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Texas 27-4662601
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

5400 LBJ Freeway, Suite 1500

Dallas, Texas 75240 75240
(Address of principal executive offices) (Zip Code)
Registrant s telephone number, including area code: (972) 371-5200

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, par value $0.01 per share New York Stock Exchange
Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yes © No x
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes ©~ No x

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes © No x

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Website, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files). Yes = No ~

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K or any amendment to this Form 10-K. x

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act. (Check
one):

Large accelerated filer - Accelerated filer

Non-accelerated filer x (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x
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As of June 30, 2011, the registrant was a privately held company and not publicly traded. Accordingly, the market value of its common stock
held by non-affiliates on such date cannot be reasonably determined.

As of March 30, 2012, there were 55,272,860 shares of common stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

The information required by Part III of this annual report on Form 10-K, to the extent not set forth herein, is incorporated by reference to the
registrant s definitive proxy statement relating to the 2012 Annual Meeting of Shareholders which will be filed with the Securities and Exchange
Commission within 120 days after the end of the fiscal year to which this annual report on Form 10-K relates.
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Cautionary Note Regarding Forward-Looking Statements

Certain statements in this Annual Report on Form 10-K constitute forward-looking statements within the meaning of applicable U.S. securities

legislation. Additionally, forward-looking statements may be made orally or in press releases, conferences, reports, on our website or otherwise,

in the future, by us or on our behalf. Such statements are generally identifiable by the terminology used such as anticipate,  believe, continue,
could, estimate, expect, intend, may, might, potential, predict, project, should or other similar words.

By their very nature, forward-looking statements require us to make assumptions that may not materialize or that may not be accurate.
Forward-looking statements are subject to known and unknown risks and uncertainties and other factors that may cause actual results, levels of
activity and achievements to differ materially from those expressed or implied by such statements. Such factors include, among others: changes
in oil or natural gas prices, the timing of planned capital expenditures, availability of acquisitions, uncertainties in estimating proved reserves

and forecasting production results, operational factors affecting the commencement or maintenance of producing wells, the condition of the
capital markets generally, as well as our ability to access them, the proximity to and capacity of transportation facilities, uncertainties regarding
environmental regulations or litigation and other legal or regulatory developments affecting our business, and the other factors discussed below
and elsewhere in this report and in other documents that we file with or furnish to the U.S. Securities and Exchange Commission (the SEC ), all
of which are difficult to predict. Forward-looking statements may include statements about:

our business strategy;

our reserves;

our technology;

our cash flows and liquidity;

our financial strategy, budget, projections and operating results;

our oil and natural gas realized prices;

the timing and amount of future production of oil and natural gas;

the availability of drilling and production equipment;

the availability of oil field labor;

the amount, nature and timing of capital expenditures, including future exploration and development costs;

the availability and terms of capital;
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our drilling of wells;

government regulation and taxation of the oil and natural gas industry;

our marketing of oil and natural gas;

our exploitation projects or property acquisitions;

our costs of exploiting and developing our properties and conducting other operations;

general economic conditions;

competition in the oil and natural gas industry;
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the effectiveness of our risk management and hedging activities;

environmental liabilities;

counterparty credit risk;

developments in oil-producing and natural gas-producing countries;

our future operating results;

estimated future reserves and the present value thereof; and

our plans, objectives, expectations and intentions contained in this report that are not historical.
Although we believe that the expectations conveyed by the forward-looking statements are reasonable based on information available to us on
the date such forward-looking statements were made, no assurances can be given as to future results, levels of activity, achievements or financial
condition.

You should not place undue reliance on any forward-looking statement and should recognize that the statements are predictions of future results,
which may not occur as anticipated. Actual results could differ materially from those anticipated in the forward-looking statements and from
historical results, due to the risks and uncertainties described above, as well as others not now anticipated. The impact of any one factor on a
particular forward-looking statement is not determinable with certainty as such factors are interdependent upon other factors. The foregoing
statements are not exclusive and further information concerning us, including factors that potentially could materially affect our financial results,
may emerge from time to time. We do not intend to update forward-looking statements to reflect actual results or changes in factors or
assumptions affecting such forward-looking statements.
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PART I

Item 1. Business.

In this Annual Report on Form 10-K, references to we,  our, or the Company refer to Matador Resources Company and its subsidiaries
before the completion of our corporate reorganization on August 9, 2011 and Matador Holdco, Inc. and its subsidiaries after the completion of
our corporate reorganization on August 9, 2011. Prior to August 9, 2011, Matador Holdco, Inc. was a wholly owned subsidiary of Matador
Resources Company, now known as MRC Energy Company. Pursuant to the terms of our corporate reorganization, former Matador Resources
Company became a wholly owned subsidiary of Matador Holdco, Inc. and changed its corporate name to MRC Energy Company, and Matador
Holdco, Inc. changed its corporate name to Matador Resources Company.

Unless the context otherwise requires, the term common stock refers to shares of our common stock after the conversion of our Class B

common stock into Class A common stock upon the consummation of our initial public offering on February 7, 2012, as the Class A common
stock then became the only class of common stock authorized, and the term Class A common stock refers to shares of our Class A common
stock prior to the automatic conversion of our Class B common stock into Class A common stock upon the consummation of our initial public

offering.
For certain oil and natural gas terms used in this report, please see the Glossary of Oil and Natural Gas Terms included in this report.
General

We are an independent energy company engaged in the exploration, development, production and acquisition of o0il and natural gas resources in
the United States, with a particular emphasis on oil and natural gas shale plays and other unconventional resource plays. Our current operations
are located primarily in the Eagle Ford shale play in south Texas and the Haynesville shale play in northwest Louisiana and east Texas. We
expect the majority of our near-term capital expenditures will focus primarily on increasing our production and reserves from the Eagle Ford
shale play. We believe our interests in the Eagle Ford shale play will enable us to create a more balanced commodity portfolio through the
drilling of locations that are prospective for oil and liquids. In addition to these primary operating areas, we have acreage positions in southeast
New Mexico and west Texas and in southwest Wyoming and adjacent areas in Utah and Idaho where we continue to identify new oil and natural
gas prospects.

We are a Texas corporation founded in July 2003 by Joseph Wm. Foran, Chairman, President and CEO, and Scott E. King, Co-Founder and
Vice President, Geophysics and New Ventures. Mr. Foran began his career as an oil and natural gas independent in 1983 when he founded Foran
Oil Company with $270,000 in contributed capital from 17 friends and family members. Foran Oil Company was later contributed to Matador
Petroleum Corporation upon its formation by Mr. Foran in 1988. Mr. Foran served as Chairman and Chief Executive Officer of that company
from its inception until it was sold in June 2003 to Tom Brown, Inc., in an all cash transaction for an enterprise value of approximately $388.5
million.

Since our first well in 2004, we have drilled or participated in drilling 236 wells through December 31, 2011, including 106 Haynesville and
nine Eagle Ford wells. From December 31, 2008 through December 31, 2011, we grew our estimated proved reserves from 20.0 Bcfe to 193.2
Bcfe. At December 31, 2011, 34% of our estimated proved reserves were proved developed reserves, 12% of our estimated proved
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reserves were oil and 88% of our estimated proved reserves were natural gas. Our average daily production for the year ended December 31,
2011 was 42.3 MMcfe per day, including 39.8 MMcf of natural gas per day and 422 Bbl of oil per day as compared to an average daily
production of 23.6 MMcfe per day, including 23.0 MMcf of natural gas per day and 91 Bbl of oil per day for the year ended December 31, 2010.
We have achieved this growth while lowering operating costs (consisting of lease operating expenses and production taxes and marketing
expenses) from $1.16 per Mcfe for the year ended December 31, 2009, to $0.88 per Mcfe for the year ended December 31, 2011, or a decrease
of approximately 24%.

The following table presents certain summary data for each of our operating areas as of and for the year ended December 31, 2011:

Producing Total Identified Estimated Net Proved Avg.
Wells Drilling Locations® Reserves Daily
% Production
Net Acreage Gross Net Gross Net Befe® Developed (MMcfe)
South Texas:
Eagle Ford 28,673 9.0 7.3 193.0 153.1 27.9 37.9 33
Austin Chalk 14,849 16.0 16.0
Area Total® 28,673 9.0 7.3 209.0 169.1 27.9 37.9 33
NW Louisiana/E Texas:
Haynesville 14,527 106.0 11.6 524.0 102.9 150.4 26.4 32.3
Cotton Valley® 23,054 108.0 71.7 60.0 36.0 14.2 100.0 6.5
Area Total® 25,339 214.0 83.3 584.0 138.9 164.6 32.7 38.8
SW Wyoming, NE Utah, SE Idaho 135,862
SE New Mexico, West Texas 6,658 13.0 5.7 0.7 100.0 0.2
Total 196,532 236.0 96.3 793.0 308.0 193.2 33.7 423

(1) These locations have been identified for potential future drilling and are not currently producing. In addition, the total net identified drilling locations is
calculated by multiplying the gross identified drilling locations in an operating area by our working interest participation in such locations. At December 31,
2011, these identified drilling locations included 8 gross and 8 net locations to which we have assigned proved undeveloped reserves in the Eagle Ford and
102 gross and 17 net locations to which we have assigned proved undeveloped reserves in the Haynesville. We have no proved undeveloped reserves
assigned to identified drilling locations in the Austin Chalk or Cotton Valley at December 31, 2011.

(2) These estimates were prepared by our engineering staff and audited by independent reservoir engineers, Netherland, Sewell & Associates, Inc.

(3) Some of the same leases cover the net acres shown for the Eagle Ford formation and the Austin Chalk formation, a shallower formation than the Eagle Ford
formation. Therefore, the sum of the net acreage for both formations is not equal to the total net acreage for south Texas. This total includes acreage that we
are producing from or that we believe to be prospective for these formations.

(4) Includes shallower zones and also includes one well producing from the Frio formation in Orange County, Texas and two wells producing from the San
Miguel formation in Zavala County, Texas.

(5) Some of the same leases cover the net acres shown for the Haynesville formation and the Cotton Valley formation, a shallower formation than the
Haynesville formation. Therefore, the sum of the net acreage for both formations is not equal to the total net acreage for northwest Louisiana/east Texas. This
total includes acreage that we are producing from or that we believe to be prospective for these formations.

At December 31, 2011, our properties included approximately 51,000 gross acres and 29,000 net acres in the Eagle Ford shale play in Atascosa,
DeWitt, Dimmit, Karnes, LaSalle, Gonzales, Webb, Wilson and Zavala Counties in south Texas. We believe that approximately 85% of our

Eagle Ford acreage is prospective predominantly for oil or liquids production. In addition, portions of the acreage are also prospective for other
targets, such as the Austin Chalk, Olmos and Buda, from which we expect to produce predominantly oil and liquids. Approximately 80% of our
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Eagle Ford acreage is either held by production or not burdened by lease expirations before 2013. We have begun to explore and develop our
Eagle Ford position and from November 2010 through December 2011, we completed our first seven operated wells in this area.

Table of Contents

10



Edgar Filing: Matador Resources Co - Form 10-K

Table of Conten

At December 31, 2011, we have identified 193 gross locations and 153 net locations for potential future drilling on our Eagle Ford acreage.
These locations have been identified on a property-by-property basis and take into account criteria such as anticipated geologic conditions and
reservoir properties, estimated recoveries from nearby wells based on available public data, drilling densities observed from other operators,
estimated drilling and completion costs, spacing and other rules established by regulatory authorities and surface considerations, among others.
At December 31, 2011, we have identified potential drilling locations on approximately 75% of our net Eagle Ford acreage. As we explore and
develop our Eagle Ford acreage further, we believe it is possible that we may identify additional locations for drilling. At December 31, 2011,
these identified potential future drilling locations in the Eagle Ford shale play included 8 gross and 8 net locations to which we have assigned
proved undeveloped reserves.

In addition, at December 31, 2011, we had approximately 23,000 gross acres and 15,000 net acres in the Haynesville shale play in northwest
Louisiana and east Texas. Based on our analysis of geologic and petrophysical information (including total organic carbon content and maturity,
resistivity, porosity and permeability, among other information), well performance data and information available to us related to drilling
activity and results from wells drilled across the Haynesville shale play, approximately 5,500 of our net acres are located in what we believe is
the core area of the play. We believe the core area of the play includes that area in which the most Haynesville wells have been drilled by
operators and from which we anticipate natural gas recoveries would likely exceed 6 Bcf per well. Over 90% of our Haynesville acreage is held
by production from the Haynesville or other formations, and we believe much of it is also prospective for the Cotton Valley, Hosston (Travis
Peak) and other shallower formations. In addition, we believe approximately 1,700 of these net acres are prospective for the Middle Bossier
shale play.

