the MRSUs will immediately vest. The number of
MRSUs that ultimately vest is based on the Company's total shareholder return in the last 20 days of the fiscal year in relation
to the last 20 days of the previous fiscal year in comparison to a group of 12 selected peer stocks of similar sized companies
which operate within the same sector. The performance period ended on December 31, 2015 and executive officers earned
50% of the MRSUs. The MRSUs are cash settled on each vesting date based on the number of MRSUs that vest multiplied by
the Company's closing stock price. In November 2017, the Company granted an additional 270,269 MRSUs. The performance
period is scheduled to end on December 31, 2018 for these grants. The Company estimates the fair value of the outstanding
MRSUs using a Monte Carlo valuation model and records a liability based on the percentage of requisite service rendered at
the reporting date. The Monte Carlo valuation model considers such inputs as the stock prices of the Company and its peer
group, a risk-free interest rate, and an estimated volatility for the Company and its peer group. As of December 31, 2017 and
December 31, 2016, the Company had a liability for RSUs and MRSUs outstanding in the amount of $0.3 million and $0.1
million, respectively, based upon the closing stock price at December 31, 2017 and December 31, 2016.

The following table details MRSU and RSU activity during the year ended December 31, 2017:

 MRSU RSU Total
Outstanding at beginning of year 14,929 31,979 46,908
Granted 270,269 889,587 1,159,856
Expired/Cancelled/Forfeited — (276) (276)
Vested/Paid (7,465) (31,703) (39,168)
Outstanding at December 31, 2017 277,733 889,587 1,167,320

Note 6—Asset Retirement Obligation

The Company accounts for asset retirement obligations in accordance with ASC Topic 410-20, which requires
recording the fair value of an asset retirement obligation associated with tangible long-lived assets in the period incurred.
Asset retirement obligations associated with long-lived assets included within the scope of ASC Topic 410-20 are those for
which there is a legal obligation to settle under existing or enacted law, statute, written or oral contract or by legal
construction under the doctrine of promissory estoppel. The Company has legal obligations to plug, abandon and dismantle
existing wells and facilities that it has acquired and constructed.

The following table summarizes the changes to the Company’s asset retirement obligation (in thousands):

 Year Ended December 31,
 2017  2016
Asset retirement obligation, beginning of period $ 36,610  $ 42,556
Liabilities incurred 574  —
Liabilities settled (3,364)  (3,296)
Accretion expense 2,252  2,515
Revisions in estimated cash flows (4,514)  (1,746)
Divestiture of oil and gas properties (248)  (3,419)
Asset retirement obligation, end of period 31,310  36,610
Less: current portion of asset retirement obligation (687)  (4,160)
Long-term asset retirement obligation $ 30,623  $ 32,450

Divestitures of oil and gas properties during 2016 included $3.3 million as a result of the sale of our remaining
Oklahoma assets. The liabilities incurred, revisions in estimated cash flows and divestitures represent non-cash investing
activities for purposes
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of the statement of cash flows. In January 2018, the Company completed the sale of the Sold Assets, which resulted in a
reduction of $28.4 million to our discounted asset retirement obligation subsequent to December 31, 2017.

Note 7—Derivative Instruments
The Company seeks to reduce its exposure to commodity price volatility by hedging a portion of its production

through commodity derivative instruments. When the conditions for hedge accounting are met, the Company may designate
its commodity derivatives as cash flow hedges. The changes in fair value of derivative instruments that qualify for hedge
accounting treatment are recorded in other comprehensive income (loss) until the hedged oil or natural gas quantities are
produced. If a derivative does not qualify for hedge accounting treatment, the changes in the fair value of the derivative are
recorded in the statement of operations as derivative income (expense). A t December 31, 2017 and 2016, all of the
Company's outstanding derivative instruments were designated as cash flow hedges.

Oil and gas sales include additions related to the settlement of gas hedges of $1.5 million, $1.8 million and $15.9
million, for the years ended December 31, 2017, 2016 and 2015, respectively. There were no settlements of Ngl or oil
hedges for the years ended December 31, 2017 and 2016. Oil and gas sales include $0.5 million and $0.6 million related to
settlements of Ngl and oil hedges, respectively, for the year ended December 31, 2015.

As of December 31, 2017, the Company had entered into the following gas and oil hedge contracts:
    

Production Period  Instrument Type  Daily Volumes  
Weighted Average

Price
Natural Gas:       
January 2018 - March 2018  Swap  35,000 Mmbtu  $3.24
       
Crude Oil:    
January 2018 - December 2018  Swap  250 Bbl  $55.00

A t December 31, 2017, the Company had recognized a net asset of approximately $0.4 million related to the
estimated fair value of these derivative contracts. Based on estimated future commodity prices as of December 31, 2017, the
Company would realize a $0.3 million gain, net of taxes, during the next 12 months. This gain is expected to be reclassified to
oil and gas sales based on the schedule of volumes stipulated in the derivative contracts.

Derivatives designated as hedging instruments:
The following tables reflect the fair value of the Company’s effective cash flow hedges in the consolidated financial

statements (in thousands):
Effect of Cash Flow Hedges on the Consolidated Balance Sheet at December 31, 2017 and December 31, 2016:

 Commodity Derivatives

Period
Balance Sheet

Location Fair Value
December 31, 2017 Derivative asset $ 1,174
December 31, 2017 Derivative liability $ (731)
December 31, 2016 Derivative liability $ (3,947)
December 31, 2016 Other long-term liabilities $ (803)

Effect of Cash Flow Hedges on the Consolidated Statement of Operations for years ended December 31, 2017, 2016 and
2015:

Instrument

Amount of Gain (Loss)
Recognized in Other

Comprehensive Income  

Location of
Gain Reclassified

into Income  

Amount of Gain
Reclassified into

Income
Commodity Derivatives at December 31, 2017 $ 6,654  Oil and gas sales  $ 1,461
Commodity Derivatives at December 31, 2016 $ (4,447)  Oil and gas sales  $ 1,811
Commodity Derivatives at December 31, 2015 $ 9,991  Oil and gas sales  $ 17,114
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Note 8 - Fair Value Measurements
ASC Topic 820 defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an

orderly transaction between market participants at the measurement date and establishes a fair value hierarchy that prioritizes
the inputs to valuation techniques used to measure fair value. As presented in the tables below, this hierarchy consists of three
broad levels:

• Level 1: valuations consist of unadjusted quoted prices in active markets for identical assets and liabilities and has the
highest priority;

• Level 2: valuations rely on quoted prices in markets that are not active or observable inputs over the full term of the
asset or liability;

• Level 3: valuations are based on prices or third party or internal valuation models that require inputs that are significant
to the fair value measurement and are less observable and thus have the lowest priority.

The Company classifies its commodity derivatives based upon the data used to determine fair value. The Company's
derivative instruments at December 31, 2017 and 2016 were in the form of swaps based on NYMEX pricing for oil and
natural gas. The fair value of these derivatives is derived using an independent third-party’s valuation model that utilizes
market-corroborated inputs that are observable over the term of the derivative contract. The Company’s fair value calculations
also incorporate an estimate of the counterparties’ default risk for derivative assets and an estimate of the Company’s default
risk for derivative liabilities. As a result, the Company designates its commodity derivatives as Level 2 in the fair value
hierarchy.    

The following table summarizes the Company’s assets (liabilities) that are subject to fair value measurement on a
recurring basis as of December 31, 2017 and December 31, 2016 (in thousands):

 Fair Value Measurements Using

Instrument

Quoted Prices
in Active

Markets (Level 1)  

Significant Other
Observable

Inputs (Level 2)  

Significant
Unobservable

Inputs (Level 3)
Commodity Derivatives:      

At December 31, 2017 $ —  $ 443  $ —
At December 31, 2016 $ —  $ (4,750)  $ —

The fair value of the Company's cash and cash equivalents approximated book value at December 31, 2017 and 2016.
The fair value of the Multidraw Term Loan Agreement approximated face value as of December 31, 2017 and 2016. The fair
value of the Company's 2017 Notes, 2021 Notes and 2021 PIK Notes was determined based upon market quotes provided by
an independent broker, which represents a Level 2 input. The following table summarizes the fair value of the 2017 Notes,
2021 Notes and 2021 PIK Notes as of December 31, 2017 and 2016, respectively (in thousands).

 
Fair Value at

12/31/17
Face Value at

12/31/17
Carrying value at

12/31/17  
Fair Value at

12/31/16
Face Value at

12/31/16
Carrying value at

12/31/16
2017 Notes $ — $ — $ —  $ 21,970 $ 22,650 $ 22,568
2021 Notes 7,306 9,427 9,821  12,192 14,177 15,228
2021 PIK Notes 198,717 263,202 271,577  177,732 243,468 248,600
 $ 206,023 $ 272,629 $ 281,398  $ 211,894 $ 280,295 $ 286,396

Note 9—Long-Term Debt
On August 19, 2010, the Company issued $150 million in principal amount of its 10% Senior Notes due 2017. On

July 3, 2013, the Company issued an additional $200 million in principal amount of its 10% Senior Notes due 2017
(collectively, the "2017 Notes").

On February 17, 2016, the Company closed a private exchange offer (the "February Exchange") and consent
solicitation (the "February Consent Solicitation") to certain eligible holders of its outstanding 2017 Notes. In satisfaction of
the tender of $214.4 million in aggregate principal amount of the 2017 Notes, representing approximately 61% of the then
outstanding aggregate principal amount of 2017 Notes, the Company (i) paid approximately $53.6 million of cash, (ii) issued
$144.7 million aggregate principal amount of its new 10% Second Lien Senior Secured Notes due 2021 (the "2021 Notes")
and (iii) issued approximately 1.1 million shares of common stock. Following the completion of the February Exchange,
$135.6 million in aggregate principal
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amount of the 2017 Notes remained outstanding. The February Consent Solicitation eliminated or waived substantially all of
the restrictive covenants contained in the indenture governing the 2017 Notes.

O n September 27, 2016, the Company closed private exchange offers (the "September Exchange") and a consent
solicitation (the "September Consent Solicitation") to certain eligible holders of its outstanding 2017 Notes and 2021 Notes.
In satisfaction of the consideration of $113.0 million in aggregate principal amount of the 2017 Notes, representing
approximately 83% of the then outstanding aggregate principal amount of 2017 Notes, and $130.5 million in aggregate
principal amount of the 2021 Notes, representing approximately 90% of the then outstanding aggregate principal amount of
2021 Notes, the Company issued (i) $243.5 million in aggregate principal amount of its new 10% Second Lien Senior
Secured PIK Notes due 2021 (the "2021 PIK Notes") and (ii) approximately 3.5 million shares of common stock. The
Company also paid, in cash, accrued and unpaid interest on the 2017 Notes and 2021 Notes accepted in the September
Exchange from the last applicable interest payment date to, but not including, September 27, 2016. Following the
consummation of the September Exchange, there were $22.7 million in aggregate principal amount of the 2017 Notes
outstanding and $14.2 million in aggregate principal amount of the 2021 Notes outstanding. The September Consent
Solicitation amended certain provisions of the indenture governing the 2021 Notes and amended the registration rights
agreement with respect to the 2021 Notes.

On March 31, 2017, the Company redeemed its remaining outstanding 2017 Notes at a redemption price of $22.8
million. The redemption was funded by cash on hand and amounts borrowed under the Multidraw Term Loan Agreement
described below. On December 28, 2017, the Company issued 2.2 million shares of common stock to extinguish
approximately $4.8 million of outstanding principal amount of 2021 Notes.

The 2021 PIK Notes bear interest at a rate of 10% per annum on the principal amount and interest is payable semi-
annually in arrears on February 15 and August 15 of each year, starting on February 15, 2017. The Company was permitted, at
its option, for one or more of the first three interest payment dates of the 2021 PIK Notes, to instead pay interest at (i) the
annual rate of 1% in cash plus (ii) the annual rate of 9% PIK (the "PIK Interest") payable by increasing the principal amount
outstanding of the 2021 PIK Notes or by issuing additional 2021 PIK Notes in certificated form. The Company exercised this
PIK option in connection with the interest payments due on February 15, 2017, August 15, 2017 and February 15, 2018. As
of December 31, 2017, the Company was in compliance with all of the covenants under the 2021 PIK Notes.

The 2021 Notes bear interest at a rate of 10% per annum on the principal amount and interest is payable semi-annually
in arrears on February 15 and August 15 of each year. As of December 31, 2017, the Company was in compliance with all of
the covenants under the 2021 Notes.