At December 31, 2011, we have identified 524 gross locations and 103 net locations for potential future drilling in our Haynesville acreage.
These locations have been identified on a property-by-property basis and take into account criteria such as anticipated geologic conditions and
reservoir properties, estimated recoveries from our producing Haynesville wells and other nearby wells based on available public data, drilling
densities observed from other operators including on some of our non-operated properties, estimated drilling and completion costs, spacing and
other rules established by regulatory authorities and surface conditions, among others. Of the 524 gross locations identified for future drilling,
449 of these locations (52 net locations) have been identified within the 5,500 net acres that we believe are located in the core area of the
Haynesville play. As we explore and develop our Haynesville acreage further, we believe it is possible that we may identify additional locations
for future drilling. At December 31, 2011, these identified potential future drilling locations included 102 gross and 17 net locations in the
Haynesville shale play to which we have assigned proved undeveloped reserves.

We also have a large unevaluated acreage position in southwest Wyoming and adjacent areas in Utah and Idaho where we began drilling our
initial well in February 2011 to test the Meade Peak natural gas shale. We reached a depth of 8,200 feet, approximately 300 feet above the top of
the Meade Peak shale, before having operations suspended for several months due to wildlife restrictions. We resumed operations on this initial
test well in September 2011 and completed drilling and coring operations on this well in November 2011. At December 31, 2011, this well had
not been completed, as we were still evaluating the well logs and awaiting results from various core analysis tests. In addition, we have leasehold
interests in the Delaware and Midland Basins in southeast New Mexico and west Texas where we are developing new oil and natural gas
prospects.

We are active both as an operator and as a co-working interest owner with larger industry participants including affiliates of Chesapeake Energy
Corporation, EOG Resources, Inc., Royal Dutch Shell plc and others. Of the 236 gross wells we have drilled or participated in drilling, we
drilled approximately 40% of
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these wells as the operator, although our working interest is small in many of the non-operated wells, particularly in the Haynesville shale. At
December 31, 2011, we were the operator for approximately 85% of our Eagle Ford and 70% of our Haynesville acreage, including
approximately 22% of our acreage in what we believe is the core area of the Haynesville play. A large portion of our acreage in that core area is
operated by a subsidiary of Chesapeake Energy Corporation. We also operate all of our acreage in southwest Wyoming and the adjacent areas of
Utah and Idaho, as well as the vast majority of our acreage in southeast New Mexico and west Texas.

We are a non-operating working interest participant with affiliates of Chesapeake Energy Corporation, Royal Dutch Shell plc and several other
companies in the Haynesville shale and with EOG Resources, Inc. in the Eagle Ford shale. We have entered into a joint operating agreement
with an affiliate of Chesapeake Energy Corporation governing the Haynesville operations underlying our Elm Grove/Caspiana properties in
southern Caddo Parish, Louisiana and a joint operating agreement with EOG Resources, Inc. governing all operations on our joint acreage in
Atascosa County, Texas. We have not entered into a joint operating agreement with Royal Dutch Shell plc or certain other operators of wells in
the Haynesville area in which we have a minority working interest. Particularly when our working interest is small, we do not always enter into
formal operating agreements with the operators, and in such cases, we rely on applicable legal and statutory authority to govern our arrangement
in accordance with industry standard practices.

Where we do have joint operating agreements with affiliates of Chesapeake Energy Corporation and EOG Resources, Inc., these agreements call
for significant penalties should we elect not to participate in the drilling and completion of a well proposed by the operator, or a non-consent
well. These non-consent penalties typically allow the operator to recover up to 400% of its costs to drill, complete and equip the non-consent
well from the well s future net revenue prior to us being allowed to participate in the non-consent well for our original working interest.
Ultimately, the amount of these penalties may result in us having no participation at all in the non-consent well. We also have the right to
propose wells under these joint operating agreements, and the same non-consent penalties apply to the operator should it elect not to consent to a
well that we propose.

While we do not have direct access to our operating partners drilling plans with respect to future well locations, we do attempt to maintain
ongoing communications with the technical staff of these operators in an effort to understand their drilling plans for purposes of our capital
expenditure budget and our booking of any related proved undeveloped well locations. We review these locations with Netherland, Sewell &
Associates, Inc., our independent reservoir engineers, on a periodic basis to ensure their concurrence with our estimates of these drilling plans
and our approach to booking these reserves.
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The following table presents our 2012 anticipated capital expenditure budget of approximately $313.0 million segregated by target formation
and by whether the wells are expected to be exploration or development wells.

2012 Anticipated Capital

2012 Anticipated Drilling Expenditure Budget
Gross Wells() Net Wells() (in millions)®
Exploration Development  Total Exploration Development Total Exploration Development Total
South Texas
Eagle Ford 13.0 15.0 28.0 11.8 13.8 25.6 $1223 $ 134.9 $257.2
Austin Chalk 2.0 2.0 2.0 2.0 11.3 11.3
Area Total 15.0 15.0 30.0 13.8 13.8 27.6 133.6 134.9 268.5
NW Louisiana / E Texas
Haynesville 6.0 19.0 25.0 0.2 1.3 1.5 1.9 11.6 13.5
Cotton Valley
Area Total 6.0 19.0 25.0 0.2 1.3 1.5 1.9 11.6 13.5
SW Wyoming, NE Utah, SE Idaho 1.0 1.0 0.4 0.4 2.5 2.50)
SE New Mexico, West Texas
Other N/A N/A N/A N/A N/A N/A 25.0 35 28.5%
Total 22.0 34.0 56.0 14.4 15.1 29.5 $163.0 $ 150.0 $313.0

(1) Includes wells we currently expect to drill and complete as operator, plus those wells in which we currently plan to participate as a non-operator in 2012.

(2) Our capital expenditure budget is based on our net working interests in the properties.

(3) We have a carried interest for $5.0 million of the cost of this well presuming the election of our joint venture partner to participate in the drilling of this well.

(4) Includes $20.0 million to acquire additional leasehold interests primarily prospective for oil and liquids production in southeast New Mexico and west Texas.
Although we intend to allocate a portion of our 2012 capital expenditure budget to financing exploration, development and acquisition of
additional interests in the Haynesville shale play, we currently intend to allocate approximately 84% of our 2012 capital expenditure budget to
the exploration, development and acquisition of additional interests in the Eagle Ford shale play. Including these anticipated capital expenditures
in the Eagle Ford shale play, we plan to dedicate about 94% of our 2012 anticipated capital expenditure budget to opportunities prospective for
oil and liquids production. While we have budgeted $313.0 million for 2012, the aggregate amount of capital we will expend may fluctuate
materially based on market conditions and our drilling results. Since at December 31, 2011, over 90% of our Haynesville acreage was held by
production and approximately 80% of our Eagle Ford acreage was either held by production or not burdened by lease expirations before 2013,
we possess the financial flexibility to allocate our capital when we believe it is economical and justified.

Recent Developments

At March 30, 2012, we had drilled an aggregate of 15 Eagle Ford horizontal wells in south Texas as operator, including 10 wells in LaSalle
County, one well in Dimmit County, three wells in Karnes County and one well in DeWitt County. Thirteen of these wells have been completed
and are producing and two of these wells are awaiting completion. At March 30, 2012, we had two contracted drilling rigs operating in the Eagle
Ford play in south Texas: one in LaSalle County and one in Karnes County.
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On February 7, 2012, we completed our initial public offering of 14,883,334 shares of common stock at $12.00 per share. We sold 12,209,167
shares of common stock in this offering and certain selling shareholders sold 2,674,167 shares of common stock, including shares sold by us and
the selling shareholders pursuant to the partial exercise of the underwriters over-allotment option on March 7, 2012.

Between November 2011 and February 2012, we entered into various costless collars to mitigate our exposure to oil price volatility and enhance
predictability of our cash flows. As of March 30, 2012, we had hedged a total of 1,180,000 Bbls of oil for 2012, 1,260,000 Bbls of oil for 2013
and 120,000 Bbls of oil for 2014. For 2012, these collars have a weighted average price floor of $90.51 per Bbl and a weighted average price
ceiling of $109.84 per Bbl. For 2013, these collars have a weighted average price floor of $87.14 per Bbl and a weighted average price ceiling of
$110.26 per Bbl. For 2014, these collars have a weighted average price floor of $90.00 per Bbl and a weighted average price ceiling of $114.90
per Bbl.

In December 2011, we amended and restated our senior secured revolving credit agreement. This amendment increased the maximum facility
amount from $150.0 million to $400.0 million. Borrowings are limited to the lesser of $400.0 million or the borrowing base, which was $125.0
million as of March 30, 2012.

In November and December 2011, we completed three operated Eagle Ford horizontal wells, the Martin Ranch #2H, #3H and #5H in
northeastern LaSalle County, Texas. During initial flow tests on these wells, the Martin Ranch #2H tested at approximately 1,310 Bbls of oil and
1.8 MMcf of natural gas per day, the Martin Ranch #3H tested at approximately 620 Bbls of oil and 0.5 MMcf of natural gas per day, and the
Martin Ranch #5H tested at approximately 810 Bbls of oil and 0.6 MMcf of natural gas per day. All three wells were turned to sales in late
December 2011. We are the operator and have a 100% working interest in these three wells.

Between March and July 2011, we acquired leasehold interests in approximately 6,300 gross and 4,800 net acres in DeWitt, Karnes, Wilson and
Gonzales Counties, Texas in the Eagle Ford shale play from Orca ICI Development, JV. We believe that all of this acreage is in an oil and
liquids prone area of the Eagle Ford play. We believe that the acreage in Wilson and Gonzales Counties and a portion of DeWitt County will be
prospective for oil and liquids from the Austin Chalk formation in addition to the Eagle Ford. We paid approximately $31.5 million to acquire
this acreage. We currently own a 50% working interest in the acreage (approximately 2,800 gross and 1,400 net acres) in DeWitt County and are
the operator. We currently own a 100% working interest in the acreage (approximately 3,500 gross and 3,400 net acres) in Karnes, Wilson and
Gonzales Counties and are the operator.

Principal Areas of Interest

Our focus since inception has been the exploration for oil and natural gas in unconventional resource plays with a particular focus over the last
few years in the Haynesville shale play and more recently in the Eagle Ford shale play. Our exploration efforts have concentrated primarily on
known hydrocarbon-producing basins with well-established production histories offering the potential for multiple-zone completions. We have
also sought to balance the risk profile of our prospects, as well as to explore for more conventional targets in addition to the unconventional
resource plays.

At December 2011, our principal areas of interest consisted of (1) the Eagle Ford shale play in south Texas, (2) the Haynesville shale play,
including the Middle Bossier shale play, as well as the traditional Cotton Valley and Hosston (Travis Peak) formations in northwest Louisiana
and east Texas, (3) the Meade Peak shale play in southwest Wyoming and the adjacent areas of Utah and Idaho and (4) southeast New Mexico
and west Texas, including the Delaware and Midland Basins.
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South Texas
Eagle Ford Shale and Other Formations

About 8% of our daily production, or 3.3 MMcfe per day, including 331 Bbls of oil per day and 1.3 MMcf of natural gas per day, was produced
from the Eagle Ford shale in south Texas for the year ended December 31, 2011. The Eagle Ford contributed approximately 78% of our daily oil
production and about 3% of our daily natural gas production for 2011. For the month of December 2011, about 13% of our daily production, or
5.6 MMcfe per day, including 706 Bbls of oil per day and 1.3 MMcf per day, was produced from the Eagle Ford. During December 2011, the
Eagle Ford contributed 91% of our daily oil production and about 4% of our daily natural gas production. At December 31, 2011, approximately
14% of our proved reserves, or 27.9 Bcfe, was attributable to the Eagle Ford, including approximately 3.6 million Bbls of oil and 6.1 Bcf of
natural gas. Our Eagle Ford proved reserves at December 31, 2011 comprised approximately 96% of our proved oil reserves and approximately
4% of our proved natural gas reserves. The present value discounted at 10% for our proved reserves in the Eagle Ford at December 31, 2011 was
$130.2 million, or about 52% of the PV-10 for our total proved reserves of $248.7 million. We anticipate that the percentage of our daily
production and reserves attributable to the Eagle Ford shale will grow in 2012 as we intend to allocate approximately 84% of our 2012 capital
expenditure budget to the exploration, development and acquisition of additional interests in the Eagle Ford play in an effort to grow the oil and
liquids component of our production and reserves.

The Eagle Ford shale extends across portions of south Texas from the Mexican border into east Texas forming a band roughly 50 to 100 miles
wide and 400 miles long. The Eagle Ford is an organically rich calcareous shale, in places transitioning to an organic, argillaceous
lime-mudstone. It lies between the deeper Buda limestone and the shallower Austin Chalk formation. Most, if not all, of the oil found in the
Austin Chalk and Buda formations is generally believed to be sourced from the Eagle Ford shale. In the prospective areas for the Eagle Ford
shale, the interval averages 200 feet thick, is found at depths ranging from as shallow as 4,000 feet to as deep as 13,000 feet, and in much of the
deeper portions of the play is overpressured. The Eagle Ford shale has a total organic carbon content of 1% to 7% that is comparable to the
Haynesville shale, and is generally porous, with core-measured porosities ranging between 4% and 14%.

Along the entire length of the Eagle Ford trend the structural dip of the formation is consistently down to the south with relatively few, modestly
sized structural perturbations. As a result, depth of burial increases consistently southwards along with the thermal maturity of the formation.
Where the formation is shallow, it is less thermally mature and therefore more oil prone, and as it gets deeper and becomes more thermally
mature, the Eagle Ford shale is more natural gas prone. The transition between being more oil prone and more natural gas prone includes an
interval that typically produces wet gas with condensate. We believe that approximately 85% of our Eagle Ford acreage lies within those
portions of the Eagle Ford shale that are prone to produce oil or wet gas with condensate.

Most of the current Eagle Ford shale activity is concentrated in Atascosa, Bee, DeWitt, Dimmit, Frio, Gonzales, Karnes, LaSalle, Lavaca, Live
Oak, Maverick, McMullen, Webb, Wilson and Zavala Counties in south Texas. The first horizontal wells drilled specifically for the Eagle Ford
shale were drilled in 2008, leading to a discovery in LaSalle County. Since then, the play has expanded significantly across a large portion of
south Texas.

Publicly available information indicates that operators are typically drilling 3,500 to 7,000 feet horizontal laterals and applying hydraulic
fracture stimulation in multiple stages along the full length of the horizontal laterals to complete the wells and establish production. Although
production rates vary across the
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different areas of the play, initial production rates in the oil areas have been reported as high as 1,000 to 1,500 Bbls of oil per day with varying
amounts of associated natural gas. In the natural gas areas of the Eagle Ford play, initial production rates as high as 5.0 to 15.0 MMcfe per day
have been reported with varying amounts of associated oil and liquids.

At December 31, 2011, our aggregate leasehold interests consisted of approximately 51,000 gross acres and 29,000 net acres in the Eagle Ford
shale play in Atascosa, DeWitt, Dimmit, Karnes, LaSalle, Gonzales, Webb, Wilson and Zavala Counties in south Texas. We believe portions of
this acreage are also prospective for the Austin Chalk, Buda, Olmos and other formations, from which we expect to produce predominantly oil
and liquids. In particular, the Austin Chalk formation, which is a naturally fractured carbonate ranging in thickness from 200 to 400 feet, has
produced from several fields on or nearby portions of our acreage. Our Zavala County acreage, for example, is located within the historic
Pearsall (Austin Chalk) field.

We believe that approximately 85% of our Eagle Ford acreage is prospective predominantly for oil and liquids. At December 31, 2011, we
owned a 100% working interest in approximately 26,000 gross acres and 23,000 net acres in Dimmit, Gonzales, Karnes, LaSalle, Webb, Wilson
and Zavala Counties and a 50% working interest in approximately 2,800 gross and 1,400 net acres in DeWitt County and are the operator of this
acreage. We also owned an approximate 21% working interest in approximately 22,000 gross acres in Atascosa County operated by EOG
Resources, Inc. At December 31, 2011, approximately 80% of our Eagle Ford acreage was either held by production or not burdened by lease
expirations before 2013.

At December 31, 2011, we had drilled and completed seven Eagle Ford wells on our operated properties. All of these wells were producing to
sales, although four of these wells were initially placed on production in late December. At December 31, 2011, we had also participated in two
Eagle Ford wells with EOG Resources, Inc. as operator, on the Atascosa County acreage. Our first operated Eagle Ford horizontal well, the JCM
Jr. Minerals #1H in southern LaSalle County along the Edwards Reef, was completed in November 2010. First sales of oil and natural gas began
from this well in late January 2011, and during December 2011, the well produced at an average daily rate of approximately 0.5 MMcf of natural
gas and 9 Bbls of condensate per day, and through December 31, 2011, had produced a total of approximately 430 MMcf of natural gas and
11,200 Bbls of condensate. Our second operated Eagle Ford horizontal well, the Martin Ranch #1H in northeastern LaSalle County, was
completed in January 2011 and tested approximately 1,200 Bbls of oil per day during an initial flow test. First sales of oil and natural gas from
this well began in late March at approximately 700 Bbls of oil and 350 Mcf of natural gas per day. During December 2011, the well produced at
an average daily rate of approximately 330 Bbls of oil and 0.6 MMcf of natural gas per day, and through December 31, 2011, had produced a
total of 117,000 Bbls of oil and 144 MMcf of natural gas.

Our third operated Eagle Ford horizontal well, the Affleck #1H, was completed in February 2011 in eastern Dimmit County, Texas, and tested at
approximately 415 Bbls of oil and 5.4 MMcf of natural gas per day during an initial flow test. During December 2011, the well produced at an
average daily rate of 0.8 MMcf of natural gas and 38 Bbls of oil per day. In August 2011, we completed our fourth operated Eagle Ford
horizontal well, the Lewton #1H in DeWitt County, Texas. This well tested at approximately 2.7 MMcf of natural gas and 1,040 Bbls of
condensate per day during an initial flow test. The Lewton well began producing to sales in late December 2011.

In November and December 2011, we completed three additional operated Eagle Ford horizontal wells, the Martin Ranch #2H, #3H and #5H, in
northeastern LaSalle County, Texas. During initial flow tests on these wells, the Martin Ranch #2H tested at approximately 1,310 Bbls of oil and
1.8 MMcf of
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natural gas per day, the Martin Ranch #3H tested at approximately 620 Bbls of oil and 0.5 MMcf of natural gas per day, and the Martin Ranch
#5H tested at approximately 810 Bbls of oil and 0.6 MMcf of natural gas per day. All three wells were turned to sales in late December 2011.

Between March and July 2011, we acquired leasehold interests in approximately 6,300 gross and 4,800 net acres in DeWitt, Karnes, Wilson and
Gonzales Counties, Texas in the Eagle Ford shale play from Orca ICI Development, JV. We paid approximately $31.5 million to acquire this
acreage. We currently own a 50% working interest in the acreage (approximately 2,800 gross and 1,400 net acres) in DeWitt County and are the
operator. We currently own a 100% working interest in the acreage (approximately 3,500 gross and 3,400 net acres) in Karnes, Wilson and
Gonzales Counties and are the operator. At December 31, 2011, we had drilled and completed only one well on this acreage, the Lewton #1H in
DeWitt County.

We will pay 100% of the costs to drill and complete the first six wells drilled on the acreage in DeWitt County. We will have an 85% working
interest in these six wells until we have recovered all of our acquisition, drilling and completion costs from each well, at which time Orca s
working interest will increase to 50%. When the cumulative production from each of the first six wells reaches 500,000 BOE, on a well-by-well
basis, then Orca s working interest in that well increases to 55%. If the cumulative production from each of the first six wells reaches 750,000
BOE, on a well-by-well basis, then Orca s working interest in that well will increase to 70%. Both we and Orca will own a 50% working interest
in all subsequent wells drilled after the first six wells on the acreage in DeWitt County.

We will have a 100% working interest in the first five wells drilled on the acreage in Karnes, Wilson and Gonzales Counties. When we have
recovered all of our acquisition, drilling and completion costs from each of these five wells, Orca may elect, on a well-by-well basis, to back-in
for a 25% working interest in these wells. In addition, Orca retains a one-time election for a short period of time after we complete these first
five wells to participate for a 25% working interest in all subsequent wells drilled on this acreage by paying a purchase price equal to 25% of our
costs to acquire the acreage in Karnes, Wilson and Gonzales Counties.

At March 30, 2012, we had drilled an aggregate of 15 Eagle Ford horizontal wells in south Texas as operator, including 10 wells in LaSalle
County, one well in Dimmit County, three wells in Karnes County and one well in DeWitt County. Thirteen of these wells have been completed
and are producing and two of these wells are awaiting completion. At March 30, 2012 we had two contracted drilling rigs operating in the Eagle
Ford play in south Texas: one in LaSalle County and one in Karnes County. We are not currently experiencing difficulties in securing
completion, and particularly hydraulic fracturing services, for our newly drilled wells, although we experienced these problems at various times
during 2011 in south Texas and may have such difficulties again in the future. We believe that maintaining reliable and timely drilling and
completion services and reducing drilling and completion costs will be essential to the successful development and profitability of the Eagle
Ford shale play. See Risk Factors The Unavailability or High Cost of Drilling Rigs, Completion Equipment and Services, Supplies and
Personnel, Including Hydraulic Fracturing Equipment and Personnel, Could Adversely Affect Our Ability to Establish and Execute Exploration
and Development Plans within Budget and on a Timely Basis, Which Could Have a Material Adverse Effect on Our Financial Condition,
Results of Operations and Cash Flows.

We experienced temporary pipeline interruptions from time to time during 2011 associated with natural gas production from our Eagle Ford
wells and have been required to either shut in wells for brief periods or to flare some of the natural gas we produce. At March 30, 2012, we were
experiencing pipeline capacity limitations at our Martin Ranch lease in LaSalle County and are currently flaring a portion of the natural gas we
are producing there as a result. We believe that these pipeline interruptions and capacity
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constraints are temporary and that additional oil and natural gas pipeline infrastructure currently being built throughout south Texas will help to
alleviate these problems within 60 to 90 days. If we were required to shut in our production for long periods of time due to these pipeline
interruptions, it could have a material adverse effect on our business, financial condition, results of operations and cash flows. See Risk Factors
The Marketability of Our Production Is Dependent Upon Oil and Natural Gas Gathering and Transportation Facilities Owned and Operated by
Third Parties, and the Unavailability of Satisfactory Oil and Natural Gas Transportation Agreements Would Have a Material Adverse Effect on
Our Revenue.

In addition to the Eagle Ford potential on our acreage, we believe that approximately 24,000 gross acres and 15,000 net acres in south Texas are
prospective primarily for the Austin Chalk formation, which has historically been targeted by operators in south Texas. We have not yet drilled
an Austin Chalk well, and although we believe that other prospective well locations exist on this acreage, we have only included 16 gross and
net well locations in our total identified drilling locations at December 31, 2011.

Northwest Louisiana and East Texas

At December 31, 2011, most of our production and proved reserves was attributable to our acreage in northwest Louisiana and east Texas. For
the year ended December 31, 2011, about 76% of our daily production, or 32.3 MMcfe per day, was produced from the Haynesville shale, with
another 15%, or 6.5 MMcfe per day, produced from the Cotton Valley and other shallower formations in this area. At December 31, 2011,
approximately 78% of our proved reserves, or 150.4 Bcfe, were attributable to the Haynesville shale underlying this acreage with another 7% of
our proved reserves, or 14.2 Bcfe, associated with the Cotton Valley and shallower formations. In addition, we are evaluating the Bossier shale
play which is generally encountered above the Haynesville shale and below the Cotton Valley formation.

We operate all of our Cotton Valley and shallower production under this acreage, as well as all of our Haynesville production on the acreage
outside of what we believe to be the core area of the Haynesville play. Of the approximately 5,500 net acres that we consider to be in the core
area of the Haynesville play, we operate about 22% of that acreage.

In recent months, natural gas prices have declined to their lowest levels in many years, and at March 30, 2012, the NYMEX Henry Hub natural
gas futures contract for the earliest delivery date closed at $2.13 per MMBtu. We would not expect to drill any operated natural gas wells in
either our Haynesville or Cotton Valley properties until natural gas prices improved substantially from these levels or unless the costs to drill and
complete these wells were also to decline substantially from their recent levels. See Risk Factors Our Identified Drilling Locations Are
Scheduled Out Over Several Years, Making Them Susceptible to Uncertainties That Could Materially Alter the Occurrence or Timing of Their
Drilling.

Haynesville and Middle Bossier Shales

The Haynesville shale is an organically rich, overpressured marine shale found below the Cotton Valley and Bossier formations and above the
Smackover formation at depths ranging from 10,500 to 13,500 feet across a broad region throughout northwest Louisiana and east Texas,
including principally Bossier, Caddo, DeSoto and Red River Parishes in Louisiana and Harrison, Rusk, Panola and Shelby Counties in Texas.
The Haynesville shale has a typical thickness ranging from 100 to 300 feet. Total organic carbon ranges from 0.5% to 5.0%, with core-measured
porosities from 3% to 15%. The Haynesville shale produces primarily dry natural gas with almost no associated liquids.
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The oil and natural gas industry has focused significant attention on the Haynesville shale play over the last several years. Operators are
typically drilling 4,500 to 5,000 feet horizontal laterals and applying hydraulic fracture stimulation in multiple stages along the entire length of
the horizontal laterals to complete the wells and establish production. Although initial production rates vary widely across the play, initial
production rates as high as 20.0 to 25.0 MMcf per day of natural gas have been reported by operators from horizontal wells drilled and
completed in the Haynesville shale.