The February Exchange and September Exchange were accounted for as troubled debt restructurings pursuant to ASC
Topic 470-60 "Troubled Debt Restructurings by Debtors." The Company determined that the future undiscounted cash flows
from the 2021 PIK Notes issued in the September Exchange through the maturity date exceeded the adjusted carrying amount
of the 2017 Notes and the 2021 Notes tendered in the September Exchange. Accordingly, no gain or loss on extinguishment
of debt was recognized in connection with the September Exchange. The net shortfall of the remaining carrying value of the
2017 Notes and 2021 Notes tendered as compared to the principal amount of the 2021 PIK Notes issued in the September
Exchange of $0.6 million is reflected as part of the carrying value of the 2021 PIK Notes. Such shortfall is being amortized
under the effective interest method over the term of the 2021 PIK Notes. At December 31, 2017, $0.5 million of the excess
remained as part of the carrying value of the 2021 PIK Notes and the Company recognized $0.1 million of amortization
expense as a increase to interest expense during the year ended December 31, 2017.

The Company previously determined that the future undiscounted cash flows from the 2021 Notes issued in the
February Exchange through the maturity date exceeded the adjusted carrying amount of the 2017 Notes tendered in the
February Exchange. Accordingly, no gain on extinguishment of debt was recognized in connection with the February
Exchange. The excess of the remaining carrying value of the 2017 Notes tendered over the principal amount of the 2021
Notes issued in the February Exchange of $13.9 million was reflected as part of the carrying value of the 2021 Notes. The
amount of the excess carrying value attributable to the 2021 Notes tendered in the September Exchange is now reflected as
part of the carrying value of the 2021 PIK Notes. The excess carrying value attributable to the remaining 2021 Notes is being
amortized under the effective interest method over the term of the 2021 Notes. At December 31, 2017, $0.6 million of the
excess remained as part of the carrying value of the 2021 Notes and the Company recognized $0.6 million of amortization
expense as a reduction to interest expense during the year ended December 31, 2017.

The issuance of the 2021 Notes, 2021 PIK Notes and shares of common stock, as wells as the exchange of the 2017
Notes and 2021 Notes in the February Exchange and September Exchange, represent non-cash financing activities for
purposes of the statement of cash flows.

The indentures governing the 2021 PIK Notes and the 2021 Notes contain affirmative and negative covenants that,
among other things, limit the ability of the Company and the subsidiary guarantors of the 2021 PIK Notes and the 2021 Notes
to incur indebtedness; purchase or redeem stock; make certain investments; create liens that secure debt; enter into
transactions with affiliates; sell assets; refinance certain indebtedness; merge with or into other companies or transfer
substantially all of their assets;
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and, in certain circumstances, to pay dividends or make other distributions on stock. The 2021 PIK Notes and the 2021 Notes
are fully and unconditionally guaranteed on a senior basis, jointly and severally, by certain wholly-owned subsidiaries of the
Company.

The 2021 PIK Notes and the 2021 Notes are secured equally and ratably by second-priority liens on substantially all
of the Company's and the subsidiary guarantors' oil and gas properties and substantially all of their other assets to the extent
such properties and assets secure the Multidraw Term Loan Agreement (as defined below), except for certain excluded assets.
Pursuant to the terms of an intercreditor agreement, the security interest in those properties and assets that secure the 2021
PIK Notes and the 2021 Notes and the guarantees are contractually subordinated to liens that secure the Multidraw Term
Loan Agreement and certain other permitted indebtedness. Consequently, the 2021 PIK Notes and the 2021 Notes and the
guarantees will be effectively subordinated to the Multidraw Term Loan Agreement and such other indebtedness to the extent
of the value of such assets.

On October 17, 2016, the Company entered into the Multidraw Term Loan Agreement (the "Multidraw Term Loan
Agreement") with Franklin Custodian Funds - Franklin Income Fund ("Franklin"), as a lender, and Wells Fargo Bank, National
Association, as administrative agent, replacing the credit agreement with JPMorgan Chase Bank, N.A. The Multidraw Term
Loan Agreement provides a multi-advance term loan facility, with borrowing availability for three years, in a principal amount
of up to $50.0 million. The loans drawn under the Multidraw Term Loan Agreement (collectively, the “Term Loans”) may be
used to repay existing debt, to pay transaction fees and expenses, to provide working capital for exploration and production
operations and for general corporate purposes. The Term Loans mature on October 17, 2020. As of December 31, 2017, the
Company has $30.0 million of borrowings outstanding under the Term Loans.

The Company’s obligations under the Multidraw Term Loan Agreement and the Term Loans are secured by a first
priority lien on substantially all of the assets of the Company and certain of its subsidiaries, including a lien on all equipment
and at least 90% of the aggregate total value of the oil and gas properties of the Company and its subsidiaries, a pledge of the
equity interests of PetroQuest Energy, L.L.C. (the "Borrower") and certain of the Company’s other subsidiaries, and corporate
guarantees of the Company and certain of the Company’s other subsidiaries of the indebtedness of the Borrower. Term Loans
under the Multidraw Term Loan Agreement bear interest at the rate of 10% per annum.

The Company and its subsidiaries are subject to a restrictive financial covenant under the Multidraw Term Loan
Agreement, consisting of maintaining a ratio of (i) the present value, discounted at 10% per annum, of the estimated future
net revenues in respect of the Company’s and its subsidiaries’ oil and gas properties, before any state, federal, foreign or
other income taxes, attributable to proved developed reserves, using three-year strip prices in effect at the end of each
calendar quarter, including swap agreements in place at the end of each quarter, to (ii) the sum of the outstanding Term Loans
and the then outstanding commitments to provide Term Loans, that shall not be less than 2.0 to 1.0 as measured on the last day
of each calendar quarter (the "Coverage Ratio").

Sales of the Company’s and its subsidiaries’ oil and gas properties outside the ordinary course of business are limited
under the terms of the Multidraw Term Loan Agreement. In addition, the Multidraw Term Loan Agreement prohibits the
Company from declaring and paying dividends on its Series B Preferred Stock.

The Multidraw Term Loan Agreement also includes customary restrictions with respect to debt, liens, dividends,
distributions and redemptions, investments, loans and advances, nature of business, international operations and foreign
subsidiaries, leases, sale or discount of receivables, mergers or consolidations, sales of properties, transactions with
affiliates, negative pledge agreements, gas imbalances and swap agreements. As of December 31, 2017, no default or event of
default existed under the Multidraw Term Loan Agreement and the Company was in compliance with all covenants contained
in the Multidraw Term Loan Agreement, including the Coverage Ratio.

The 2017 Notes are reflected net of $0.1 million of related unamortized financing costs at December 31, 2016. The
2021 Notes are reflected net of $0.2 million and $0.1 million of related unamortized financing costs as of December 31,
2017 and 2016, respectively, and the Term Loans are reflected net of $2.0 million and $2.8 million of related unamortized
financing costs as of December 31, 2017 and 2016, respectively.
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The following table reconciles the face value of the 2017 Notes, 2021 Notes, 2021 PIK Notes and Term Loans to the
carrying value included in the consolidated balance sheet as of December 31, 2017 and 2016 (in thousands):

 December 31, 2017  December 31, 2016

 2017 Notes 2021 Notes
2021 PIK

Notes Term Loans  2017 Notes 2021 Notes
2021 PIK

Notes Term Loans
Face Value $ — $ 9,427 $ 263,202 $ 30,000  $ 22,650 $ 14,177 $ 243,468 $ 10,000
Unamortized
Deferred Financing
Costs — (212) — (2,037)  (82) (108) — (2,751)
Excess (shortfall)
Carrying Value — 606 (508) —  — 1,159 (590) —
Accrued PIK Interest — — 8,883 —  — — 5,722 —
Carrying Value $ — $ 9,821 $ 271,577 $ 27,963  $ 22,568 $ 15,228 $ 248,600 $ 7,249

    

Note 10—Related Party Transactions

Two of the Company’s senior officers, Charles T. Goodson and Stephen H. Green, or their affiliates, are working
interest owners and overriding royalty interest owners in certain properties operated by the Company or in which the
Company also holds a working interest. As working interest owners, they are required to pay their proportionate share of all
costs and are entitled to receive their proportionate share of revenues in the normal course of business. As overriding royalty
interest owners, they are entitled to receive their proportionate share of revenues in the normal course of business.

During 2017, in their capacities as working interest owners or overriding royalty interest owners, revenues, net of
costs, were disbursed to (received from) Messrs. Goodson and Green, or their affiliates, in the amounts of $(107,000) and
$41,000, respectively. During 2016, in their capacities as working interest owners or overriding royalty interest owners,
revenues, net of costs, were disbursed to (received from) Messrs. Goodson and Green, or their affiliates, in the amounts of
$(15,000) and $25,000, respectively. During 2015, in their capacities as working interest owners or overriding royalty
interest owners, revenues, net of costs, were disbursed to (received from) Messrs. Goodson and Green, or their affiliates, in
the amounts of $(45,000) and $30,000, respectively. With respect to Mr. Goodson, gross revenues attributable to interests,
properties or participation rights held by him prior to joining the Company as an officer and director on September 1, 1998
represent all of the gross revenue received by him during these periods.

In its capacity as operator, the Company incurs drilling and operating costs that are billed to its partners based on their
respective working interests. At December 31, 2017, the Company’s joint interest billing receivable included approximately
$89,000 from the related parties discussed above or their affiliates, attributable to their share of costs. This represents 1% of
the Company’s total joint interest billing receivable at December 31, 2017.

In December 2017, the Company sold certain saltwater disposal assets in East Texas to a third party purchaser. In
connection with the sale, the Company also entered into a volumetric commitment to deliver saltwater volumes to the
purchaser of the saltwater disposal assets over a six year period. One of the minority owners of the purchaser is the son of Dr.
Charles Mitchell, II, a member of our board of directors. The transactions were approved by the Audit Committee.    

Note 11—Ceiling Test Write-down
The Company uses the full cost method to account for its oil and gas properties. Accordingly, the costs to acquire,

explore for and develop oil and gas properties are capitalized. Capitalized costs of oil and gas properties, net of accumulated
DD&A and related deferred taxes, are limited to the estimated future net cash flows from estimated proved oil and gas
reserves, including the effects of cash flow hedges in place, discounted at 10%, plus the lower of cost or fair value of
unproved properties, as adjusted for related income tax effects (the full cost ceiling). If capitalized costs exceed the full cost
ceiling, the excess is charged to ceiling test write-down of oil and gas properties in the quarter in which the excess occurs.

In accordance with SEC requirements, the estimated future net cash flows from estimated proved reserves are based
on an average of the first day of the month spot price for a historical 12-month period, adjusted for quality, transportation
fees and market differentials. At  December 31, 2016 and 2015, the prices used in computing the estimated future net cash
flows from the Company’s estimated proved reserves, including the effect of hedges in place at that date, averaged $2.51 and
$2.42, respectively, per Mcf of natural gas, $40.85 and $50.29, respectively, per barrel of oil and $1.82 and $2.21,
respectively, per Mcfe of Ngl. As a result of lower commodity prices and their negative impact on the Company's estimated
proved reserves and estimated future net cash flows, the Company recognized ceiling test write-downs of
approximately $40.3 million and $266.6 million, respectively, during the years ended December 31, 2016 and 2015. The
Company’s cash flow hedges in place decreased these ceiling test write-
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downs by approximately $8 million and $1.1 million for the years ended December 31, 2016 and 2015, respectively. The
Company did not recognize a ceiling test write-down during the year ended December 31, 2017.

Note 12—Other Comprehensive Income (Loss)

The following table represents the changes in accumulated other comprehensive income (loss), net of tax, for the year
ended December 31, 2015 (in thousands):

    

 

Gains and
Losses on Cash
Flow Hedges

Balance as of December 31, 2014 $5,420
Other comprehensive income before reclassifications:  
Change in fair value of derivatives 9,991
Income tax effect (3,716)
Net of tax 6,275
Amounts reclassified from accumulated other comprehensive
income:  
Oil and gas sales (17,114)
Income tax effect 6,366
Net of tax (10,748)
Net other comprehensive loss (4,473)
Balance as of December 31, 2015 $947

The following table represents the changes in accumulated other comprehensive income (loss), net of tax, for the year
ended December 31, 2016 (in thousands):

 

Gains and
Losses on Cash
Flow Hedges  

Change in
Valuation
Allowance  Total

Balance as of December 31, 2015 $ 947  $ —  $ 947
Other comprehensive income
before reclassifications:      
Change in fair value of derivatives (4,447)  —  (4,447)
Income tax effect 1,654  (1,654)  —
Net of tax (2,793)  (1,654)  (4,447)
Amounts reclassified from
accumulated other comprehensive
income:      
Oil and gas sales (1,811)  —  (1,811)
Income tax effect 674  (113)  561
Net of tax (1,137)  (113)  (1,250)
Net other comprehensive loss (3,930)  (1,767)  (5,697)
Balance as of December 31, 2016 $ (2,983)  $ (1,767)  $ (4,750)
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The following table represents the changes in accumulated other comprehensive income (loss), net of tax, for the year
ended December 31, 2017 (in thousands):        

 

Gains and Losses
on Cash Flow

Hedges  
Change in Valuation

Allowance  Total
Balance as of December 31, 2016 $ (2,983)  $ (1,767)  $ (4,750)
Other comprehensive income before
reclassifications:     
Change in fair value of derivatives 6,654  —  6,654
Income tax effect (2,475)  1,767  (708)
Net of tax 4,179  1,767  5,946
Amounts reclassified from accumulated
other comprehensive income:      
Oil and gas sales (1,461)  —  (1,461)
Income tax effect 543  —  543
Net of tax (918)  —  (918)
Net other comprehensive loss 3,261  1,767  5,028
Balance as of December 31, 2017 $ 278  $ —  $ 278

Note 13—Income Taxes
The Company typically provides for income taxes at the statutory federal income tax rate adjusted for permanent

differences expected to be realized, primarily statutory depletion, non-deductible stock compensation expenses and state
income taxes. As a result of ceiling test write-downs, the Company has incurred a three-year cumulative loss. Because of the
impact the cumulative loss had on the determination of the recoverability of deferred tax assets through future earnings, the
Company assessed the realizability of its deferred tax assets based on the future reversals of existing deferred tax liabilities.
The Company had a valuation allowance of $115.9 million as of December 31, 2017 and $177.4 million as of December 31,
2016.