The Bossier shale is overpressured and is often divided into lower, middle and upper units. The Middle Bossier shale appears to be productive
for natural gas under large portions of DeSoto, Red River and Sabine Parishes in Louisiana and Shelby and Nacogdoches Counties in Texas,
where it shares many similar productive characteristics to the deeper Haynesville shale. Typically, the Middle Bossier shale is found at depths
ranging from 500 to 800 feet shallower than the Haynesville shale, has a typical thickness ranging from 150 to 300 feet, has core-measured
porosities ranging between 5% and 14%, and total organic carbon values between 0.5% and 4%. Although there is some overlap between the
Bossier and Haynesville shale plays, the two plays appear quite distinct and a separate horizontal wellbore is typically needed for each
formation.

At December 31, 2011, we had leasehold and mineral interests in approximately 23,000 gross and 15,000 net acres prospective for the
Haynesville shale. Portions of our acreage are located in Caddo, DeSoto, Bossier and Red River Parishes, Louisiana and in Harrison County,
Texas. This acreage includes approximately 5,500 net acres in what we believe is the core area of the play. Over 90% of our Haynesville acreage
is held by production and portions of it are also producing from and, we believe, prospective for the Cotton Valley, Hosston (Travis Peak) and
other shallower formations. In addition, we believe that approximately 1,700 net acres are prospective for the Middle Bossier play as well. We
have not yet drilled a Middle Bossier shale well, and, although we believe that prospective well locations exist on this acreage, we have not yet
included any Middle Bossier locations in our identified drilling locations at December 31, 2011.

Within the 5,500 net acres that we believe to be in the core area of the Haynesville shale play, we are the operator in two sections where we have
working interests of 95% and 100% in all wells to be drilled. In October 2010, as operator, we drilled and completed our L.A. Wildlife H #1
horizontal Haynesville well in the section in which we have a 95% working interest and on December 31, 2010 first sales of natural gas began
from this well. During December 2011, the well produced at an average daily rate of approximately 8.7 MMcf of natural gas per day, and
through December 31, 2011, had produced a total of approximately 3.4 Bcf of natural gas. In March 2011, we completed our operated Williams
17 H #1 horizontal Haynesville well on the second section where we have a 100% working interest. During December 2011, this well produced
at an average daily rate of 3.9 MMcf of natural gas per day and, through December 31, 2011, had produced approximately 1.8 Bcf of natural gas.
We began producing both of these wells at a constrained rate of about 10.0 MMcf of natural gas per day. We have identified 12 gross and
approximately 12 net potential additional Haynesville locations that we may drill and operate in the future in these two sections.

The remainder of our acreage in the core area of the Haynesville shale play, about 4,300 net acres, is operated by other companies. Just over half
of our non-operated Haynesville acreage in this area of the play results from a transaction with a subsidiary of Chesapeake in July 2008. The
remainder of our non-operated Haynesville acreage is attributable to leasehold interests that we hold in approximately 87 sections in Caddo,
DeSoto, Bossier and Red River Parishes. Our working interests in the Haynesville wells in these sections range from less than 1% to more than
30%. At December 31, 2011, our production from these non-operated Haynesville wells averaged approximately 22 MMcfe per day.
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We do not plan to drill any operated Haynesville wells in 2012, but we have budgeted capital expenditures of approximately $13 million for our
anticipated participation in approximately 25 gross (1.5 net) non-operated wells that may be drilled in order to hold expiring acreage or that may
be proposed in multi-well development programs to evaluate optimal well spacing.

Cotton Valley, Hosston (Travis Peak) and Other Shallower Formations

Prior to initiating natural gas production from the Haynesville shale in 2009, almost all of our production and reserves in northwest Louisiana
and east Texas were attributable to wells producing from the Cotton Valley formation. We own almost all of the shallow rights from the base of
the Cotton Valley formation to the surface under our acreage in northwest Louisiana and east Texas.

All of the shallow rights underlying our acreage in our Elm Grove/Caspiana properties in northwest Louisiana, approximately 10,000 gross and
net acres at December 31, 2011, is held by existing production from the Cotton Valley formation or the Haynesville shale. The Cotton Valley
formation was the primary producing zone in the Elm Grove field prior to discovery of the Haynesville shale. The Cotton Valley formation is a
low permeability gas sand that ranges in thickness from 200 to 300 feet and has porosities ranging from 6% to 10%.

In January 2011, we completed our first horizontal Cotton Valley well, the Tigner Walker H #1-Alt. in our Elm Grove/Caspiana properties, in
DeSoto Parish and commenced sales of natural gas from this well. Prior to this time, we had only drilled and completed vertical Cotton Valley
and Hosston wells on these properties. During December 2011, this well produced at an average daily rate of approximately 1.6 MMcf of natural
gas per day and through December 31, 2011, had produced a total of approximately 950 MMcf of natural gas. We are the operator and have a
100% working interest in this well. We have identified 60 gross and 36 net additional drilling locations for future Cotton Valley horizontal wells
in our Elm Grove/Caspiana properties. We do not plan to drill any of these locations in 2012. As all of this acreage is held by existing
production, we expect to allocate the majority of our near-term capital expenditures primarily to exploration and development of our Eagle Ford
shale acreage in south Texas.

We also continue to hold the shallow rights by existing production or by leases that are still in their primary terms in our central and southwest
Pine Island, Longwood, Woodlawn and other prospect areas in northwest Louisiana and east Texas. At December 31, 2011, we held an
estimated 11,500 net leasehold and mineral acres by existing production in these areas.

Southwest Wyoming, Northeast Utah and Southeast Idaho Meade Peak Shale

The Meade Peak shale is an organic-rich source rock that has sourced much of the oil and natural gas in conventional reservoirs in the western
Wyoming and eastern Utah area. The Meade Peak shale has an observed shale thickness of 70 to 350 feet, total organic carbon of 3% to 7% and
vitrinite reflectance values ranging from 1.8% to 2.7%. The Meade Peak shale is encountered at drill depths of 3,000 to 14,000 feet, with the
majority of our acreage in the depth range of 3,000 to 10,000 feet. The shale has been penetrated by over 100 wells in the area, most of which
have natural gas shows. Seismic and subsurface data show distinct, stacked thrust plates with areas of sediment prospective for natural gas.

At December 31, 2011, we had assembled approximately 144,000 gross, or approximately 136,000 net, acres in southwest Wyoming and
adjacent areas in Utah and Idaho as part of a natural gas shale exploratory prospect targeting the Meade Peak shale. The majority of this acreage,
with lease terms of five to ten years, has been acquired by us within the past four to five years, and we are the operator of this prospect.
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We believe there have been no previous attempts to drill horizontally or to hydraulically fracture the Meade Peak shale in this area. Our focus to
date has been to confirm the structure of the Meade Peak shale, understand its characteristics and evaluate its potential. We have gathered well
log data in the area and studied the petrophysical characteristics. In addition, we have purchased 2-D seismic data and have worked with a
structural geologist that has experience in the immediate area to better understand the area s tectonic history.

We have entered into a participation and joint operating agreement with other parties covering the initial exploration efforts and, if successful,
the future development of this acreage. We began drilling the initial test well on this prospect, the Crawford Federal #1 well in Lincoln County,
Wyoming, in February 2011. We reached a depth of 8,200 feet, approximately 300 feet above the top of the Meade Peak shale, before having
operations suspended for several months due to wildlife restrictions. We resumed operations on this initial test well in September 2011 and
completed drilling and coring operations on this well in November 2011. At December 31, 2011, this well had not been completed, as we were
still evaluating the well logs and awaiting results from various core analysis tests.

Approximately 102,000 gross, or approximately 93,000 net, acres in this prospect are scheduled to expire at various times during 2012.
Although we plan to seek extensions on some of this acreage, certain leases, particularly those taken on state lands, do not offer the opportunity
for automatic extension, and we will be required to obtain new leases on these lands should we desire and be able to do so. We expect that a
significant portion of the 93,000 net acres will be allowed to expire during 2012, while we and our partners continue to evaluate the results from
our initial test well and plan for its completion and further testing. We have no production and no proved reserves attributable to this acreage at
December 31, 2011.

Southeast New Mexico and West Texas Delaware and Midland Basins

The Delaware and Midland Basins are mature exploration and production provinces with extensive developments in a wide variety of petroleum
systems resulting in stacked target horizons in many areas. Historically, the majority of development in these basins has focused on relatively
conventional reservoir targets, but we believe the combination of advanced formation evaluation, 3-D seismic technology, horizontal drilling and
hydraulic fracturing technology is enhancing the development potential of these basins.

One example of such an opportunity appears to be the so-called Wolf-Bone play of the Delaware Basin. Together, the Lower Permian age Bone
Spring (also called Leonardian) and Wolfcamp formations span several thousand feet of stacked shales, sandstones, limestones and dolomites
representing complex and dynamic submarine depositional systems that include several organic rich source rocks. Throughout these intervals,

oil and natural gas have been produced primarily from conventional sandstone and carbonate reservoirs even though hydrocarbons are trapped in
the tight sands, limestones and dolomites interbedded within organic rich shale. Recently, these hydrocarbon-bearing zones have been

recognized by a number of operators as targets for horizontal drilling and multi-stage hydraulic fracturing techniques. As a result, several large
industry players are expanding positions and conducting drilling programs throughout Lea and Eddy Counties in southeast New Mexico and
Loving, Reeves and Ward Counties in west Texas.

Although the Delaware and Midland Basins have not been a primary focus of our recent operations or exploration efforts, we were developing
new oil and natural gas prospects in these basins at December 31, 2011. Most notably, we have identified potential drilling opportunities on our
acreage, particularly in southeast New Mexico, near old vertical wells, some of which have produced up to 1,000,000 BOE from the Wolfcamp
formation and up to 500,000 BOE from the Bone Spring formation. These wells suggest a hydrocarbon-rich environment in the area of our
acreage, and after completing our internal geologic studies, we may determine to drill a Wolfcamp or Bone Spring vertical well or to drill a
horizontal well to test these formations on our acreage.
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At December 31, 2011, we had not included any potential drilling locations on our acreage in our total identified drilling locations, and we had
not budgeted any capital expenditures to drill wells in southeast New Mexico or west Texas during 2012. We have budgeted $20.0 million of our
anticipated 2012 capital expenditures to acquire additional leasehold interests primarily prospective for oil and liquids production in areas of
southeast New Mexico and west Texas where we are developing new prospects. Although we do have existing leasehold interests in this area of
approximately 11,000 gross and approximately 7,000 net acres at December 31, 2011, we believe approximately 8,000 gross and 4,000 net acres
are no longer prospective, and we plan to let them expire without drilling.

Operating Summary

The following table sets forth certain unaudited production data for the years ended December 31, 2011, 2010 and 2009:

Unaudited Production Data

Net Production Volumes:

Oil (MBbls)

Natural gas (Bcf)

Total natural gas equivalents (Bcfe)()
Average daily production (MMcfe/d)™)

Average Sales Prices:

Oil (per Bbl)

Natural gas, with realized derivatives (per Mcf)
Natural gas, without realized derivatives (per Mcf)

Operating Expenses (per Mcfe):
Production taxes and marketing

Lease operating

Depletion, depreciation and amortization
General and administrative

(1) Estimated using a conversion ratio of one Bbl per six Mcf.

Year Ended December 31,
2011 2010 2009
154 33 30
14.5 8.4 4.8
15.4 8.6 5.0
423 23.6 13.7
$93.80 $ 76.39 $57.72
$ 4.11 $ 438 $ 5.17
$ 3.62 $ 3.75 $ 3.59
$ 041 $ 023 $ 022
$ 047 $ 0.61 $ 094
$ 2.06 $ 1.81 $ 2.15
$ 0.87 $ 1.13 $ 142

The following table sets forth information regarding our average net daily production and total production for the year ended December 31, 2010

from our primary operating areas:

South Texas:
Eagle Ford
Austin Chalk(®

Area Total

NW Louisiana/E Texas:
Haynesville
Cotton Valley®

Area Total

SW Wyoming, NE Utah, SE Idaho()
SE New Mexico, West Texas

Table of Contents

Average Net Daily Production

Gas

Gas Oil Equivalent

(Mcf/d) (Bbls/d) (Mcfe/d)
4 19 119
4 19 119
17,127 1 17,132
5,840 40 6,074
22,967 41 23,206
43 31 228

Total Net
Production
(MMcfe)

43

43

6,253

2,218

8,471

83

Percentage of
Total Net
Production

0.5%

0.5

72.7

25.8

98.5

1.0
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Total 23,014 91 23,553 8,597 100.0%

(1) We currently have no production from our acreage in southwest Wyoming and adjacent areas of Utah and Idaho and insignificant production from the Aus
Chalk formation in south Texas.

(2) Includes the Cotton Valley formation and shallower zones and also includes one well producing from the Frio formation in Orange County, Texas and two
wells producing from the San Miguel formation in Zavala County, Texas.
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The following table sets forth information regarding our average net daily production and total production for the year ended December 31, 2011
from our primary operating areas:

Average Net Daily Production

Gas Total Net Percentage of
Gas il Equivalent Production Total Net

(Mcf/d) (Bbls/d) (Mcfe/d) (MMcfe) Production
South Texas:
Eagle Ford 1,298 331 3,286 1,200 7.8%
Austin Chalk(D
Area Total 1,298 331 3,286 1,200 7.8
NW Louisiana/E Texas:
Haynesville 32,319 32,319 11,797 76.4
Cotton Valley® 6,084 64 6,465 2,360 15.3
Area Total 38,403 64 38,784 14,157 91.7
SW Wyoming, NE Utah, SE Idaho()
SE New Mexico, West Texas 59 27 221 81 0.5
Total 39,760 422 42,291 15,438 100.0%

(1) We currently have no production from our acreage in southwest Wyoming and adjacent areas of Utah and Idaho and insignificant production from the Austin
Chalk formation in south Texas.

(2) Includes the Cotton Valley formation and shallower zones and also includes one well producing from the Frio formation in Orange County, Texas and two
wells producing from the San Miguel formation in Zavala County, Texas.
Our total production of 15.4 Bcfe for the year ended December 31, 2011 was an increase of 79% over our total production of 8.6 Bcfe for the
year ended December 31, 2010. This increased production was primarily due to drilling operations in the Haynesville shale, but a portion of the
increase also reflects production due to our initial drilling operations in the Eagle Ford shale. Our total production of 8.6 Bcfe for the year ended
December 31, 2010 was an increase of 72% over our total production of 5.0 Bcfe for the year ended December 31, 2009. Most of this increase
was attributable to our drilling operations in the Haynesville shale play. In addition, as a result of production from new wells that were
completed in 2011, our daily production for the year ended December 31, 2011 averaged approximately 42.3 MMcfe per day, as compared to
23.6 MMcfe per day for the year ended December 31, 2010. Our daily oil production for the year ended December 31, 2011 averaged 422 Bbls
per day, an approximate five-fold increase from 91 Bbls per day for the year ended December 31, 2010.
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Producing Wells

The following table sets forth information relating to producing wells at December 31, 2011. Wells are classified as oil or natural gas according
to their predominant production stream. We do not have any currently active dual completions. We have an approximate average working
interest of 92% in all wells that we operate. For wells where we are not the operator, our working interests range from less than 1% to as much
as 44%, and average approximately 9%. In the table below, gross wells are the total number of producing wells in which we own a working
interest, and net wells represent the total of our fractional working interests owned in the gross wells.

Natural Gas Wells Oil Wells Total Wells
Gross Net Gross Net Gross Net
South Texas:
Eagle Ford 2.0 2.0 7.0 53 9.0 7.3
Austin Chalk(®

Area Total 2.0 2.0 7.0 53 9.0 7.3
NW Louisiana/E Texas:

Haynesville 106.0 11.6 106.0 11.6
Cotton Valley® 106.0 69.7 2.0 2.0 108.0 71.7
Area Total 212.0 81.3 2.0 2.0 214.0 83.3
SW Wyoming, NE Utah, SE Idaho()

SE New Mexico, West Texas 1.0 0.6 12.0 5.1 13.0 5.7
Total 215.0 83.9 21.0 12.4 236.0 96.3

(1) We currently have no producing wells on our acreage in southwest Wyoming and adjacent areas of Utah and Idaho and insignificant production from the
Austin Chalk formation in south Texas.

(2) Includes shallower zones and also includes one well producing from the Frio formation in Orange County, Texas and two wells producing from the San
Miguel formation in Zavala County, Texas.
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Estimated Proved Reserves

The following table sets forth our estimated proved oil and natural gas reserves at December 31, 2011, 2010 and 2009. The reserves estimates
were based on evaluations prepared by our engineering staff and have been audited for their reasonableness by Netherland, Sewell & Associates,
Inc., independent reservoir engineers. These reserves estimates were prepared in accordance with the SEC s rules for oil and natural gas reserves
reporting. The estimated reserves shown are for proved reserves only and do not include any unproved reserves classified as probable or possible
reserves that might exist for our properties, nor do they include any consideration that could be attributable to interests in unproved and
unevaluated acreage beyond those tracts for which proved reserves have been estimated. Proved oil and natural gas reserves are the estimated
quantities of crude oil, natural gas and natural gas liquids which geological and engineering data demonstrate with reasonable certainty to be
recoverable in future years from known reservoirs under existing economic and operating conditions. Our total estimated proved reserves are
estimated using a conversion ratio of one Bbl per six Mcf.

At December 31,0

2011 2010 2009
Estimated Proved Reserves Data:(®
Estimated proved reserves:
Oil (MBbls) 3,794 152 103
Natural Gas (Bcf) 170.4 127.4 63.9
Total (Bcfe) 193.2 128.3 64.5
Estimated proved developed reserves:
Oil (MBbls) 1,419 152 103
Natural Gas (Bcf) 56.5 43.1 254
Total (Bcfe) 65.1 44.1 26.0
Percent developed 33.7% 34.3% 40.3%
Estimated proved undeveloped reserves:
Oil (MBbls) 2,375
Natural Gas (Bcf) 113.9 84.3 38.6
Total (Bcfe) 128.1 84.3 38.6
PV-100) (in millions) $248.7 $119.9 $70.4
Standardized Measure® (in millions) $2155 $111.1 $65.1

(1) Numbers in table may not total due to rounding.

(2) Our estimated proved reserves, PV-10 and Standardized Measure were determined using index prices for oil and natural gas, without giving effect to
derivative transactions, and were held constant throughout the life of the properties. The unweighted arithmetic averages of the first-day-of-the-month prices
for the 12 months ended December 31, 2009 were $57.65 per Bbl for oil and $3.866 per MMBu for natural gas, for the 12 months ended December 31, 2010
were $75.96 per Bbl for oil and $4.376 per MMBLtu for natural gas, and for the 12 months ended December 31, 2011 were $92.71 per Bbl for oil and $4.118
per MMBtu for natural gas. These prices were adjusted by lease for quality, energy content, regional price differentials, transportation fees, marketing
deductions and other factors affecting the price received at the wellhead.

(3) PV-10is a non-GAAP financial measure and generally differs from Standardized Measure, the most directly comparable GAAP financial measure, because it
does not include the effects of income taxes on future net revenues. PV-10 is not an estimate of the fair market value of our properties. We and others in the
industry use PV-10 as a measure to compare the relative size and value of proved reserves held by companies and of the potential return on investment related
to the companies properties without regard to the specific tax characteristics of such entities. Our PV-10 at December 31, 2009, 2010 and 2011 may be
reconciled to our Standardized Measure of discounted future net cash flows at such dates by reducing our PV-10 by the discounted future income taxes
associated with such reserves. The discounted future income taxes at December 31, 2009, 2010 and 2011 were, in millions, $5.3, $8.8 and $33.2, respectively.
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(4) Standardized Measure represents the present value of estimated future net cash flows from proved reserves, less estimated future development, production,
plugging and abandonment costs and income tax expenses, discounted at 10% per annum to reflect the timing of future cash flows. Standardized Measure is
not an estimate of the fair market value of our properties.
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Our total proved oil and natural gas reserves increased from 128.3 Befe at December 31, 2010 to 193.2 Befe at December 31, 2011. Most of this
increase is attributable to proved reserves added due to our drilling operations in both the Eagle Ford and Haynesville shale plays. The increase
in proved oil reserves specifically from 152 MBbls at December 31, 2010 to 3,794 MBbls at December 31, 2011 is attributable to proved oil
reserves added due to our drilling operations in the Eagle Ford shale play. Our proved reserves at December 31, 2011 were made up of
approximately 88% natural gas and 12% oil. Our proved developed reserves increased from 44.1 Bcfe at December 31, 2010 to 65.1 Befe at
December 31, 2011 due primarily to proved developed reserves added as a result of drilling operations in both the Eagle Ford and Haynesville
shale plays. The increase in proved developed oil reserves specifically from 152 MBbls at December 31, 2010 to 1,419 MBbls at December 31,
2011 is attributable to proved developed oil reserves added due to our drilling operations in the Eagle Ford shale play. Our proved undeveloped
reserves increased from 84.3 Befe at December 31, 2010 to 128.1 Befe at December 31, 2011 due primarily to our drilling operations in the
Eagle Ford and Haynesville shale plays. The increase in our proved undeveloped oil reserves specifically from zero to 2,375 MBbls at
December 31, 2011 is attributable to our drilling operations in the Eagle Ford shale play. The net increase of 43.8 Bcfe in our proved
undeveloped reserves from December 31, 2010 to December 31, 2011 is composed of (1) additions of 49.0 Bcfe to proved undeveloped reserves
identified through drilling operations, less (2) the conversion of 3.4 Bcfe of proved undeveloped reserves to proved developed reserves, less

(3) the downward revisions of proved undeveloped reserves by 1.8 Bcfe in the period. During this period, we recorded no changes to proved
undeveloped reserves as a result of the acquisition or divestment of reserves. At December 31, 2011, we had no proved reserves in our estimates
that remained undeveloped for five years or more following their initial booking.

The following table sets forth additional summary information by operating area with respect to our estimated proved reserves at December 31,
2011:

Net Proved Reserves()

Gas Standardized
Oil Gas Equivalent PV-10® Measure®
(in
(MBbls) (Bcf) (Bcfe) (in millions) millions)

South Texas:
Eagle Ford 3,636 6.1 27.9 $ 130.2 $ 112.8
Austin Chalk®
Area Total 3,636 6.1 27.9 130.2 112.8
NW Louisiana/E Texas:
Haynesville 150.4 150.4 96.6 83.7
Cotton Valley® 61 13.8 14.2 19.5 16.9
Area Total 61 164.2 164.6 116.1 100.6
SW Wyoming, NE Utah, SE Idaho®
SE New Mexico, West Texas 97 0.1 0.7 2.4 2.1
Total 3,794 170.4 193.2 $ 248.7 $ 215.5

(1) Numbers in table may not total due to rounding.

(2) PV-10is a non-GAAP financial measure and generally differs from Standardized Measure, the most directly comparable GAAP financial measure, because it
does not include the effects of income taxes on future net revenues. PV-10 is not an estimate of the fair market value of our properties. We and others in the
industry use PV-10 as a measure to compare the relative size and value of proved reserves held by companies and of the potential return on investment related
to the companies properties without regard to the specific tax characteristics of such entities. Our PV-10 at December 31, 2011 may be reconciled to our
Standardized Measure of discounted future net cash flows at such date by reducing our PV-10 by the discounted future income taxes associated with such
reserves. The discounted future income taxes at December 31, 2011 were approximately $33.2 million.

(3) Standardized Measure represents the present value of estimated future net cash flows from proved reserves, less estimated future development, production,
plugging and abandonment costs and income tax expenses, discounted at 10% per annum to reflect the timing of future cash flows. Standardized Measure is
not an estimate of the fair market value of our properties.
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(4) At December 31, 2011, we had no proved reserves attributable to the Austin Chalk formation in south Texas or to our acreage in southwest Wyoming and
adjacent areas of Utah and Idaho.

(5) Includes Cotton Valley and shallower zones and also includes one well producing from the Frio formation in Orange County, Texas and two wells producing
from the San Miguel formation in Zavala County, Texas.
Technology Used to Establish Reserves

Under current SEC rules, proved reserves are those quantities of oil and natural 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. The term reasonable certainty implies a high degree of confidence that the
quantities of oil and/or natural gas actually recovered will equal or exceed the estimate. Reasonable certainty can be established using techniques
that have been proven effective by actual production from projects in the same reservoir or an analogous reservoir or by other evidence using
reliable technology that establishes reasonable certainty. Reliable technology is a grouping of one or more technologies (including computational
methods) that have been field tested and have been demonstrated to provide reasonably certain results with consistency and repeatability in the
formation being evaluated or in an analogous formation.