The Tax Cuts and Jobs Act (the “Act”) was enacted on December 22, 2017. The Act, among other things, reduces the
U.S. federal corporate tax rate from 35% to 21%, eliminates the corporate alternative minimum tax and changes how existing
alternative minimum tax credits are realized, creates a new limitation on deductible interest expense and changes the rules
related to uses and limitations of net operating loss carryforwards generated in tax years beginning after December 31, 2017.
As of December 31, 2017, the Company has not completed its accounting for the tax effects of enactment of the Act.
However, the Company has made a reasonable estimate of the effects on its existing deferred tax balances and recognized a
provisional amount of $64.9 million to remeasure deferred tax assets and liabilities based on the rates at which they are
expected to reverse in the future, which is generally 21%. This amount is included as a component of income tax expense
(benefit) from continuing operations and is fully offset by the related adjustment to the Company’s valuation allowance. The
Company is still analyzing certain aspects of the Act and refining its calculations, which could potentially affect the
measurement of these balances or potentially give rise to new deferred tax amounts.

As a result of the adoption of ASU 2016-09, the Company recognized an additional deferred tax asset of $4.7 million
related to net operating loss carryforwards for excess tax benefits on share-based compensation that did not meet the criteria
for recognition under previous guidance. This additional deferred tax asset was fully offset by the related adjustment to the
Company's valuation allowance. The cumulative effect adjustment to record the previously unrecognized excess tax benefits
and the related adjustment to the valuation allowance, were recorded in retained earnings on the date of adoption.
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An analysis of the Company’s deferred tax assets and liabilities follows (amounts in thousands):

 December 31,
 2017  2016
Net operating loss carryforwards $ 78,541  $ 92,072
Percentage depletion carryforward 5,701  9,372
Alternative minimum tax credits —  784
Contributions carryforward and other 192  282
Temporary differences:    
   Oil and gas properties 8,279  27,992
   Asset retirement obligation 7,602  13,620
   Derivatives (107)  1,767
   Share-based compensation 1,269  1,870
   Original issue discount on debt
exchanges 14,429  29,646
Valuation allowance (115,906)  (177,405)
Deferred tax asset (liability) $ —  $ —

At December 31, 2017, the Company had approximately $332.1 million of federal net operating loss carryforwards. If
not utilized, approximately $6.9 million of such carryforwards would expire in 2025 and the remainder would expire by the
year 2037. The Company also had approximately $139.4 million of Louisiana state net operating loss carryforwards as of
December 31, 2017. If not utilized, approximately $3.2 million of such carryforwards would expire during 2018 and the
remainder would expire by the year 2036. The Company has available for tax reporting purposes $26.9 million in statutory
depletion deductions that may be carried forward indefinitely.    

Income tax expense (benefit) for each of the years ended December 31, 2017, 2016 and 2015 was different than the
amount computed using the federal statutory rate (35%) for the following reasons (amounts in thousands):

 For the Year Ended December 31,
 2017  2016  2015
Amount computed using the statutory
rate $ (2,655)  $ (31,623)  $ (102,257)
Increase (reduction) in taxes
resulting from:      
   Impact of rate change on deferred
tax 64,915  —  —
   State & local taxes (368)  (2,000)  (6,477)
   Percentage depletion carryforward (66)  (163)  (404)
   Non-deductible stock option
expense (1) 305  77  90
   Share-based compensation (2) 64  707  1,317
   Other (21)  1,415  113
Change in valuation allowance (63,123)  32,130  110,244
Income tax expense (benefit) $ (949)  $ 543  $ 2,626

 
(1) Relates to compensation expense related to Incentive Stock Options.
(2) Relates to the write-off of deferred tax assets associated with share-based compensation that will not be deductible for

tax purposes.
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Note 14—Commitments and Contingencies

The Company is involved in litigation relating to claims arising out of its operations in the normal course of business,
including worker's compensation claims, tort claims and contractual disputes. Some of the existing known claims against us
are covered by insurance subject to the limits of such policies and the payment of deductible amounts by us. Although we
cannot predict the outcome of these proceedings with certainty, management believes that the ultimate disposition of all
uninsured or unindemnified matters resulting from existing litigation will not have a material adverse effect on the Company's
business or financial position.

Lease Commitments

The Company has operating leases for office space and equipment, which expire on various dates through 2023. Future
minimum lease commitments as of December 31, 2017 under these operating leases are as follows (in thousands):

2018 $ 1,278
2019 1,242
2020 1,175
2021 447
2022 433
Thereafter 392
 $ 4,967

Total rent expense under operating leases was approximately $1.5 million, $1.5 million and $1.7 million in 2017,
2016 and 2015, respectively.
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Note 15—Supplementary Information on Oil and Gas Operations—Unaudited

The following tables disclose certain financial data relative to the Company’s oil and gas producing activities, which
are located onshore and offshore in the continental United States:

Costs Incurred in Oil and Gas Property Acquisition, Exploration and Development Activities
(amounts in thousands)

 For the Year-Ended December 31,
 2017  2016  2015
Acquisition costs:      
     Proved $ 1,330  $ 3,346  $ 2,287
     Unproved (1) 12,762  2,197  2,550
Divestiture of proved leasehold (4,795)  (7,000)  —
Exploration costs:      
     Proved 9,466  715  29,322
     Unproved (287)  603  7,677
Development costs 32,622  1,522  9,888
Capitalized general and administrative and
interest costs 8,269  7,558  12,881
Total costs incurred $ 59,367  $ 8,941  $ 64,605

 For the Year-Ended December 31,
  2017  2016  2015
Accumulated depreciation, depletion and
amortization (DD&A)      
   Balance, beginning of year $(1,243,286)  $(1,157,455)  $(1,648,060)
   Provision for DD&A (31,667)  (27,962)  (62,138)
   Ceiling test writedown —  (40,304)  (266,562)
   Sale of proved properties and other (2)
(3) (10,707)  (17,565)  819,305
Balance, end of year $(1,285,660)  $(1,243,286)  $(1,157,455)
      
DD&A per Mcfe $ 1.15  $ 1.19  $ 1.82

(1) During 2017, the Company acquired approximately 24,600 gross acres for approximately $9.3 million of cash and 2.0
million shares of common stock.

(2) During 2015, the Company sold its Woodford Shale and Mississippian Lime assets for an aggregate cash purchase
price of $274.1 million (see Note 2).

(3) During 2017, the Company sold its East Lake Verret assets for net proceeds of approximately $2.2 million and its East
Texas saltwater disposal assets for net proceeds of $8.5 million. During 2016, the Company sold its remaining
Oklahoma producing assets for an aggregate purchase price of $17.6 million. During 2015, the Company sold its Fort
Trinidad assets for net proceeds of approximately $0.5 million and its East Haynesville assets for net proceeds of
approximately $0.1 million.

A t December 31, 2017 and 2016, unevaluated oil and gas properties totaled $21.9 million and $9.0 million,
respectively, and were not subject to depletion. Unevaluated costs at December 31, 2017 included $0.7 million related to two
facilities in progress at year-end. At December 31, 2016, unevaluated costs included $0.4 million related to one development
well in progress at year-end, which were transferred to evaluated oil and gas properties during 2017. The Company capitalized
$1.6 million, $0.9 million and $4.7 million of interest during 2017, 2016 and 2015, respectively. Of the total unevaluated oil
and gas property costs of $21.9 million at December 31, 2017, $14.6 million, or 67%, was incurred in 2017, $2.0 million, or
9%, was incurred in 2016 and $5.2 million, or 24%, was incurred in prior years. In connection with the sale of the Company's
Gulf of Mexico assets, approximately $5.5 million, or 25% of the total unevaluated balance at December 31, 2017, was
transferred to evaluated oil and
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gas properties in 2018. Of the remaining unevaluated balance at December 31, 2017, the Company expects the majority of the
costs will be evaluated within the next three years, including $4.1 million expected to be evaluated during 2018.

Oil and Gas Reserve Information

The Company’s net proved oil and gas reserves at December 31, 2017 have been estimated by independent petroleum
engineers in accordance with guidelines established by the SEC using a historical 12-month, first of month, average pricing
assumption.

The estimates of proved oil and gas reserves constitute those quantities of oil, gas,and natural gas liquids, which, by
analysis of geoscience and engineering data, can be estimated with reasonable certainty to be economically producible—from
a given date forward, from known reservoirs, and under existing economic conditions, operating methods, and government
regulations—prior to the time at which contracts providing the right to operate expire, unless evidence indicates that renewal
is reasonably certain, regardless of whether deterministic or probabilistic methods are used for the estimation. However,
there are numerous uncertainties inherent in estimating quantities of proved reserves and in providing the future rates of
production and timing of development expenditures. The following reserve data represents estimates only and should not be
construed as being exact. In addition, the present values should not be construed as the current market value of the Company’s
oil and gas properties or the cost that would be incurred to obtain equivalent reserves.
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The following table sets forth an analysis of the Company’s estimated quantities of net proved and proved developed
oil (including condensate), gas and natural gas liquid reserves, all located onshore and offshore in the continental United
States:

 

Oil
in

MBbls  

NGL
in

MMcfe  

Natural Gas
in

MMcf  

Total
Reserves
in MMcfe

Proved reserves as of December 31, 2014 2,437  73,498  309,025  397,148
  Revisions of previous estimates (211)  (3,571)  (9,852)  (14,698)
  Extensions, discoveries and other
additions 163  16,078  45,645  62,702
  Sale of reserves in place (54)  (45,692)  (186,972)  (232,988)
  Production (529)  (5,487)  (25,502)  (34,160)
Proved reserves as of December 31, 2015 1,806  34,826  132,344  178,004
  Revisions of previous estimates 247  (4,380)  (11,854)  (14,748)
  Extensions, discoveries and other
additions —  —  1,485  1,485
  Sale of reserves in place (154)  —  (24,834)  (25,759)
  Production (502)  (3,871)  (16,617)  (23,501)
Proved reserves as of December 31, 2016 1,397  26,575  80,524  115,481
  Revisions of previous estimates 308  (7,269)  381  (5,040)
  Extensions, discoveries and other
additions 777  4,565  64,704  73,931
  Purchase of producing properties 48  —  473  761
  Sale of reserves in place (90)  —  (1,033)  (1,573)
  Production (592)  (4,450)  (19,611)  (27,613)
Proved reserves as of December 31, 2017 1,848  19,421  125,438  155,947
        
Proved developed reserves        
        
  As of December 31, 2015 1,549  15,792  78,533  103,615
        
  As of December 31, 2016 1,212  13,073  47,349  67,694
        
  As of December 31, 2017 1,078  12,564  57,409  76,441
        
Proved undeveloped reserves        
        
  As of December 31, 2015 257  19,034  53,811  74,389
        
  As of December 31, 2016 185  13,502  33,175  47,787
        
  As of December 31, 2017 770  6,857  68,029  79,506

Year Ended December 31, 2017    

During 2017, the Company’s estimated proved reserves increased by 35%. The increase in reserves was the result of
73.9 Bcfe added due to the Company's drilling program in East Texas where it drilled eight gross wells during 2017. In
response to low ethane prices, during 2017 the Company elected to bypass ethane processing on a portion of its East Texas
production. As a result, the Company reduced its estimated proved ngl reserves to reflect the assumption that ethane would
continue to not be recovered as natural gas liquids. Overall, the Company had a 100% drilling success rate during 2017.
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Year Ended December 31, 2016    

During 2016, the Company’s estimated proved reserves decreased by 35% primarily due to the divestiture of the
Company's remaining Oklahoma assets and significant reductions in capital spending during 2016 . Extensions, discoveries
and other additions of 1.5 Bcfe were primarily due to the successful completion of the Company's final Oklahoma wells.
Revisions of previous estimates included the reclassification of certain PUD reserves to probable reserves as a result of the
Company's assessment of the timing of development. Overall, the Company had a 100% drilling success rate during 2016 on
5 gross wells drilled.