In order to establish reasonable certainty with respect to our estimated proved reserves, we used technologies that have been demonstrated to
yield results with consistency and repeatability. The technologies and technical data used in the estimation of our proved reserves include, but
are not limited to, electric logs, radioactivity logs, core analyses, geologic maps and available downhole and production data, seismic data and
well test data. Reserves for proved developed producing wells were estimated using production performance and material balance methods.
Certain new producing properties with little production history were forecast using a combination of production performance and analogy to
offset production. Non-producing reserves estimates for both developed and undeveloped properties were forecast using either volumetric and/or
analogy methods.

Internal Control Over Reserves Estimation Process

We maintain an internal staff of petroleum engineers and geoscience professionals to ensure the integrity, accuracy and timeliness of the data
used in our reserves estimation process. Our Reserves Manager is primarily responsible for overseeing the preparation of our reserves estimates
and has over 15 years of industry experience. Our Reserves Manager received his Ph.D. degree in Petroleum Engineering from Texas A&M
University, is a Licensed Professional Engineer in the State of Texas and received a certificate of completion in a prescribed course of study in
Reserves and Evaluation from Texas A&M University in May 2009. Our Vice President = Reservoir Engineering is responsible for reviewing and
approving our reserves estimates and has over 30 years of industry experience. Following the preparation of our reserves estimates, we had our
reserves estimates audited for their reasonableness by Netherland, Sewell & Associates, Inc., our independent petroleum engineers. The
Engineering Committee of our board of directors reviews the reserves report and our reserves estimation process, and the results of the reserves
report and the independent audit of our reserves are reviewed by members of our board of directors, including members of our Audit Committee.
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Acreage Summary

The following table sets forth the approximate acreage in which we held a leasehold, mineral or other interest at December 31, 2011. At that
date, only about 12% of our total acreage had been developed, although these percentages are much higher in northwest Louisiana and east
Texas.

Developed Acres Undeveloped Acres Total Acres

Gross Net Gross Net Gross Net
South Texas:
Eagle Ford 2,514 2,130 48,225 26,543 50,739 28,673
Austin Chalk 24,473 14,849 24,473 14,849
Area Total(D) 2,514 2,130 48,225 26,543 50,739 28,673
NW Louisiana/E Texas:
Haynesville 18,713 10,599 4,158 3,928 22,871 14,527
Cotton Valley® 20,942 17,846 5,327 5,208 26,269 23,054
Area Total® 23,033 19,691 5,866 5,648 28,899 25,339
SW Wyoming, NE Utah, SE Idaho 144,368 135,862 144,368 135,862
SE New Mexico, West Texas 1,160 1,038 9,554 5,620 10,714 6,658
Total 26,707 22,859 208,013 173,673 234,720 196,532

(1) Some of the same leases cover the net acres shown for the Eagle Ford shale and the Austin Chalk formation, a shallower formation than the Eagle Ford shale.
Consequently, the total acreage will not equal the sum of the acreage by operating area.

(2) Includes shallower zones and also includes acreage surrounding one well producing from the Frio formation in Orange County, Texas.

(3) Some of the same leases cover the net acres shown for the Haynesville formation and the Cotton Valley formation, a shallower formation than the
Haynesville shale. Consequently, the total acreage will not equal the sum of the acreage by operating area.
Undeveloped Acreage Expiration

The following table sets forth the approximate number of gross and net undeveloped acres at December 31, 2011 that will expire prior to
December 31, 2013 by operating area unless production is established within the spacing units covering the acreage prior to the expiration dates
or unless the existing leases are renewed prior to expiration:

Acres Acres
Expiring 2012 Expiring 2013
Gross Net Gross Net

South Texas:

Eagle Ford 15,044 4,349 12,165 7,149
Austin Chalk 5,731 1,133 3,851 2,646
Area Total(D) 15,044 4,349 12,165 7,149
NW Louisiana/E Texas

Haynesville 644 395 40 5
Cotton Valley 750 401 40 5
Area Total® 750 401 40 5
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SW Wyoming, NE Utah, SE Idaho 101,905 93,356 8,461 8,301
SE New Mexico, West Texas 1,712 79 8,454 2,715
Total 119,411 98,185 29,120 18,170

(1) Some of the same leases cover the net acres shown for the Eagle Ford shale and the Austin Chalk formation, a shallower formation than the Eagle Ford shale.
Consequently, the total acreage will not equal the sum of the acreage by operating area.

(2) Some of the same leases cover the net acres shown for the Haynesville shale and the Cotton Valley formation, a shallower formation than the Haynesville
shale. Consequently, the total acreage will not equal the sum of the acreage by operating area.
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Many of the leases comprising the acreage set forth in the table above will expire at the end of their respective primary terms unless production
from the acreage has been established prior to such date, in which event the lease will remain in effect until the cessation of production in
commercial quantities. We also have options to extend some of our leases through payment of additional lease bonus payments prior to the
expiration of the primary term of the leases. In addition, we may attempt to secure a new lease upon the expiration of certain of our acreage;
however, there may be third party leases that become effective immediately if our leases expire at the end of their respective terms and
production has not been established prior to such date. Our leases are mainly fee leases with three to five years of primary term. We believe that
our lease terms are similar to our competitors fee lease terms as they relate to both primary term and royalty interests.

Drilling Results

The following table summarizes our drilling activity for the three years ended December 31, 2011, 2010 and 2009:

Year Ended December 31,
2011 2010 2009

Gross Net Gross Net Gross Net
Development Wells
Productive 30 0.6 5 1.7 3 1.3
Dry
Exploration Wells
Productive 30 10.2 36 34 15 6.0
Dry 2 2.0
Total Wells
Productive 60 10.8 41 5.1 18 7.3
Dry 2 2.0
Marketing

Our crude oil is generally sold under short-term, extendable and cancellable agreements with unaffiliated purchasers based on published price
bulletins reflecting an established field posting price. As a consequence, the prices we receive for crude oil and liquids move up and down in
direct correlation with the oil market as it reacts to supply and demand factors. Transportation costs related to moving crude oil are also deducted
from the price received for crude oil.

Our natural gas is sold under both long-term and short-term natural gas purchase agreements. Natural gas produced by us is sold at various
delivery points at or near producing wells to both unaffiliated independent marketing companies and unaffiliated mid-stream companies. We
receive proceeds from prices that are based on various pipeline indices less any associated fees. When there is an opportunity to do so, the
mid-stream companies may, at our request, process our natural gas at a processing facility and extract liquid hydrocarbons from the natural gas.
We are then paid for the extracted liquids based on a negotiated percentage of the proceeds that are generated from the mid-stream companies
sale of the liquids, or based on other negotiated pricing arrangements.

The prices we receive for our oil and natural gas production fluctuate widely. Factors that cause price fluctuations include the level of demand
for oil and natural gas, weather conditions, hurricanes in the Gulf Coast region, natural gas storage levels, domestic and foreign governmental
regulations, the actions of OPEC, price and availability of alternative fuels, political conditions in oil and natural gas producing regions, the
domestic and foreign supply of oil and natural gas, the price of foreign imports and overall
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economic conditions. Decreases in these commodity prices do adversely affect the carrying value of our proved reserves and our revenues,
profitability and cash flows. Short-term disruptions of our oil and natural gas production do occur from time to time due to downstream pipeline
system failure, capacity issues and scheduled maintenance, as well as maintenance and repairs involving our own well operations. These
situations do curtail our production capabilities and ability to maintain a steady source of revenue for our company. In addition, demand for
natural gas has historically been seasonal in nature, with peak demand and typically higher prices during the colder winter months. See Risk
Factors  Our Success Is Dependent on the Prices of Oil and Natural Gas. Low Oil or Natural Gas Prices and the Substantial Volatility in These
Prices May Adversely Affect Our Financial Condition and Our Ability to Meet Our Capital Expenditure Requirements and Financial
Obligations.

For the year ended December 31, 2009, we had three significant purchasers that each accounted for more than 10% of our total oil and natural
gas revenues: Chesapeake Operating Inc. (32%), Regency Gas Services LP (25%), and J-W Operating Company (17%). For the year ended
December 31, 2010, we had three significant purchasers that each accounted for more than 10% of our total oil and natural gas revenues:
Chesapeake Operating Inc. (42%), Regency Gas Services LP (17%) and Petrohawk Energy Corporation (11%). For the year ended

December 31, 2011, we had three significant purchasers that each accounted for more than 10% of our total oil and natural gas revenues:
Sequent Energy Management (24%), Chesapeake Operating Inc. (21%) and Eastex Crude Company (15%). Due to the nature of the markets for
oil and natural gas, we do not believe that the loss of any one of these purchasers would have a material adverse impact on our financial
condition, results of operations or cash flows for any significant period of time.

While we do not have any commitments to sell a fixed and determinable quantity of oil or natural gas to a particular buyer, we were party to two
natural gas transportation agreements at December 31, 2011 that require us to deliver a specified volume of natural gas through pipelines for a
fixed period of time. If we fail to meet the volume requirements, we are required to pay an amount to the owners of the pipelines to offset a
portion of the expenses they incurred in building the pipelines to our well locations. Neither of these contracts constitutes a material
commitment.

Title to Properties

We endeavor to assure that title to our properties is in accordance with standards generally accepted in the oil and natural gas industry. Some of
our acreage will be obtained through farmout agreements, term assignments and other contractual arrangements with third parties, the terms of
which often will require the drilling of wells or the undertaking of other exploratory or development activities in order to retain our interests in
the acreage. Our title to these contractual interests will be contingent upon our satisfactory fulfillment of these obligations. Our properties are
also subject to customary royalty interests, liens incident to financing arrangements, operating agreements, taxes and other burdens that we
believe will not materially interfere with the use and operation of or affect the value of these properties. We intend to maintain our leasehold
interests by making lease rental payments or by producing wells in paying quantities prior to expiration of various time periods to avoid lease
termination. Certain of the leases that we have obtained to date have been purchased by and in the name of professional lease brokers as our
nominee. See Risk Factors We May Incur Losses or Costs as a Result of Title Deficiencies in the Properties in Which We Invest.

Competition

The oil and natural gas industry is highly competitive. We compete and will continue to compete with major and independent oil and natural gas
companies for exploration opportunities, acreage and property acquisitions. We also compete for drilling rig contracts and other equipment and
labor required to drill,
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operate and develop our properties. Most of our competitors have substantially greater financial resources, staffs, facilities and other resources.
In addition, larger competitors may be able to absorb the burden of any changes in federal, state and local laws and regulations more easily than
we can, which would adversely affect our competitive position. These competitors may be able to pay more for drilling rigs or exploratory
prospects and productive oil and natural gas properties and may be able to define, evaluate, bid for and purchase a greater number of properties
and prospects than we can. Our competitors may also be able to afford to purchase and operate their own drilling rigs.

Our ability to drill and explore for oil and natural gas and to acquire properties will depend upon our ability to conduct operations, to evaluate
and select suitable properties and to consummate transactions in this highly competitive environment. We have been conducting field operations
since 2004 while our competitors have a longer history of operations, and most of them have also demonstrated the ability to operate through
industry cycles.

The oil and natural gas industry also competes with other energy-related industries in supplying the energy and fuel requirements of industrial,
commercial and individual consumers. See Risk Factors Competition in the Oil and Natural Gas Industry Is Intense Making It More Difficult
for Us to Acquire Properties, Market Natural Gas and Secure Trained Personnel.

Regulation
Oil and Natural Gas Regulation

Our oil and natural gas exploration, development, production and related operations are subject to extensive federal, state and local laws, rules
and regulations. Failure to comply with these laws, rules and regulations can result in substantial penalties. The regulatory burden on the oil and
natural gas industry increases our cost of doing business and affects our profitability. Because these rules and regulations are frequently
amended or reinterpreted and new rules and regulations are promulgated, we are unable to predict the future cost or impact of complying with
the laws, rules and regulations to which we are, or will become, subject. Our competitors in the oil and natural gas industry are generally subject
to the same regulatory requirements and restrictions that affect our operations. We cannot predict the impact of future government regulation on
our properties or operations.

Texas, New Mexico, Louisiana, Wyoming, Idaho and Utah and many other states require permits for drilling operations, drilling bonds and
reports concerning operations and impose other requirements relating to the exploration, development and production of oil and natural gas.
Many states also have statutes or regulations addressing conservation of oil and natural gas matters, including provisions for the unitization or
pooling of oil and natural gas properties, the establishment of maximum rates of production from wells, the regulation of well spacing, the
surface use and restoration of properties upon which wells are drilled, the sourcing and disposal of water used in the drilling and completion
process and the plugging and abandonment of these wells. Many states restrict production to the market demand for oil and natural gas. Some
states have enacted statutes prescribing ceiling prices for natural gas sold within their boundaries. Additionally, some regulatory agencies have,
from time to time, imposed price controls and limitations on production by restricting the rate of flow of oil and natural gas wells below natural
production capacity in order to conserve supplies of oil and natural gas. Moreover, each state generally imposes a production or severance tax
with respect to the production and sale of oil, natural gas and natural gas liquids within its jurisdiction.
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Some of our oil and natural gas leases are issued by agencies of the federal government, as well as agencies of the states in which we operate.
These leases contain various restrictions on access and development and other requirements that may impede our ability to conduct operations
on the acreage represented by these leases.