Year Ended December 31, 2015 

During 2015, the Company's estimated proved reserves decreased by 55% primarily due to the divestiture of the
majority of the Company's Woodford Shale and Mississippian Lime assets. Extensions, discoveries and other additions of 63
Bcfe were primarily due to successful drilling programs in the Company's Oklahoma and East Texas fields. The Company
added approximately 17 Bcfe of proved reserves in Oklahoma and 44 Bcfe in Texas. Overall, the Company had a 95% drilling
success rate during 2015 on 56 gross wells drilled.

The following tables (amounts in thousands) present the standardized measure of future net cash flows related to
proved oil and gas reserves together with changes therein, as defined by ASC Topic 932. Future production and development
costs are based on current costs with no escalations. Estimated future cash flows have been discounted to their present values
based on a 10% annual discount rate.

Standardized Measure
 

 December 31,
 2017  2016  2015
Future cash flows $ 539,244  $ 299,035  $ 487,834
Future production costs (184,171)  (117,283)  (171,678)
Future development costs (128,447)  (83,720)  (116,591)
Future income taxes —  —  —
Future net cash flows 226,626  98,032  199,565
10% annual discount (99,329)  (30,763)  (71,880)
Standardized measure of discounted future
net cash flows $ 127,297  $ 67,269  $ 127,685

Changes in Standardized Measure

 Year Ended December 31,
 2017  2016  2015
Standardized measure at beginning of year $ 67,269  $ 127,685  $ 548,562
      

Sales and transfers of oil and gas produced, net of
production costs (70,362)  (35,993)  (55,849)
Changes in price, net of future production costs 53,516  (30,427)  (267,710)
Extensions and discoveries, net of future production and
development costs 50,977  864  70,928
Changes in estimated future development costs, net of
development costs incurred during this period 17,144  26,356  31,007
Revisions of quantity estimates (7,482)  (14,889)  (14,427)
Accretion of discount 6,727  12,769  60,071
Net change in income taxes —  —  52,149
Purchase of reserves in place 549  —  —
Sale of reserves in place (1,305)  (16,701)  (194,454)
Changes in production rates (timing) and other 10,264  (2,395)  (102,592)

Net increase (decrease) in standardized measure 60,028  (60,416)  (420,877)
Standardized measure at end of year $ 127,297  $ 67,269  $ 127,685
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The historical twelve-month, first day of the month, average prices of oil, gas and natural gas liquids used in
determining standardized measure were:

 2017  2016  2015
Oil, $/Bbl $52.49  $40.85  $50.29
Ngls, $/Mcfe 3.23  2.40  2.24
Natural Gas, $/Mcf 3.03  1.82  2.41

Note 16 - Summarized Quarterly Financial Information - Unaudited

Summarized quarterly financial information is as follows (amounts in thousands except per share data):

 Quarter Ended
 March 31 June 30 September 30 December 31
2017     
Revenues $ 20,772 $ 24,251 $ 28,184 $ 35,080
Income (loss) from operations (3,633) (2,289) (1,885) 221
Loss available to common stockholders (4,918) (3,385) (3,085) $ (389)
Loss per share:     
Basic $ (0.23) $ (0.16) $ (0.15) $ (0.02)
Diluted $ (0.23) $ (0.16) $ (0.15) $ (0.02)
     
2016:     
Revenues $ 17,320 $ 15,824 $ 17,094 $ 16,429
Loss from operations (1) (37,557) (22,383) (22,039) (8,374)
Loss available to common stockholders
(1) (39,137) (24,143) (23,306) (9,659)
Loss per share:     
Basic $ (2.09) $ (1.38) $ (1.31) $ (0.46)
Diluted $ (2.09) $ (1.38) $ (1.31) $ (0.46)

(1) Loss from operations and loss available to common stockholders reported during the three months ended March 31, June
30 and September 30, 2016 included pretax ceiling test write-downs of $18.9 million, $12.8 million and $8.7 million,
respectively.
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CONFIDENTIAL INFORMATION, MARKED BY BRACKETS AND ASTERISKS ([***]), IN THIS EXHIBIT HAS

BEEN OMITTED AND FILED SEPARATELY WITH THE SECURITIES AND EXCHANGE COMMISSION.
CONFIDENTIAL TREATMENT HAS BEEN REQUESTED WITH RESPECT TO THIS OMITTED INFORMATION.

LEASE ACQUISITION AGREEMENT

This Lease Acquisition Agreement (“Agreement”) is executed effective December 18, 2017 (the “Effective Date”)
and is entered into by and between Navitas Oil & Gas, LLC (hereinafter “Navitas”), whose address is 202 Rue Iberville, Suite
130, Lafayette, Louisiana 70508, and PetroQuest Energy, L.L.C. (hereinafter “PQ”), whose address is 400 E. Kaliste Saloom
Road, Suite 6000, Lafayette, Louisiana 70508. Navitas and PQ are sometimes referred to herein individually as “Party” and
collectively as “Parties”.

WHEREAS, Navitas has acquired certain leases or the right to acquire certain leases in the Contract Area and is in the
process of attempting to secure additional leases; and,

WHEREAS, Navitas desires to convey and assign to PQ all of its right, title and interest in and to the leases and rights
to acquire such leases in the Contract Area and PQ desires to acquire such leases and rights from Navitas.



NOW, THEREFORE, for and in consideration of the benefits and mutual covenants contained herein and for other
valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the Parties hereto agree as follows:

ARTICLE I.
DEFINITIONS

For purposes of this Agreement the terms listed below shall have the following meanings:

1.1    “Additional Lease Consideration” shall refer to the additional consideration to be paid to a lessor, pursuant to a Side
Letter Agreement, in the event Navitas assigns, subleases or transfers a working interest in such lease, whereby the lessor is
to be paid additional consideration (e.g., [***] of the value of cash consideration in excess of a base amount per acre [***]
received or otherwise realized by Navitas).

1.2 “Contract Area” shall refer to the geographical area within the red outline on the plat attached as Exhibit “A”.

1.3 “Core Area” shall mean an area within two miles of any lease owned by PQ or which PQ has a right to acquire in the
Contract Area.

1.4    “Cost Free Royalty Provision” shall refer to a provision in the royalty clause of a lease pursuant to which the lessor
does not bear certain post production costs traditionally shared by the lessor, i.e., providing that the lessor’s royalty interest
shall not bear any charge for the cost of compressing, treating, dehydrating, processing, extracting, transporting or marketing
the gas and gasoline and other products extracted therefrom.
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CONFIDENTIAL INFORMATION, MARKED BY BRACKETS AND ASTERISKS ([***]), IN THIS EXHIBIT HAS
BEEN OMITTED AND FILED SEPARATELY WITH THE SECURITIES AND EXCHANGE COMMISSION.

CONFIDENTIAL TREATMENT HAS BEEN REQUESTED WITH RESPECT TO THIS OMITTED INFORMATION.

1.5    “Offering Letters” shall refer to [***].

1.6    “Offering Letter Leases” shall refer to the leases listed on Exhibit “B” attached hereto and made a part hereof, which
were the subject of the Offering Letters.

1.7    “Pre-Agreement Leases” shall refer to the leases listed on Exhibit “C” attached hereto and made a part hereof, covering
[***], more or less.

1.8    “Side Letter Agreement” shall refer to the agreement by and between Navitas and a lessor providing for additional terms
and consideration.

1.9    “Target Date Leases” shall refer to any leases other than the Pre-Agreement Leases or the Offering Letter Leases
acquired by Navitas within the Contract Area prior to the Effective Date.

1.10    “Post-Target Date Leases” shall refer to any leases acquired by Navitas within the Contract Area on or after the
Effective Date and during the term of this Agreement.

ARTICLE II
LEASE ACQUISITION

2 . 1    Offering Letter Leases Navitas has acquired, or has the right to acquire, the Offering Letter Leases. Pursuant to the
Offering Letters, PQ has previously paid to Navitas the sum of Six Million Nine Hundred Eighty-Two Thousand Five Hundred
Thirty-Four and 90/100 Dollars ($6,982,534.90) in partial payment for all of Navitas’ rights, title and interest in and to the
Offering Letter Leases. Within three business days after the Effective Date, as full and final consideration PQ will reimburse
Navitas in the amount of One Million Three Hundred Eighty Thousand Three Hundred Seventy-Six and 00/100 Dollars
($1,380,376.00) for amounts previously paid by Navitas towards the total bonus consideration due for the Offering Letter
Leases. Upon payment of the reimbursement amount to Navitas, PQ shall own all of Navitas’ right, title and interest of every
kind in and to the Offering Letter Leases, including its rights and obligations under the Side Letter Agreements applicable
thereto. Once the reimbursement has been received, Navitas shall execute an assignment of any Offering Letter Leases
currently held by Navitas and Navitas shall execute such further assignments or other documents or instruments as may be
requested by PQ from time to time to evidence PQ’s ownership of such leases or rights thereto. The Parties acknowledge that
additional lease bonus payments are still due for certain of the Offering Letter Leases as set forth on Exhibit “B”. After the
Effective Date, PQ shall be responsible for and shall pay such bonus payments directly to the lessors or their designated
agents.

2 .2    Target Date Leases In the event Navitas has acquired, whether directly or indirectly through an affiliate, by contract or
otherwise, any Target Date Leases, it shall be obligated to promptly notify PQ and offer them to PQ for [***] per acre
generation fee; provided that PQ shall have no obligation to acquire any such leases.
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2 .3    Pre-Agreement Leases PQ shall purchase the Pre-Agreement Leases from Navitas. The total consideration paid by PQ
for the Pre-Agreement Leases shall be Seven Million Ten Thousand Three Hundred Seventy-Three and 00/100 Dollars
($7,010,373) cash ([***]) plus two million shares of PetroQuest Energy, Inc. common stock (the “PQ Shares”). The shares
of common stock of PetroQuest Energy, Inc. are currently listed on the NYSE under the symbol “PQ”, and PQ shall take all
necessary action to cause the PQ Shares to be listed on the NYSE within 3 business days after the Effective Date. The PQ
Shares and cash shall be delivered to Navitas within 3 business days after the Effective Date, at which time Navitas shall
execute and deliver assignments of the Pre-Agreement Leases to PQ. Navitas hereby represents and warrants that all lease
bonus due under the terms of the Pre-Agreement Leases has been fully and properly paid by Navitas and that the leases are in
full force and effect. In connection with the receipt of the PQ Shares, Navitas represents, warrants and agrees with PQ and for
the benefit of PetroQuest Energy, Inc. (“Parent”) as set forth on Exhibit “E” attached hereto.
 
2 . 4    Post-Target Date Leases For a six month period after the Effective Date, Navitas shall work exclusively for PQ and
attempt in good faith to obtain additional leases or the right acquire additional leases within the Contract Area. [***]. PQ shall
have the option to extend the term for an additional six months by providing notice of such election at least thirty days prior
to expiration of the initial six month term. [***].
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2.5     [***].

2.6    Ownership and Assignment of Leases; Nominee Agreement  All leases or rights to acquire leases acquired by Navitas on
behalf of PQ under the terms of this Agreement shall be owned by PQ, subject to PQ’s obligation to make any subsequent
installment payments in connection therewith. Promptly upon request by PQ (but in no event later than five (5) business days
after such request), Navitas shall deliver an assignment to PQ of any requested leases using the form attached hereto as
Exhibit “D”, which assignment shall be without warranty, except as to those claiming by, through and under Navitas, but not
otherwise. Until a lease is assigned to PQ, PQ shall be the beneficial owner of such lease and Navitas shall continue to hold
record title to such lease as nominee on behalf of PQ until PQ requests an assignment. Navitas agrees that, without the prior
written consent of PQ, it shall not assign, sublease, convey or otherwise transfer or encumber any Offering Letter Leases,
Target Date Leases, Pre-Agreement Leases or Post-Target Date Leases.

2 . 7    AMI Area The Parties hereby agree to establish an area of mutual interest as set forth on Exhibit “A” (“AMI Area”)
(which shall for the avoidance of doubt include the Contract Area). If Navitas acquires, whether directly or indirectly through
an affiliate, by contract or otherwise, any lease (other than a Post-Target Date Lease covered under Section 2.4) within the
AMI Area it shall offer such lease to PQ. The offering notice shall be in writing and contain a description of the lease, any
title information in the possession of Navitas and the amount paid for such lease. PQ shall have thirty days from receipt of
such notice to elect to acquire the lease from Navitas for the amount paid by Navitas for the lease. If PQ elects to acquire
such lease, the closing shall occur within ten days after such election at which time Navitas shall convey and assign the lease
to PQ and PQ shall pay to Navitas the cost of the lease. In the event PQ fails to respond within thirty days to an offering
notice, it shall be deemed to have elected NOT to acquire such lease. The term of this AMI provision shall remain in effect
for so long as PQ or its successors and assigns owns any leases within the AMI Area.

2.8     [***].
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2 . 9    Post Closing Title Review.    Within one week after the Effective Date, Navitas will deliver to PQ all title review
documents and information in its possession related to the Pre-Agreement Leases. PQ shall have a period of thirty days after
receipt of all such title documents and information to review title to the Pre-Agreement Leases. In the event PQ identifies any
material defects in title to the leases during such period by providing written notice thereof to Navitas explaining in
reasonable detail the defect and the acreage it affects, Navitas shall, at its election, (i) cure such defect at Navitas’ cost to
PQ’s reasonable satisfaction, (ii) replace the defect acreage at Navitas’ cost with other lease acreage reasonably acceptable to
PQ of (iii) refund to PQ the lease bonus and generation fee paid by PQ for such defective acreage.

ARTICLE III
MISCELLANEOUS

3 . 1    Notices All notices between the Parties authorized or required by any of the provisions of this Agreement, unless
otherwise specifically provided, shall be given in writing and delivered in person, by mail, courier service or telegram,
postage or charges prepaid, or by telex or telecopier and addressed to the Party to whom the notice is given as follows:

Navitas:    
202 Rue Iberville, Suite 130
Lafayette, Louisiana 70508
Attention: Chris Roy & Cye T. Courtois    
Telephone: (337) 278-2951 & (337) 303-6749        
Facsimile:        

PQ:
400 E. Kaliste Saloom Road, Suite 6000
Lafayette, Louisiana 70508
Attention:    Bryan D. Martiny    
Telephone:    (337) 232-7028    
Facsimile:    (337) 234-4699    

The originating notice given under any provision hereof shall be deemed given only when received by the Party to whom such
notice is directed, and the time for such Party to give any notice in response thereto shall run from the date the originating
notice is received. The second or any responsive notice shall be deemed given when deposited in the mail or with the courier
service, with postage or charges prepaid, or upon transmission by facsimile or telecopier. Each Party shall have the right to
change its address at any time, and from time to time, by giving written notice thereof to the other Party.

3.2    Relationship of Parties This Agreement does not create, and shall not be construed to create, a partnership, association,
joint venture or fiduciary relationship of any kind or character between
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the Parties, and shall not be construed to impose any duty, obligation, or liability arising from such a relationship by or with
respect to any Party.

3 . 3    Entire Agreement When executed by the duly authorized representatives of PQ and Navitas, this Agreement shall
constitute the entire agreement between the Parties regarding the Offering Letter Leases, Target Date Leases, Pre-Agreement
Leases and Post-Target Date Leases and the Contract Area and shall supersede and replace any and all other writings,
understandings, or memoranda of understanding entered into or discussed prior to the execution date hereof.

3.4    Savings Clause If any part or portion of this Agreement is held to be invalid, such invalidity of any such part or portion
shall not affect any remaining part or portion hereof.

3 . 5    Survival Clause Upon termination of this Agreement, the obligations of Section 2.6 shall survive until PQ has been
assigned any applicable lease.

3 . 6    Corporate Authority The Parties represent that, as of the date of the execution hereof, they are corporations duly
authorized, validly existing and in good standing under the laws of the states of their incorporation and are qualified and
authorized to do business in the State of Louisiana and that all requisite corporate power and authority to execute, deliver and
effectuate this Agreement have been duly obtained.

3.7    Waiver of Consequential and Punitive Damages FOR THE AVOIDANCE OF DOUBT, EACH PARTY HEREBY
EXPRESSLY DISCLAIMS, WAIVES AND RELEASES THE OTHER PARTY FROM ITS OWN SPECIAL,
EXEMPLARY, PUNITIVE, CONSEQUENTIAL, INCIDENTAL, AND INDIRECT DAMAGES (INCLUDING LOSS
OF, DAMAGE TO OR DELAY IN PROFIT, REVENUE OR PRODUCTION) RELATING TO, ASSOCIATED WITH,
OR ARISING OUT OF THIS AGREEMENT AND THE TRANSACTIONS CONTEMPLATED HEREBY. NO LAW,
THEORY, OR PUBLIC POLICY SHALL BE GIVEN EFFECT WHICH WOULD UNDERMINE, DIMINISH, OR
REDUCE THE EFFECTIVENESS OF THE FOREGOING WAIVER, IT BEING THE EXPRESS INTENT,
UNDERSTANDING, AND AGREEMENT OF THE PARTIES THAT SUCH DAMAGE WAIVER IS TO BE GIVEN
THE FULLEST EFFECT, NOTWITHSTANDING THE NEGLIGENCE (WHETHER SOLE, JOINT OR
CONCURRENT), GROSS NEGLIGENCE, WILLFUL MISCONDUCT, STRICT LIABILITY OR OTHER LEGAL
FAULT OF ANY PARTY.

3 . 8    Defaul t    In the event either Party fails to timely perform its obligations hereunder (a ”Defaulting Party”), the other
Party (“Non-Defaulting Party”) shall give written notice to the Defaulting Party describing in reasonable detail the event of
default (a “Default Notice”). The Defaulting Party shall then have five business days from receipt of the Default Notice to
cure any alleged default. If the Defaulting Party fails to cure the alleged default during such cure period, the Non-Defaulting
Party may then pursue whatever remedies are available to it hereunder.

3.8    Headings For Convenience The article and paragraph headings used in this Agreement are inserted for convenience only
and shall not be regarded in construing this Agreement.
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3.9    Amendments This Agreement may be amended, modified, changed, altered or supplemented only by written instrument
duly executed by the Parties specifically for such purpose and which specifically refers to this Agreement.

3 .1 0    Governing Law This Agreement and the exhibits attached hereto shall be governed by and interpreted in accordance
with the laws of the State of Louisiana.

3 .11    Counterparts This Agreement may be executed in any number of counterparts, each of which shall be considered an
original for all purposes, but this Agreement shall be binding on the Parties only if both parties execute same.

[Signatures on following page]

7



CONFIDENTIAL INFORMATION, MARKED BY BRACKETS AND ASTERISKS ([***]), IN THIS EXHIBIT HAS
BEEN OMITTED AND FILED SEPARATELY WITH THE SECURITIES AND EXCHANGE COMMISSION.

CONFIDENTIAL TREATMENT HAS BEEN REQUESTED WITH RESPECT TO THIS OMITTED INFORMATION.

WITNESS the execution hereof by the Parties as of the dates of the acknowledgments of their execution, but effective
for all purposes as of the Effective Date.

WITNESSES:                NAVITAS OIL & GAS, LLC

/s/ Johnnie Alexander                BY:     /s/ Chris Roy                
Name:    Johnnie Alexander            Name:    Chris Roy                
/s/ Lorraine B. Meche                Title:     Manager                
Name:    Lorraine B. Meche    

PETROQUEST ENERGY, L.L.C.

/s/ Johnnie Alexander                BY:    /s/ Charles T. Goodson            
Name:    Johnnie Alexander            Name:    Charles T. Goodson                
/s/ Lorraine B. Meche                Title:     CEO & President                 
Name:    Lorraine B. Meche    
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STATE OF LOUISIANA

PARISH OF LAFAYETTE

On this the 18th day of December 2017, before me appeared Chris Roy, to me personally known, who, being by me
duly sworn, did say that he is the Manager for NAVITAS OIL & GAS, LLC , and that the foregoing instrument was executed
in behalf of said limited liability company by authority of its members, and said appearer acknowledged said instrument to be
the free act and deed of said limited liability company.

_________________________________________
NOTARY PUBLIC

Printed Name of Notary: __________________________
Notary Public ID #: ________________

My Commission Expires: _______________________

STATE OF LOUISIANA

PARISH OF LAFAYETTE

On this the 18th day of December, 2017, before me appeared Charles T. Goodson, to me personally known, who,
being by me duly sworn, did say that he is the Chairman, Chief Executive Officer and President for PETROQUEST
ENERGY, L.L.C., and that the foregoing instrument was executed in behalf of said limited liability company by authority of
its members, and said appearer acknowledged said instrument to be the free act and deed of said limited liability company.

_________________________________________
NOTARY PUBLIC

Printed Name of Notary: __________________________
Notary Public ID #: ________________

My Commission Expires: _______________________
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Exhibit “B”

[***]
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PAGE 2 TO EXHIBIT “B”
PAYMENT SCHEDULE

OFFERING LETTER LEASES

[***]
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Exhibit “C”

[***]
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Exhibit “D”

Attached to and made a part of that certain Lease Acquisition Agreement dated effective
December 18, 2017 by and between Navitas Oil & Gas, LLC and PetroQuest Energy, L.L.C.

ASSIGNMENT OF OIL, GAS AND MINERAL LEASE(S)

STATE OF LOUISIANA

PARISHES OF

KNOW ALL MEN BY THESE PRESENTS: That

WHEREAS, NAVITAS OIL & GAS, LLC , whose mailing address is 202 Rue Iberville, Suite 130, Lafayette,

Louisiana 70508, is the owner and holder of certain Oil, Gas and Mineral Lease(s) described on Exhibit “A”, attached hereto

and made a part hereof, which lease(s) cover and affect lands situated in                      Parishes, Louisiana.

NOW THEREFORE, for ONE HUNDRED DOLLARS AND OTHER VALUABLE CONSIDERATION, ($100.00 &

OVC), the receipt and adequacy of which are hereby acknowledged said NAVITAS OIL & GAS, LLC , hereinafter called

“ASSIGNOR”, does hereby grant, bargain, sell transfer, set over and assign unto

PETROQUEST ENERGY, L.L.C.
Post Office Box 51205
Lafayette, Louisiana 70505

hereinafter called “ASSIGNEE”, subject to the terms, provisions and conditions herein set out, all of Assignor’s right, title

and interest in and to said lease(s).

This Assignment is expressly subject to the terms, provisions and conditions of said lease(s).

TO HAVE AND TO HOLD unto Assignee, its successors and assigns forever, in accordance with the terms and

provisions of said lease(s) and leasehold rights. Assignee agrees and obligates
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itself to assume and discharge all of the express and implied obligations and liabilities imposed upon the Lessee under the

terms and provisions of the said lease(s) affected hereby and agrees to hold Assignor harmless from its failure to do so. This

Assignment is made and accepted without warranty of any kind, either expressed or implied, and without recourse except as

against the claims or anyone holding by, through or under Assignor, but with full substitution and subrogation in and to all

rights and actions in warranty held by Assignor.

The terms and conditions of this Assignment shall extend to and be binding upon the heirs, successors and assigns of

the parties hereto and Assignee hereby agrees to protect and defend Assignor from and against all claims, demands and causes

of action arising out of or in connection with the obligations and liabilities herein assumed by Assignee.

IN WITNESS WHEREOF, this instrument is executed in the presence of the undersigned witnesses this          day of

December 2017, effective the date of each lease.

ASSIGNOR

WITNESSES:                    NAVITAS OIL & GAS, LLC

                                                    
Signature                        Name:

Title:
Print Name

                        
Signature

                        
Print Name
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STATE OF LOUISIANA    §

PARISH OF LAFAYETTE    §

ON THIS      day of December 2017, before me, appeared                 , to me personally known, who, being by me duly
sworn, did say that he is the                  of NAVITAS OIL & GAS, LLC , a Louisiana limited liability company, and that said
instrument was signed on behalf of said limited liability company, and said              acknowledged said instrument to be the
free act and deed of said company.

                                                    
Notary Public

ASSIGNEE

WITNESSES:                    PETROQUEST ENERGY, L.L.C.

                                                    
Signature                        Name:

Title:
Print Name

                        
Signature

                        
Print Name

STATE OF LOUISIANA    §

PARISH OF LAFAYETTE    §

ON THIS      day of December 2017, before me, appeared                 , to me personally known, who, being by me duly
sworn, did say that he is the                  of PETROQUEST ENERGY, L.L.C. , a Louisiana limited liability company, and that
said instrument was signed on behalf of said limited liability company, and said              acknowledged said instrument to be
the free act and deed of said company.

                                                    
Notary Public
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EXHIBIT “A”

Attached hereto and made a part hereof that certain
Assignment of Oil, Gas and Mineral Lease(s)

Dated                 
By and between Navitas Oil & Gas, LLC, Assignor and

PetroQuest Energy, L.L.C., Assignee
Prospect,              Parishes, Louisiana
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EXHIBIT “E”

1.    Capitalized terms used herein without definition have the meanings ascribed to them in the Lease Acquisition Agreement (the “Agreement”)
to which this Exhibit E is attached.