Our sales of natural gas, as well as the revenues we receive from our sales, are affected by the availability, terms and costs of transportation. The
rates, terms and conditions applicable to the interstate transportation of natural gas by pipelines are regulated by the Federal Energy Regulatory
Commission, or FERC, under the Natural Gas Act of 1938, or the NGA, as well as under Section 311 of the Natural Gas Policy Act of 1978, or
the NGPA. Since 1985, FERC has implemented regulations intended to increase competition within the natural gas industry by making natural
gas transportation more accessible to natural gas buyers and sellers on an open-access, non-discriminatory basis. The natural gas industry has
historically, however, been heavily regulated and we can give no assurance that the current less stringent regulatory approach of FERC will
continue.

In 2005, Congress enacted the Domenici-Barton Energy Policy Act of 2005, or the Energy Policy Act. The Energy Policy Act, among other
things, amended the NGA to prohibit market manipulation by any entity, to direct FERC to facilitate market transparency in the market for sale
or transportation of physical natural gas in interstate commerce, and to significantly increase the penalties for violations of the NGA, the NGPA,
or FERC rules, regulations or orders thereunder. FERC has promulgated regulations to implement the Energy Policy Act. Should we violate the
anti-market manipulation laws and related regulations, in addition to FERC-imposed penalties, we may also be subject to third party damage
claims.

Intrastate natural gas transportation is subject to regulation by state regulatory agencies. The basis for intrastate regulation of natural gas
transportation and the degree of regulatory oversight and scrutiny given to intrastate natural gas pipeline rates and services varies from state to
state. Because these regulations will apply to all intrastate natural gas shippers within the same state on a comparable basis, we believe that the
regulation in any states in which we operate will not affect our operations in any way that is materially different from our competitors that are
similarly situated.

The price we receive from the sale of oil and natural gas liquids will be affected by the availability, terms and cost of transportation of the
products to market. Under rules adopted by FERC, interstate oil pipelines can change rates based on an inflation index, though other rate
mechanisms may be used in specific circumstances. Intrastate oil pipeline transportation rates are subject to regulation by state regulatory
commissions, which varies from state to state. We are not able to predict with certainty the effects, if any, of these regulations on our operations.

In 2007, the Energy Independence & Security Act of 2007, or the EISA, went into effect. The EISA, among other things, prohibits market
manipulation by any person in connection with the purchase or sale of crude oil, gasoline or petroleum distillates at wholesale in contravention
of such rules and regulations that the Federal Trade Commission may prescribe, directs the Federal Trade Commission to enforce the regulations
and establishes penalties for violations thereunder. We cannot predict any future regulations or their impact.

U.S. Federal and State Taxation

The federal, state and local governments in the areas in which we operate impose taxes on the oil and natural gas products we sell and, for many
of our wells, sales and use taxes on significant portions of our drilling and operating costs. In the past, there has been a significant amount of
discussion by legislators and
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presidential administrations concerning a variety of energy tax proposals. President Obama has recently proposed sweeping changes in federal
laws on the income taxation of small oil and natural gas exploration and production companies such as us. President Obama has proposed to
eliminate allowing small U.S. oil and natural gas companies to deduct intangible drilling costs as incurred and percentage depletion. Many states
have raised state taxes on energy sources, and additional increases may occur. Changes to tax laws could adversely affect our business and our
financial results. See Risk Factors We Are Subject to Federal, State and Local Taxes, and May Become Subject to New Taxes or Have
Eliminated or Reduced Certain Federal Income Tax Deductions Currently Available with Respect to Oil and Natural Gas Exploration and
Production Activities as a Result of Future Legislation, Which Could Adversely Affect Our Business, Financial Condition, Results of Operations
and Cash Flows.

Hydraulic Fracturing Policies and Procedures

We use hydraulic fracturing as a means to maximize the productivity of our oil and natural gas wells in almost every well that we drill and
complete. Our engineers responsible for these operations attend specialized hydraulic fracturing training programs taught by industry
professionals. Although average drilling and completion costs for each area will vary, as will the cost of each well within a given area, on
average approximately 50% of the drilling and completion costs for our horizontal wells are associated with hydraulic fracturing activities.
These costs are treated in the same way that all other costs of drilling and completion of our wells are treated and are built into and funded
through our normal capital expenditures budget. A change to any federal and state laws and regulations governing hydraulic fracturing could
impact these costs and adversely affect our business and financial results. See Risk Factors Federal and State Legislation and Regulatory
Initiatives Relating to Hydraulic Fracturing Could Result in Increased Costs and Additional Operating Restrictions or Delays.

The protection of groundwater quality is important to us. We believe that we follow all state and federal regulations and apply industry standard
practices for groundwater protection in our operations. These measures are subject to close supervision by state and federal regulators (including
the BLM with respect to federal acreage). Our policy and practice is to follow all applicable guidelines and regulations in the areas where we
conduct hydraulic fracturing. A surface casing string is typically set deeper than the deepest usable quality fresh water zones and cemented back
to the surface in accordance with the appropriate regulations, lease requirements and legal requirements. This surface string of casing is then
pressure tested to ensure mechanical integrity of the casing string prior to continuing drilling operations. We follow strict quality control
procedures for conducting hydraulic fracturing operations that include a multi-point safety checklist, managing inventories of all materials and
chemicals on the well site and ensuring that Material Safety Data Sheets are on location for every well that is hydraulically fractured. We
contract with third parties to conduct hydraulic fracturing operations, and we send at least one of our own engineers or an experienced consultant
to the well site to personally supervise each hydraulic fracture treatment. On a real-time basis, we closely monitor pump rates and pressures on
existing casing strings to ensure that wellbore integrity is maintained during hydraulic fracturing operations. Our policy regarding monitoring
well pressures would require stopping the hydraulic fracturing operations upon any indication that wellbore integrity may have been
compromised.

We follow additional regulatory requirements and recommended practices to ensure wellbore integrity and full isolation of any underground
aquifers and protection of surface waters. These include the following:

Prior to perforating the production casing and hydraulic fracturing operations, a cement bond log is run to verify cement integrity
between the formation to be fractured and shallow formations. Then, the casing is pressure tested to ensure no leaks exist within the
casing;
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Before the fracturing operation commences, all surface equipment is pressure tested, which includes the wellhead and all high
pressure lines and connections leading from the pumping equipment to the wellhead. During the pumping phases of the hydraulic
fracturing treatment, the service companies we engage must provide specialized equipment to monitor and record surface pressures,
pumping rates, volumes and chemical concentrations to ensure the treatment is proceeding as designed and the wellbore integrity is
sound. Our engineers at the job site have laptop computers with special software to monitor and collect, for permanent archiving,
information from the hydraulic fracturing operations. As part of this process, when fracturing operations are being performed down
casing, we also monitor the casing annular pressure to ensure that there is no communication of hydraulic pressure and fracture
fluids outside the casing that could communicate with shallow formations. Should any problem be detected at any time during the
hydraulic fracturing treatment, the operation would be shut down until the problem is evaluated, reported and remediated; and

As a means to further protect against the negative impacts of any potential surface release of fluids associated with the hydraulic
fracturing operation, special precautions are taken both during and after the operation. During the fracturing operation, all
chemicals are mixed into the fracturing fluid as it is being pumped into the well as opposed to being pre-mixed in the frac pits or
work tanks. While chemical additives are stored on location in independent containment vessels, only fresh water is stored in the
frac pits or work tanks. All pumping equipment used during the operation is pressure tested and monitored. When the well is
flowed back, after the fracturing operation, all fluids are produced into closed-top storage tanks. All flowback equipment and piping
are pressure tested to ensure no leaks are present and the fluids are properly contained.
Once the final string of casing is set in place, cement is pumped into the casing/wellbore annulus where it hardens and creates a permanent,
isolating barrier between the steel casing pipe and surrounding geological formations. This aspect of the well design establishes a pressure seal
essentially eliminating any pathway for the fracturing fluid to contact fresh water aquifers during the hydraulic fracturing operation.
Furthermore, in the areas in which we conduct hydraulic fracturing, the hydrocarbon bearing formations are separated from any usable quality
underground fresh water aquifers by thousands of feet of impermeable rock layers. This natural geological separation serves as a protective
barrier, preventing migration of fracturing fluids or hydrocarbons upwards into any fresh water zones.

Although rare, if and when the cement and steel casing used in well construction need to be remediated, we deal with these problems by
evaluating the issue, running diagnostic tools including cement bond logs, temperature logs and pressure testing, followed by pumping remedial
cement jobs. We repair wellhead leaks by replacing wellhead components, re-installing components to proper specifications and re-testing. In
wellbores that utilize downhole packers, pressure integrity issues are rectified by repairing or replacing packers. Casing integrity lost due to
corrosion on a producing well is remedied by identifying the specific location of the leak by cased hole logging tools, mechanical isolation and
pressure testing or other diagnostic methods, followed by high pressure squeeze cementing and subsequent pressure testing to ensure the leak
has been repaired. Throughout the process we believe we abide by applicable regulations.

The vast majority of hydraulic fracturing treatments are made up of water and sand or other kinds of man-made propping agents. We use major
hydraulic fracturing service companies who track and report chemical additives that are used in the fracturing operation as required by the
appropriate governmental agencies. These service companies fracture stimulate thousands of wells each year for the industry and invest millions
of dollars to protect the environment through rigorous safety procedures, and also work to
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develop more environmentally friendly fracturing fluids. As previously mentioned, we also follow strict safety procedures and monitor all
aspects of the fracturing operation to ensure environmental protection. We do not pump any diesel in the fluid systems of any of our fracture
stimulation procedures.

While current fracture stimulation procedures utilize a significant amount of water, we typically recover less than 10% of this fracture
stimulation water before produced salt water becomes a significant portion of the fluids produced. All produced water, including fracture
stimulation water, is disposed of in a way that does not impact surface waters. All produced water is disposed of in permitted and regulated
disposal facilities.

Environmental Regulation

The exploration, development and production of oil and natural gas, including the operation of salt water injection and disposal wells, are subject
to various federal, state and local environmental laws and regulations. These laws and regulations can increase the costs of planning, designing,
installing and operating oil and natural gas wells. Our activities are subject to a variety of environmental laws and regulations, including but not
limited to: the Oil Pollution Act of 1990, or the OPA 90, the Clean Water Act, or the CWA, the Comprehensive Environmental Response,
Compensation and Liability Act, or CERCLA, the Resource Conservation and Recovery Act, or RCRA, the Clean Air Act, or the CAA, the Safe
Drinking Water Act, or the SDWA, and the Occupational Safety and Health Act, or OSHA, as well as comparable state statutes and regulations.
We are also subject to regulations governing the handling, transportation, storage and disposal of wastes generated by our activities and naturally
occurring radioactive materials, or NORM, that may result from our oil and natural gas operations. Civil and criminal fines and penalties may be
imposed for noncompliance with these environmental laws and regulations. Additionally, these laws and regulations require the acquisition of
permits or other governmental authorizations before undertaking some activities, limit or prohibit other activities because of protected wetlands,
areas or species and require investigation and cleanup of pollution. We expect to remain in compliance in all material respects with currently
applicable environmental laws and regulations and expect that these laws and regulations will not have a material adverse impact on us.

The OPA 90 and its regulations impose requirements on responsible parties related to the prevention of crude oil spills and liability for damages
resulting from oil spills into or upon navigable waters, adjoining shorelines or in the exclusive economic zone of the United States. A

responsible party under the OPA 90 may include the owner or operator of an onshore facility. The OPA 90 subjects responsible parties to strict,
joint and several financial liability for removal costs and other damages, including natural resource damages, caused by an oil spill that is
covered by the statute. It also imposes other requirements on responsible parties, such as the preparation of an oil spill contingency plan. Failure
to comply with the OPA 90 may subject a responsible party to civil or criminal enforcement action. We may conduct operations on acreage
located near, or that affects, navigable waters subject to the OPA 90. We believe that compliance with applicable requirements under the OPA
90 will not have a material and adverse effect on us.