2.    Navitas is a resident of the state set forth in Section 3.1 of the Agreement and is not acquiring the PQ Shares as a nominee or agent or
otherwise for any other person.

3.    Navitas will comply with all applicable laws and regulations in effect in any jurisdiction in which Navitas purchases or sells PQ Shares and
obtain any consent, approval or permission required for such purchases or sales under the laws and regulations of any jurisdiction to which
Navitas is subject or in which Navitas makes such purchases or sales, and neither PQ nor Parent shall have any responsibility therefor.

4.    Navitas has received copies of (i) the Parent’s Annual Report on Form 10-K for the year ended December 31, 2016, (ii) the Parent’s
Quarterly Reports on Form 10-Q for the quarterly periods ended March 31, 2017, June 30, 2017 and September 30, 2017, and (iii) a description of
the Parent’s capital stock contained in the Parent’s Form 8-A filed with the U.S. Securities and Exchange Commission (the “ Commission”) on
November 18, 2005 (collectively, the “Offering Documents”). Navitas has not been furnished any offering literature other than the Offering
Documents and has relied only on the information contained therein.

5.    Navitas understands and accepts that the purchase of the PQ Shares involves various risks, including the risks outlined in the Offering
Documents and in this Exhibit D. Navitas represents that it is able to bear any loss associated with an investment in the PQ Shares.

6.    Navitas confirms that it is not relying on any communication (written or oral) of the Parent, PQ or any of their respective affiliates, as
investment advice or as a recommendation to invest in the PQ Shares. It is understood that information and explanations related to the terms and
conditions of the PQ Shares provided in the Offering Documents or otherwise by the Parent, PQ or any of their respective affiliates shall not be
considered investment advice or a recommendation to purchase the PQ Shares, and that none of the Parent, PQ or any of their respective
affiliates is acting or has acted as an advisor to Navitas in deciding to invest in the PQ Shares. Navitas acknowledges that none of the Parent, PQ
or any of their respective affiliates has made any representation regarding the proper characterization of the PQ Shares for purposes of
determining Navitas’ authority to invest in the PQ Shares.

7.    Navitas is familiar with the business and financial condition and operations of the Parent, all as generally described in the Offering
Documents. Navitas has had access to such information concerning the Parent and the PQ Shares as it deems necessary to enable it to make an
informed investment decision concerning the purchase of the PQ Shares.

8.    Navitas understands that no federal or state agency has passed upon the merits or risks of an investment in the PQ Shares or made any
finding or determination concerning the fairness or advisability of this investment.

9.    Navitas represents that it is not relying on (and will not at any time rely on) any communication (written or oral) of the Parent, PQ or any of
their respective affiliates, as investment advice or as a recommendation to invest in the PQ Shares, it being understood that information and
explanations related
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to the terms and conditions of the PQ Shares that are described in the Offering Documents shall not be considered investment advice or a
recommendation to invest in the PQ Shares.

10.    Navitas confirms that none of the Parent, PQ or any of their respective affiliates has (A) given any guarantee or representation as to the
potential success, return, effect or benefit (either legal, regulatory, tax, financial, accounting or otherwise) of an investment in the PQ Shares or
(B) made any representation to Navitas regarding the legality of an investment in the PQ Shares under applicable legal investment or similar laws
or regulations. In deciding to invest in the PQ Shares, Navitas is not relying on the advice or recommendations of the Parent, PQ or any of their
respective affiliates and Navitas has made its own independent decision that the investment in the PQ Shares is suitable and appropriate for
Navitas.

11.    Navitas has such knowledge, skill and experience in business, financial and investment matters that Navitas is capable of evaluating the
merits and risks of an investment in the PQ Shares. With the assistance of Navitas’ own professional advisors, to the extent that Navitas has
deemed appropriate, Navitas has made its own legal, tax, accounting and financial evaluation of the merits and risks of an investment in the PQ
Shares and the consequences of the Agreement. Navitas has considered the suitability of the PQ Shares as an investment in light of its own
circumstances and financial condition and Navitas is able to bear the risks associated with an investment in the PQ Shares and its authority to
invest in the PQ Shares.

12.    Navitas is an “accredited investor” as defined in Rule 501(a) under the Securities Act of 1933, as amended (the “Securities Act”). Navitas
agrees to furnish any additional information requested by the Parent, PQ or any of their respective affiliates to assure compliance with applicable
U.S. federal and state securities laws in connection with the investment in the PQ Shares. Navitas acknowledges that Navitas has completed the
Investor Questionnaire contained in Appendix A and that the information contained therein is complete and accurate as of the date thereof and is
hereby affirmed as of the date hereof. Any information that has been furnished or that will be furnished by Navitas to evidence its status as an
accredited investor is accurate and complete, and does not contain any misrepresentation or material omission.

13.    Navitas is acquiring the PQ Shares solely for Navitas’ own beneficial account, for investment purposes, and not with a view to, or for resale
in connection with, any distribution of the PQ Shares. Navitas understands that the PQ Shares have not been registered under the Securities Act
or any state securities laws by reason of specific exemptions under the provisions thereof which depend in part upon the investment intent of
Navitas and of the other representations made by Navitas in this Agreement. Navitas understands that the Parent is relying upon the
representations and agreements contained in this Agreement (and any supplemental information) for the purpose of determining whether this
transaction meets the requirements for such exemptions.

14.    Navitas understands that the PQ Shares are “restricted securities” under applicable federal securities laws and that the Securities Act and
the rules of the Commission provide in substance that Navitas may dispose of the PQ Shares only pursuant to an effective registration statement
under the Securities Act or an exemption therefrom (including pursuant to Rule 144 under the Securities Act (“Rule 144”)), and Navitas
understands that the Parent has no obligation or intention to register any of the PQ Shares, or to take action so as to permit sales pursuant to the
Securities Act. Accordingly, until such time as the PQ Shares are eligible for resale pursuant to Rule 144 without any restriction as to the number
of securities as of a particular date that can then be immediately sold, Navitas understands that under the Commission’s rules, Navitas may
dispose of the PQ Shares principally only in “private placements” which are exempt from registration under the Securities Act, in which event the
transferee will acquire “restricted securities” subject to the same limitations as in the hands of Navitas. Consequently, Navitas understands that
Navitas must bear the economic risks of the investment in the PQ Shares for an indefinite period of time.
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CONFIDENTIAL INFORMATION, MARKED BY BRACKETS AND ASTERISKS ([***]), IN THIS EXHIBIT HAS
BEEN OMITTED AND FILED SEPARATELY WITH THE SECURITIES AND EXCHANGE COMMISSION.

CONFIDENTIAL TREATMENT HAS BEEN REQUESTED WITH RESPECT TO THIS OMITTED INFORMATION.

15.    Navitas agrees: (A) that Navitas will not sell, assign, pledge, give, transfer or otherwise dispose of the PQ Shares or any interest therein, or
make any offer or attempt to do any of the foregoing, except pursuant to a registration of the PQ Shares under the Securities Act and all
applicable state securities laws, or in a transaction which is exempt from the registration provisions of the Securities Act and all applicable state
securities laws (including pursuant to Rule 144); (B) that, until such time as the PQ Shares have been registered under the Securities Act or the
PQ Shares are eligible for resale pursuant to Rule 144 without any restriction as to the number of securities as of a particular date that can then
be immediately sold, the certificates representing the PQ Shares will bear a legend making reference to the foregoing restrictions as set forth in
paragraph 17 below; and (C) that the Parent and its affiliates shall not be required to give effect to any purported transfer of such PQ Shares
except upon compliance with the foregoing restrictions. The Company shall cooperate with Navitas to effect removal of such legend in
compliance with the requirements of Rule 144.

16.    Navitas acknowledges that none of the Parent, PQ, any of their respective affiliates or any other person offered to sell the PQ Shares to it
by means of any form of general solicitation or advertising, including but not limited to: (A) any advertisement, article, notice or other
communication published in any newspaper, magazine or similar media or broadcast over television or radio or (B) any seminar or meeting whose
attendees were invited by any general solicitation or general advertising.

17.    The certificates representing the PQ Shares sold pursuant to this Agreement will be imprinted with a legend in substantially the following
form until such time as the PQ Shares have been registered under the Securities Act or the PQ Shares are eligible for resale pursuant to Rule 144
without any restriction as to the number of securities as of a particular date that can then be immediately sold:
 

“THE SECURITIES EVIDENCED BY THIS CERTIFICATE HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT
OF 1933, AS AMENDED (THE “SECURITIES ACT”), OR THE SECURITIES LAWS OF ANY STATE OR OTHER
JURISDICTION. THE SECURITIES MAY NOT BE OFFERED, SOLD, PLEDGED OR OTHERWISE TRANSFERRED EXCEPT
(1) PURSUANT TO AN EXEMPTION FROM REGISTRATION UNDER THE SECURITIES ACT OR (2) PURSUANT TO AN
EFFECTIVE REGISTRATION STATEMENT UNDER THE SECURITIES ACT, IN EACH CASE IN ACCORDANCE WITH
ALL APPLICABLE STATE SECURITIES LAWS AND THE SECURITIES LAWS OF OTHER JURISDICTIONS, AND IN THE
CASE OF A TRANSACTION EXEMPT FROM REGISTRATION, UNLESS THE COMPANY HAS RECEIVED AN OPINION
OF COUNSEL REASONABLY SATISFACTORY TO IT THAT SUCH TRANSACTION DOES NOT REQUIRE
REGISTRATION UNDER THE SECURITIES ACT AND SUCH OTHER APPLICABLE LAWS.”

APPENDIX A
INVESTOR QUESTIONNAIRE

1. Except as may be indicated by the undersigned below, the undersigned is an “accredited investor,” as that term is defined in Rule
501(a) promulgated under the Securities Act of 1933, as amended (the “Securities Act”). The undersigned has checked the box
below indicating the basis on which the undersigned is representing his, her or its status as an “accredited investor” or
indicating that the undersigned is not an “accredited investor”. The undersigned agrees to furnish any additional information that
PetroQuest Energy, Inc., a Delaware corporation (the “Company”), deems necessary in order to verify the answers set forth below. All
information in response to this paragraph will be kept strictly confidential except as necessary to document compliance with
applicable law.

o The undersigned is a natural person (not a partnership, corporation, etc.) whose individual net worth, or joint net worth with
spouse, presently exceeds $1,000,000.

Explanation. In calculating “net worth,” you may include equity in personal property and real estate, including cash, short-term
investments, stock and securities. Equity in personal property and real estate should be based on the fair market value of such
property less debt secured by such property. You should not include your primary residence as an asset. Total liabilities excludes
any mortgage on the primary home in an amount of up to the home's estimated fair market value as long as the mortgage was
incurred more than 60 days before the date hereof, but includes (i) any mortgage amount in excess of the home's fair market
value and (ii) any mortgage amount that was borrowed during the 60-day period before the date hereof for the purpose of
investing in the securities of the Company.

o The undersigned is a natural person (not a partnership, corporation, etc.) who had an individual income in excess of $200,000 in
each of the two most recent years, or joint income with their spouse in excess of $300,000 in each of those years (in each case
including foreign income, tax exempt income and full amount of capital gains and losses but excluding any income of other family
members and any unrealized capital appreciation) and has a reasonable expectation of reaching the same income level in the
current year.

o The undersigned is a director or executive officer of the Company.

o The undersigned is a bank as defined in section 3(a)(2) of the Securities Act, or any savings and loan association or other
institution as defined in section 3(a)(5)(A) of the Act whether acting in its individual or fiduciary capacity; any broker or dealer
registered pursuant to section 15 of the Securities Exchange Act of 1934, as amended; any insurance company as defined in
section 2(a)(13) of the Securities Act; any investment company registered under the Investment Company Act of 1940 or a
business development company as defined in section 2(a)(48) of that Act; any Small Business Investment Company licensed by



the U.S. Small Business Administration under section 301(c) or (d) of the Small Business Investment Act of 1958; any plan
established and maintained by a state, its political subdivisions, or any agency or instrumentality of a state or its political
subdivisions, for the benefit of its employees, if such plan has total assets in excess of $5,000,000; any employee benefit plan
within the meaning of the Employee Retirement Income Security Act of 1974, as amended, if the investment decision is made by
a plan fiduciary, as defined in section 3(21) of such Act, which is either a bank, savings and loan association, insurance company,
or registered investment adviser, or if the employee benefit plan has total assets in excess of $5,000,000 or, if a self-directed plan,
with investment decisions made solely by persons that are accredited investors:

                                                    

                                                    
(describe entity)

o The undersigned is a private business development company as defined in Section 202(a)(22) of the Investment Advisors Act of
1940:

                                                    

                                                    
(describe entity)

o The undersigned is a corporation, Massachusetts or similar business trust, partnership, or organization described in Section 501(c)
(3) of the Internal Revenue Code, in each case not formed for the specific purpose of acquiring securities of the Company and
with total assets in excess of $5,000,000:

                                                    

                                                    
(describe entity)

o The undersigned is a trust with total assets in excess of $5,000,000, not formed for the specific purpose of acquiring securities in
the Company, where the purchase is directed by a “sophisticated person” as defined in Rule 506(b)(2)(ii) of the Securities Act.

o The undersigned is an entity of which all the equity owners are “accredited investors” within one or more of the above
categories. If relying upon this category alone, each equity owner must complete a separate copy of this Investor Questionnaire:

                                                    

                                                    
(describe entity)

THE UNDERSIGNED IS INFORMED OF THE SIGNIFICANCE OF THE FOREGOING REPRESENTATIONS, AND THEY
ARE MADE WITH THE INTENTION THAT THE COMPANY WILL RELY ON THEM.

• Manner in which title to be held (check one)

o    Individual Ownership
o    Community Property
o    Joint Tenant with Right of Survivorship (both parties must sign)
o    Partnership
o    Tenants in Common
o    Corporation
o    Trust
o    Other

• State of residence (if an individual): ____________________________________

State where investment decision made (if an entity): ______________________

• Is the undersigned a broker or dealer in securities?

o    Yes    o    No

EXECUTED this __________ day of __________, 2017.

                                                    
(Signature)



                                                    
(Name and Title, if applicable)
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PETROQUEST ENERGY, INC.

CODE OF BUSINESS CONDUCT AND ETHICS

(Adopted as of November 14, 2005)
(Amended as of August 8, 2012 and as of March 2, 2016)

Introduction

PetroQuest Energy, Inc. and its subsidiaries (collectively, the “Company”) are committed to high standards of ethical
conduct. Directors, officers and employees of the Company are expected to comply with all applicable laws and to act with
honesty and integrity when conducting the Company’s business. This Code of Business Conduct and Ethics (the “Code”) is
intended to be a guide for applying legal and ethical practices to your everyday work and to explain the types of behavior that
will help our Company meets its commitment to operate on the highest standards of ethical conduct.

This Code cannot and is not intended to cover every applicable law or provide answers to all questions that might arise
in the performance of your duties. We must rely on your good sense of what is right, including a recognition of when it is
appropriate to seek guidance from others as to the proper conduct for a given situation. Because our business depends upon
the reputation of the Company and its directors, officers and employees for integrity and honest business conduct, in many
instances this Code goes beyond the requirements of the law.

This Code is not intended to and does not in any way constitute an employment contract or assurance of continued
employment, and does not create any rights for any director, officer, employee, consultant, vendor, business partner,
stockholder or any other person or entity.

The Company expects you to acquire and maintain a working knowledge of the laws and the Company’s ethical
standards that are applicable to your responsibilities with the Company. In addition, every supervisor is responsible for
helping employees understand and comply with this Code with a view towards promoting transparency in our business
practices. If you have any questions about the application of this Code or about what is required by the law in a particular
situation, you should consult with your supervisor, department head, the Company’s General Counsel or, if the matter involves
a director or officer of the Company, the chairman of either the Audit Committee (the “Audit Committee”) or the Nominating
and Corporate Governance Committee of the Company’s Board of Directors (either of such chairmen is referred to herein as
the “Board Representative”).

Policy Statement

Every director, officer and employee of the Company is required to comply with all applicable laws, regulations
and rules of the New York Stock Exchange (“NYSE”) and to adhere to high ethical standards in the conduct of the
Company’s business.

The standards set forth in this Code are designed to deter wrongdoing by the Company’s directors, officers and
employees and to promote the following:

• Honest and ethical conduct;
• Avoidance of conflicts of interest;
• Full, fair, accurate, timely and understandable disclosure in reports and documents that the Company files

with, or submits to, the Securities Exchange Commission and in other public communications made by the
Company;

• Compliance with applicable governmental laws, rules and regulations;
• The protection of Company assets, including corporate opportunities and confidential information;
• Fair dealing practices;
• Prompt reporting to a person identified in this Code of possible violations of the Code; and
• Accountability for adherence to the Code.



Relationships with Business Partners and Competitors

Conflicts of Interest

All directors, officers and employees of the Company must avoid situations that create a conflict of interest or the
appearance or potential for a conflict of interest. A conflict of interest exists when your personal interests are either in
conflict with the Company’s interests or interfere with your ability to perform your duties to the Company or responsibilities
at work. While conducting the Company’s business, you should always act in the Company’s best interest.

Specific situations that could be considered conflicts of interest include:

• Accepting valuable gifts and services from vendors (see “Transactions with Vendors” below);
• Employment by a vendor or competitor;
• Holding a financial interest in a competitor or a company that does business with the Company and you could

personally affect that business;
• Serving as an officer or director of an outside business;
• Conducting Company business with a relative (for example, hiring a relative or using a vendor owned by a relative

or a vendor that employs a relative);
• Receiving personal discounts or other benefits from vendors not available to the general public or other Company

employees;
• Borrowing money from the Company or a vendor;
• Other employment, in addition to your employment with the Company, that might interfere with your ability to

properly perform your job duties with the Company;
• Family or intimate relationships between employees in the same department.

You are expected to recognize situations where a conflict of interest has occurred, or has the potential to occur, and
take the necessary actions to eliminate or mitigate such conflict, including, if necessary, enlisting the assistance of
management.

Persons other than directors and officers who have questions about a potential conflict of interest or who become
aware of an actual or potential conflict of interest should discuss the matter with, and seek a determination and prior
authorization or approval from, their supervisor or department head. A supervisor or department head may not authorize or
approve conflict of interest matters or make determinations as to whether a problematic conflict of interest exists without
first providing the Company’s General Counsel with a written description of the activity and seeking the General Counsel’s
written approval. Directors and officers must seek determinations and prior authorizations or approvals of potential conflicts
of interest exclusively from the Audit Committee.

Corporate Opportunities

You may not (a) take for yourself personally opportunities that are developed through the use of Company resources,
information or position; (b) use Company property, information or position for personal gain, or (c) compete with the
Company. You owe a duty to the Company to advance its legitimate interests when the opportunity to do so arises.

Transactions with Vendors

Strong relationships with our vendors are key to the success of our business operations. We expect you to conduct the
Company’s business with vendors in a respectful, hospitable, fair and honest manner. You are prohibited from engaging in
activities with vendors that promote your personal interests ahead of the interests of the Company or otherwise create a
conflict of interest.

You are prohibited from engaging in the following activities with our vendors:

• Accepting gifts or services that obligate you (or appear to obligate you) to the vendor. The Company prohibits
employees from accepting a gift, including meals and other entertainment, valued at more than $250.00 from a
vendor without the express consent of the employee’s department head (or the superintendent in the case of field
office employees). Gifts valued at less than $250.00, but more than $100.00, must be disclosed to your
department head within five business days of receipt, however, an employee is never permitted to accept cash in
any amount. Department heads and superintendents are required to keep written records of gifts or services
received in accordance with this policy for up to one year from the date of such gift or service;

• Soliciting or accepting kickbacks, bribes, payments or loans from a vendor;
• Holding or acquiring a financial interest in a vendor (other than a financial interest in a publicly traded corporation

whose securities are quoted and traded in the public securities market);
• Divulging the Company’s confidential or proprietary information that is not integral to the product or services

provided by the vendor;
• Accepting discounts (other than those available to the general public or all Company employees) on personal

purchases from a vendor;
• Any activity that takes unfair advantage of a vendor through concealment, abuse of privileged or confidential



information, misrepresentation or fraudulent behavior or cooperation with a vendor to take unfair advantage of
another party.

Violations of this policy will subject the vendor to removal from the Company’s approved vendor list, and you could
be subject to termination and/or possible legal sanctions. If you have any questions about your dealings with the Company’s
vendors, you should consult with the Company’s General Counsel or, if the matter involves a director or officer of the
Company, the Board Representative.

Fair Dealing

You shall deal fairly and in good faith with the Company’s customers, stockholders, employees, suppliers, regulators,
business partners, competitors and others. You shall not take unfair advantage of any of them through manipulation,
concealment, abuse of privileged or confidential information, misrepresentation, fraudulent behavior or any other unfair
dealing practice. Fraudulent behavior includes, but is not limited to:

• Dishonest conduct;
• Forgery or alteration of negotiable instruments or Company documents;
• Misappropriation of any Company, employee, customer, partner or supplier assets;
• Conversion to personal use of cash, securities, supplies or any other Company assets;
• Unauthorized handling or reporting of Company transactions; and
• Falsification of Company records or financial statements.

If you suspect that any fraudulent activity may have occurred, you should report your concern to the Company’s
General Counsel or, if the matter involves a director or officer of the Company, the Board Representative.

Protecting Corporate Assets

Insider Trading

You are prohibited from using or profiting from material nonpublic information about the Company. Material
information is any information that a reasonable investor would consider important in a decision to buy, hold or sell
securities. Examples of material inside information include information about drilling results, a change in dividend policy,
potential acquisitions or other business opportunities, financial and operating results and major litigation developments. In
short, material information includes any nonpublic information that could reasonably affect the price of a security. For
purposes of our policy, securities include common stock, preferred stock, options, bonds and any derivative securities.

To provide guidance to individuals who want to purchase or sell our securities and minimize the risk of using inside
information, we establish window periods each year during which directors, officers and employees can purchase, sell or
enter into transactions with respect to our securities. The established windows are the only time periods during which you
may purchase, sell or enter into transactions with respect to our securities. Although we will announce when the window
opens and closes, you must first obtain approval from the Company’s General Counsel, or in his absence the Company’s Chief
Financial Officer, if you wish to purchase, sell or enter into a transaction with respect to our securities within a window
period. However, if you possess or know material inside information about the Company, you cannot purchase, sell or enter
into transactions with respect to our securities whether or not the window is open.

Short term and frequent trading in our securities increases the risk of insider trading and may indicate to stockholders
that insider trading is occurring. Accordingly, you are prohibited from selling our securities short, purchasing (or carrying)
our securities on margin or purchasing or selling options (including exchange traded options) or derivatives covering our
securities. The foregoing restrictions apply to your spouse, dependents and other family members living in your household
and you are responsible for their compliance. Any questions should be directed to the Company’s General Counsel, or in his
absence the Company’s Chief Financial Officer, who can provide you detailed guidelines governing transactions in our
securities as well as the complete policy on insider trading. The violation of these policies could result in immediate
termination, monetary liability and, in some cases, criminal liability.

Please refer to the Company’s Policy on Insider Trading for more information about trading in our securities.

Company Property

You are responsible for safeguarding against theft, loss and misuse of Company property that you use to do your job.
Company property includes:

• Physical assets such as our buildings, vehicles, field equipment, pipe inventory, office equipment, telephones,
computers and similar assets;

• Intangible assets such as computer programs and data, proprietary information such as log data, seismic data, and
leasehold information, and intellectual property, such as patents, copyrights and trademarks; and

• The property of others for which the Company is responsible, such as equipment, proprietary information and
reports, or computer programs that are leased or loaned to the Company.



While Company property is to be used for business purposes only, your supervisor or department head can authorize
occasional personal use, such as the temporary use of a company computer for emergency personal purposes. The use of
Company property for personal gain is strictly prohibited.

Company Records and Records Management

In the course of your job duties you will record or report important Company information such as reports to
regulatory agencies, drilling reports, accounting reports, and so forth. Further, in accordance with the Company’s internal
control procedures, you are required to properly document and report all business and financial transactions honestly,
completely and accurately. Under no circumstances should you create false or misleading records or documents, nor should
you alter or untimely destroy any business documents or transactions held in physical or electronic form.

Company records or documents should only be destroyed in accordance with your department’s established records
retention practices. If you are unsure of your department’s practices in regard to a particular document, you should contact
your supervisor or department head. You should immediately cease the destruction of documents under the Company’s
records retention practices if you learn of a subpoena or a pending, imminent or contemplated litigation or governmental
investigation. If you are instructed by your supervisor or department head to destroy or shred documents outside of your
department’s established records retention practices, you are required to immediately report such request to the Company’s
General Counsel or, if the matter involves a director or officer of the Company, the Board Representative.

Confidential Information

Our investors, partners and vendors entrust our Company with important information relating to their businesses. The
nature of this relationship requires maintenance of confidentiality. Any violation of confidentiality seriously injures our
reputation and effectiveness and could subject the Company to liability. Therefore, you are requested not to discuss our
business with anyone who does not work for us or discuss specific business transactions with anyone else who does not have
direct involvement with the transaction. Please recognize that even casual remarks can be misinterpreted and repeated.

You have an ethical and legal duty not to disclose confidential, non-public, proprietary information about the
Company, or its customers, business partners, vendors and others with whom the Company does business (“Confidential
Information”). Confidential information may include, but is not limited to, trade secrets, proprietary information, leases,
maps, geophysical data, business plans, marketing plans, financial information, compensation and benefit information, cost
and pricing information, information technology, customer contacts and information provided to the Company by a third party
under restrictions against disclosure. You should treat all Confidential Information in your possession as confidential, unless
you know that such information has been publicly disclosed. You are responsible for ensuring that Confidential Information in
your possession is not made available to unauthorized persons. You should remember that unauthorized persons may include
your co-workers. Accordingly, you should discuss Confidential Information only with those persons you know to be
authorized to receive, and that have a need to know the information. Protection of our Company’s Confidential Information is
vital to our success and growth in the competitive industry in which we work. Upon termination, you must return all originals
and copies of documents or materials containing Confidential Information.

No one is permitted to remove or keep copies of any Company records, reports or documents without prior
management approval. Confidential Information which could be of value to someone outside of the Company should be
destroyed when no longer needed (if permitted by our document retention practices).

If you are questioned by someone outside the Company or your department and you are concerned about the
appropriateness of giving them certain documents or information, please immediately refer the request to your supervisor or
department head.

You are expected to conduct your business and personal activities in a manner that does not adversely reflect upon the
reputability of the Company or compromise the confidentiality of Company information. You are prohibited from
participating or expressing an opinion as a representative of the Company in any public forum unless you have been expressly
appointed by the Company’s Chief Executive Officer to do so. Press releases, publications, speeches, participation in Internet
chat rooms, social media (such as Facebook, Twitter, blogs and wikis) or any public communication which might be
considered as representing the Company’s position must be approved in advance by the Company’s Chief Executive Officer.

If you release Confidential Information or communicate publicly on behalf of the Company without proper
authorization, you will be subject to disciplinary action, up to and including termination.

Responsibilities to the Public

Financial Reporting

The integrity of the Company’s financial records and reports is essential; stockholders, potential investors, regulatory
agencies, lending institutions and others depend on the accuracy of such information. It is the Company’s policy to fully,
accurately, timely and fairly report all financial transactions in the accounting records of the Company and in the Company’s



published financial reports. Further, the financial statements must fairly present the financial position and results of
operations of the Company, in all material respects, in accordance with Generally Accepted Accounting Principles (“GAAP”).

The Company strictly prohibits you from engaging in any actions, omissions or practices, whether intentional or
reckless, that would result in rendering the Company’s financial statements materially inaccurate or misleading. In addition,
the Company further prohibits you from engaging in any actions, omissions or practices, whether intentional or reckless, that
circumvent the Company’s established internal and/or disclosure controls. Every individual involved in creating, transmitting
or entering information into the Company’s financial and operational records is responsible for doing so fully, accurately, and
with appropriate supporting documentation. You may not make any entry that intentionally hides or disguises the true nature
of any transaction. For example, you may not understate or overstate known liabilities and assets, defer or accelerate the
proper period for recording items that should be expensed, or falsify quality or safety results.

Knowingly entering inaccurate or fraudulent information, or failing to enter material information, into the Company’s
accounting system is unacceptable and may be illegal. If you know that an entry or process is false, you are expected to
inform your supervisor or department head, or, if necessary, the Chief Financial Officer or the Board Representative. In
addition, it is your responsibility to give your full cooperation to the Company’s authorized internal and independent auditors.

Regulatory Agencies

The Company is subject to the requirements, restrictions and compliance standards of many different regulatory
agencies pertaining to securities, environmental protection, fair business practices, equal employment opportunities, and so
forth. In its efforts to be a good corporate citizen, the Company expects you to familiarize yourself and comply with all
regulations that apply to your duties with the Company. Further, you are prohibited from discussing Company matters with
regulatory agencies unless authorized to do so by the Company.

For more information on the regulatory requirements affecting our business and the way we perform our jobs, please
contact your supervisor or department head.

Political Process

The Company is an active participant in the processes of our government at the national, state and local levels, within
the parameters of the law. The Company also encourages you to participate in our political system by voting, speaking out on
public issues and becoming active in civic and political activities. It is important, however, that you clearly distinguish your
personal views and actions from those of the Company, unless specifically authorized by the Company. In addition, you are
prohibited from using Company funds, time, equipment, supplies or facilities when making personal contributions in support
of candidates or political organizations.

Reporting, Enforcement, Waivers/Amendments and Compliance

Reporting and Investigation of Violations

You have a duty to adhere to this Code of Business Conduct and Ethics and all other Company policies and procedures
and to report any suspected violations. If you observe or otherwise become aware of any violation or potential violation of
this Code or other Company policy or procedure involving a director or officer of the Company, you should report the matter
to the Board Representative. A violation or potential violation of this Code or other Company policy or procedure involving a
person other than a director or officer of the Company should be reported to your supervisor or department head and the
Company’s General Counsel. If you are not satisfied with the response, you should report the matter to the Board
Representative. In addition, if you would prefer to remain anonymous with respect to your report of any suspected violation,
you may report the suspected violation by calling Signius Communications at 1-866-394-4112.

After receiving a report of violation or potential violation of this Code or other Company policy or procedure, the
Audit Committee or the Company’s General Counsel (together with the relevant supervisor or department head) must
promptly take all necessary actions to investigate. All directors, officers and employees of the Company are expected to
cooperate in any internal investigation of a violation or potential violation.

Enforcement

The Company must ensure prompt and consistent action against violations of this Code or other Company policy or
procedure. If, after investigating a report of an alleged prohibited action, the Audit Committee or the General Counsel
(together with the relevant supervisor or department head) determines that a violation has occurred, the Audit Committee or
the General Counsel (together with the relevant supervisor or department head) will take such preventive or disciplinary
action as it deems appropriate, including, but not limited to, reassignment, demotion, dismissal and, in the event of criminal
conduct or other serious violations of the law, notification of appropriate governmental authorities. The General Counsel will
provide an annual report to the Audit Committee listing the types and numbers of violations and any other detail requested by
the Audit Committee. The Audit Committee may, at any time, require that certain specified violations be reported
immediately to the Audit Committee to be dealt with by such Committee, rather than by the General Counsel.



The Company will not tolerate retaliation against anyone who, in good faith, reports an actual or suspected violation of
law or this Code. Employees who do retaliate will be subject to disciplinary action, including the possibility of termination of
employment.

Waivers/Amendments of Code

Waivers of provisions of this Code of Business Conduct and Ethics as to any director or officer and amendments to
this Code of Business Conduct and Ethics must be approved by a vote of a majority of the disinterested members of the Audit
Committee. Any waiver of a provision in this Code of Business Conduct and Ethics to any executive officer or director must
be publicly disclosed.

Review

This Code will be reviewed, assessed and updated, if necessary, annually.

Compliance Certification

All directors, officers and employees will be asked to certify this Code upon receipt and on an annual basis thereafter.
By certifying, the director, officer or employee acknowledges that he/she has read and understands the conditions of the
Code.

CODE OF BUSINESS CONDUCT AND ETHICS

Compliance Certificate

I understand that my signature below indicates that I have read and understand PetroQuest Energy, Inc.’s Code of Business
Conduct and Ethics. I will comply with the Code for as long as I am a director, officer or employee of PetroQuest Energy.

            
Signature     Date

5243689v2
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Exhibit 21.1 – Subsidiaries of PetroQuest Energy, Inc.

Name                                    Jurisdiction

PetroQuest Energy, L.L.C.1                        Louisiana

PetroQuest Oil and Gas, L.L.C.1                    Louisiana

TDC Energy LLC1                            Louisiana

Pittrans, Inc.2                                Oklahoma

Sea Harvester Energy Development Company, L.L.C.3        Louisiana

1 100% owned by PetroQuest Energy, Inc.
2 100% owned by PetroQuest Energy, Inc.
3 92% owned by TDC Energy LLC
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Exhibit 23.1

                                    

Consent of Independent Registered Public Accounting Firm



We consent to the incorporation by reference in the following Registration Statements:

(1) Registration Statement (Form S-8 No. 333-211487) pertaining to the 2016 PetroQuest Energy, Inc. Long Term Incentive
Plan,

(2) Registration Statement (Form S-8 No. 333-188731) pertaining to the PetroQuest Energy, Inc. 2013 Incentive Plan,

(3) Registration Statement (Form S-8 No. 333-184926) pertaining to the PetroQuest Energy, Inc. 2012 Employee Stock
Purchase Plan,

(4) Registration Statement (Form S-8 No. 333-174260) pertaining to the PetroQuest Energy, Inc. 1998 Amended and
Restated Incentive Plan,

(5) Registration Statement (Form S-8 No. 333-151296) pertaining to the PetroQuest Energy, Inc. 1998 Amended and
Restated Incentive Plan,

(6) Registration Statement (Form S-8 No. 333-134161) pertaining to the PetroQuest Energy, Inc. 1998 Amended and
Restated Incentive Plan,

(7) Registration Statement (Form S-8 No. 333-102758) pertaining to the PetroQuest Energy, Inc. 1998 Amended and
Restated Incentive Plan,

(8) Registration Statement (Form S-8 No. 333-88846) pertaining to the PetroQuest Energy, Inc. 1998 Amended and Restated
Incentive Plan,

(9) Registration Statement (Form S-8 No. 333-67578) pertaining to the PetroQuest Energy, Inc. 1998 Amended and Restated
Incentive Plan,

(10) Registration Statement (Form S-8 No. 333-52700) pertaining to the PetroQuest Energy, Inc. 1998 Amended and
Restated Incentive Plan, and

(11) Registration Statement (Form S-8 No. 333-65401) pertaining to the PetroQuest Energy, Inc. 1998 Amended and
Restated Incentive Plan;

of our report dated March 8, 2018, with respect to the consolidated financial statements of PetroQuest Energy, Inc. included
in this Annual Report (Form 10-K) of PetroQuest Energy, Inc. for the year ended December 31, 2017.

/s/ Ernst & Young LLP

New Orleans, Louisiana
March 8, 2018
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EXHIBIT 23.2

CONSENT OF RYDER SCOTT COMPANY, L.P.

We hereby consent to (i) the inclusion of our reserve report relating to certain estimated quantities of the proved reserves of
oil and gas, future net income and discounted future net income, effective December 31, 2017 of PetroQuest Energy, Inc. (the
“Company”) in this Annual Report on Form 10-K prepared by the Company for the year ending December 31, 2017, filed as Exhibit
99.1 of the Form 10-K, and (ii) the incorporation by reference in this Annual Report on Form 10-K prepared by the Company for the
year ending December 31, 2017, and to the incorporation by reference thereof into the Company’s previously filed Registration



Statements on Form S-8 (File Nos. 333-211487, 333-188731, 333-184926, 333-174260, 333-151296, 333-134161, 333-102758, 333-
88846, 333-67578, 333-52700 and 333-65401), of information contained in our report relating to certain estimated quantities of the
Company’s proved reserves of oil and gas, future net income and discounted future net income, effective December 31, 2017. We
further consent to references to our firm under the headings “Business and Properties Items - Oil and Gas Reserves” and “Risk
Factors,” and included in or made a part of the Annual Report on Form 10-K prepared by the Company for the year ended
December 31, 2017.

We further wish to advise that we are not employed on a contingent basis and that at the time of the preparation of our
report, as well as at present, neither Ryder Scott Company, L.P. nor any of its employees had, or now has, a substantial interest in
PetroQuest Energy, Inc. or any of its subsidiaries, as a holder of its securities, promoter, underwriter, voting trustee, director, officer
or employee.

/s/ RYDER SCOTT COMPANY, L.P.

RYDER SCOTT COMPANY, L.P.
TBPE Firm Registration No. F-1580

Houston, Texas
March 8, 2018

SUITE 600, 1015 4TH STREET, S.W.    CALGARY, ALBERTA T2R 1J4    TEL (403) 262-2799    FAX (403) 262-2790
621 17TH STREET, SUITE 1550    DENVER, COLORADO 80293-1501    TEL (303) 623-9147    FAX (303) 623-4258
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EXHIBIT 31.1

I, Charles T. Goodson, certify that:

1. I have reviewed this Form 10-K of PetroQuest Energy, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which
this report is being prepared; 

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles; 

(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and 

(d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during
the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial
reporting; and

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant's auditors and the
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audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and
report financial information; and 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant's internal control over financial reporting.

_/s/ Charles T. Goodson___
Charles T. Goodson
Chief Executive Officer
March 8, 2018
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EXHIBIT 31.2

I, J. Bond Clement, certify that:

1. I have reviewed this Form 10-K of PetroQuest Energy, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which
this report is being prepared; 

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles; 

(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and 

(d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during
the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial
reporting; and

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant's auditors and the
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audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and
report financial information; and 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant's internal control over financial reporting.

/s/ J. Bond Clement
J. Bond Clement
Chief Financial Officer
March 8, 2018
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