The CWA and comparable state laws impose restrictions and strict controls regarding the discharge of produced waters, fill materials and other
materials into navigable waters. These controls have become more stringent over the years, and it is possible that additional restrictions will be
imposed in the future. Permits are required to discharge pollutants into certain state and federal waters and to conduct construction activities in
those waters and wetlands. Certain state regulations and the general permits issued under the federal National Pollutant Discharge Elimination

System program prohibit the discharge of produced water,
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produced sand, drilling fluids, drill cuttings and certain other substances related to the oil and natural gas industry into certain coastal and
offshore waters. Further, the U.S. Environmental Protection Agency, or the EPA, has adopted regulations requiring certain oil and natural gas
exploration and production facilities to obtain permits for storm water discharges. Costs may be associated with the treatment of wastewater or
developing and implementing storm water pollution prevention plans. The CWA and comparable state statutes provide for civil, criminal and
administrative penalties for any unauthorized discharges of oil and other pollutants and impose liability for the costs of removal or remediation
of contamination resulting from such discharges. In furtherance of the CWA, the EPA promulgated the Spill Prevention, Control, and
Countermeasure regulations, which require certain oil-storing facilities to prepare plans and meet construction and operating standards.

CERCLA, also known as the Superfund law, and comparable state statutes impose liability, without regard to fault or the legality of the original
conduct, on various classes of persons that are considered to have contributed to the release of a hazardous substance into the environment.
These persons include the owner or operator of the disposal site where the release occurred and companies that disposed of, or arranged for the
disposal of, the hazardous substances found at the site. Persons who are responsible for releases of hazardous substances under CERCLA may be
subject to joint and several liability for the costs of cleaning up the hazardous substances and for damages to natural resources. In addition, it is
not uncommon for neighboring landowners and other third parties to file claims for personal injury and property damage allegedly caused by
hazardous substances released into the environment. Although CERCLA generally exempts petroleum from the definition of hazardous
substances, our operations may, and in all likelihood will, involve the use or handling of materials that may be classified as hazardous substances
under CERCLA. Certain state statutes may not contain a similar exemption for petroleum. Furthermore, we may acquire or operate properties

that unknown to us have been subjected to, or have caused or contributed to, prior releases of hazardous wastes.

RCRA and comparable state and local statutes govern the management, including treatment, storage and disposal, of both hazardous and
nonhazardous solid wastes. We generate hazardous and nonhazardous solid waste in connection with our routine operations. At present, RCRA
includes a statutory exemption that allows many wastes associated with crude oil and natural gas exploration and production to be classified as
nonhazardous waste. A similar exemption is contained in many of the state counterparts to RCRA. Not all of the wastes we generate fall within
these exemptions. At various times in the past, proposals have been made to amend RCRA to eliminate the exemption applicable to crude oil
and natural gas exploration and production wastes. Repeal or modifications of this exemption by administrative, legislative or judicial process,
or through changes in applicable state statutes, would increase the volume of hazardous waste we are required to manage and dispose of and
would cause us, as well as our competitors, to incur increased operating expenses. Hazardous wastes are subject to more stringent and costly
disposal requirements than are nonhazardous wastes.

The CAA, as amended, and comparable state laws restrict the emission of air pollutants from many sources, including oil and natural gas
production. These laws and any implementing regulations impose stringent air permit requirements and require us to obtain pre-approval for the
construction or modification of certain projects or facilities expected to produce air emissions, or to use specific equipment or technologies to
control emissions. On July 28, 2011, the EPA proposed new regulations targeting air emissions from the oil and natural gas industry. The
proposed rules, if adopted, would impose new requirements on production and processing and transmission and storage facilities and on
hydraulic fracturing activities. While we may be required to incur certain capital expenditures in the next few years for air pollution control
equipment in connection with maintaining or obtaining operating permits addressing other air emission-related issues, we do not believe that
such requirements will affect our operations in any way that is materially different from our competitors.
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Changes in environmental laws and regulations occur frequently, and any changes that result in more stringent and costly waste handling,
storage, transport, disposal, cleanup or operating requirements could materially adversely affect our operations and financial position, as well as
those of the oil and natural gas industry in general. For instance, recent scientific studies have suggested that emissions of certain gases,
commonly referred to as greenhouse gases, and including carbon dioxide and methane, may be contributing to the warming of the Earth s
atmosphere. As a result, there have been attempts to pass comprehensive greenhouse gas legislation. To date, such legislation has not been
enacted. Any future federal laws or implementing regulations that may be adopted to address greenhouse gas emissions could, and in all
likelihood would, require us to incur increased operating costs adversely affecting our profits and could adversely affect demand for the oil and
natural gas we produce depressing the prices we receive for oil and natural gas.

The EPA has published its findings that emissions of greenhouse gases presented an endangerment to human health and the environment. These
findings by the EPA allow the agency to proceed with the adoption and implementation of regulations that would restrict emissions of
greenhouse gases under existing provisions of the CAA. Subsequently, the EPA proposed and adopted two sets of regulations, one of which
requires a reduction in emissions of greenhouse gases from motor vehicles and the other of which regulated emissions of greenhouse gases from
certain large stationary sources. In addition, on October 30, 2009, the EPA published a rule requiring the reporting of greenhouse gas emissions
from specified sources in the U.S. beginning in 2011 for emissions occurring in 2010. On November 30, 2010, the EPA released a rule that
expands its final rule on greenhouse gas emissions reporting to include owners and operators of onshore and offshore oil and natural gas
production, onshore natural gas processing, natural gas storage, natural gas transmission and natural gas distribution facilities. Reporting of
greenhouse gas emissions from such onshore production will be required on an annual basis beginning in 2012 for emissions occurring in 2011.
The adoption and implementation of any regulations imposing reporting obligations on, or limiting emissions of greenhouse gases from, our
equipment and operations could, and in all likelihood will, require us to incur costs to reduce emissions of greenhouse gases associated with our
operations adversely affecting our profits or could adversely affect demand for the oil and natural gas we produce, depressing the prices we
receive for oil and natural gas.

Some states have begun taking actions to control and/or reduce emissions of greenhouse gases, primarily through the planned development of
greenhouse gas emission inventories and/or state or regional greenhouse gas cap-and-trade programs. Although most of the state-level initiatives
have to date focused on significant sources of greenhouse gas emissions, such as coal-fired electric plants, it is possible that less significant
sources of emissions could become subject to greenhouse gas emission limitations or emissions allowance purchase requirements in the future.
Any one of these climate change regulatory and legislative initiatives could have a material adverse effect on our business, financial condition,
results of operations and cash flows.

Underground injection is the subsurface placement of fluid through a well, such as the reinjection of brine produced and separated from oil and
natural gas production. In our industry, underground injection not only allows us to economically dispose of produced water, but if injected into
an oil bearing zone, it can increase the o0il production from such zone. The SDWA establishes a regulatory framework for underground injection,
the primary objective of which is to ensure the mechanical integrity of the injection apparatus and to prevent migration of fluids from the
injection zone into underground sources of drinking water. The disposal of hazardous waste by underground injection is subject to stricter
requirements than the disposal of produced water. We currently own and operate five underground injection wells and expect to own other
similar wells. Failure to obtain, or abide by, the requirements for the issuance of necessary permits could subject us to civil and/or criminal
enforcement actions and penalties.
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Our activities involve the use of hydraulic fracturing. For more information on our hydraulic fracturing operations, see Business Regulation
Hydraulic Fracturing Policies and Procedures. Recently, there has been increasing regulatory scrutiny of hydraulic fracturing, which is generally
exempted from regulation as underground injection on the federal level pursuant to the SDWA. However, the U.S. Senate and House of
Representatives have considered legislation to repeal this exemption. If enacted, these proposals would amend the definition of underground
injection in the SDWA to encompass hydraulic fracturing activities. If enacted, such a provision could require hydraulic fracturing operations to
meet permitting and financial assurance requirements, adhere to certain construction specifications, fulfill monitoring, reporting and
recordkeeping obligations, and meet plugging and abandonment requirements. These legislative proposals have also contained language to
require the reporting and public disclosure of chemicals used in the fracturing process. If the exemption for hydraulic fracturing is removed from
the SDWA, or if other legislation is enacted at the federal, state or local level, any restrictions on the use of hydraulic fracturing contained in any
such legislation could have a significant impact on our financial condition, results of operations and cash flows.

In addition, at the federal level and in some states, there has been a push to place additional regulatory burdens upon hydraulic fracturing
activities and in some areas to severely restrict or prohibit those activities. Certain bills have been introduced in the Senate and the House of
Representatives that, if adopted, could increase the possibility of litigation and establish an additional level of regulation at the federal level that
could lead to operational delays or increased operating costs and could, and in all likelihood would, result in additional regulatory burdens,
making it more difficult to perform hydraulic fracturing operations and increasing our costs of compliance. At the state level, Wyoming and
Texas, for example, have enacted requirements for the disclosure of the composition of the fluids used in hydraulic fracturing. On June 17, 2011,
Texas signed into law a mandate for public disclosure of the chemicals that operators use during hydraulic fracturing in Texas. The law went
into effect in 2011 and implementing regulations have been adopted. In addition, at least a few local governments in Texas have imposed
temporary moratoria on drilling permits within city limits so that local ordinances may be reviewed to assess their adequacy to address hydraulic
fracturing activities. Additional burdens upon hydraulic fracturing, such as reporting requirements or permitting requirements for the hydraulic
fracturing activity, will result in additional expense and delay in our operations.

The EPA has recently been taking action to assert federal regulatory authority over hydraulic fracturing using diesel under the SDWA s
Underground Injection Control Program. The EPA is currently conducting a study on the effects of hydraulic fracturing on drinking water
resources. Interim results of the study are expected in 2012, with final results expected in 2014. In addition, in December 2011, the EPA
published an unrelated draft report concluding that hydraulic fracturing caused groundwater pollution in a natural gas field in Wyoming. This
study remains subject to review and public comment but such studies could result in additional regulatory scrutiny that could make it difficult to
perform hydraulic fracturing and increase our costs of compliance and doing business.

Oil and natural gas exploration and production, operations and other activities have been conducted at some of our properties by previous
owners and operators. Materials from these operations remain on some of the properties, and, in some instances, require remediation. In
addition, we occasionally must agree to indemnify sellers of producing properties from whom we acquire reserves against some of the liability
for environmental claims associated with these properties. While we do not believe that costs we incur for compliance with environmental
regulations and remediating previously or currently owned or operated properties will be material, we cannot provide any assurances that these
costs will not result in material expenditures that adversely affect our profitability.
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Additionally, in the course of our routine oil and natural gas operations, surface spills and leaks, including casing leaks, of oil or other materials
will occur, and we will incur costs for waste handling and environmental compliance. It is also possible that our oil and natural gas operations
may require us to manage NORM. NORM is present in varying concentrations in sub-surface formations, including hydrocarbon reservoirs, and
may become concentrated in scale, film and sludge in equipment that comes in contact with crude oil and natural gas production and processing
streams. Some states, including Texas, have enacted regulations governing the handling, treatment, storage and disposal of NORM. Moreover,
we will be able to control directly the operations of only those wells for which we act as the operator. Despite our lack of control over wells
owned by us but operated by others, the failure of the operator to comply with the applicable environmental regulations may, in certain
circumstances, be attributable to us.

We are subject to the requirements of OSHA and comparable state statutes. The OSHA Hazard Communication Standard, the community
right-to-know regulations under Title III of the federal Superfund Amendments and Reauthorization Act and similar state statutes require us to
organize information about hazardous materials used, released or produced in our operations. Certain of this information must be provided to
employees, state and local governmental authorities and local citizens. We are also subject to the requirements and reporting set forth in OSHA
workplace standards.

We have not in the past been, and do not anticipate in the near future to be, required to expend amounts that are material in relation to our total
capital expenditures as a result of environmental laws and regulations, but since these laws and regulations are periodically amended, we are
unable to predict the ultimate cost of compliance. We cannot assure you that more stringent laws and regulations protecting the environment will
not be adopted or that we will not otherwise incur material expenses in connection with environmental laws and regulations in the future. See

Risk Factors We Are Subject to Government Regulation and Liability, including Complex Environmental Laws, Which Could Require
Significant Expenditures.

The clear trend in environmental regulation is to place more restrictions and limitations on activities that may affect the environment, and thus,
any changes in environmental laws and regulations or re-interpretation of enforcement policies that result in more stringent and costly waste
handling, storage, transport, disposal or remediation requirements could have a material adverse effect on our operations and financial position.
We may be unable to pass on such increased compliance costs to our customers. Moreover, accidental releases or spills may occur in the course
of our operations, and we cannot assure you that we will not incur significant costs and liabilities as a result of such releases or spills, including
any third party claims for damage to property, natural resources or persons.

We maintain insurance against some, but not all, potential risks and losses associated with our industry and operations. We do not currently
carry business interruption insurance. For some risks, we may not obtain insurance if we believe the cost of available insurance is excessive
relative to the risks presented. In addition, pollution and environmental risks generally are not fully insurable. If a significant accident or other
event occurs and is not fully covered by insurance, it could materially adversely affect our financial condition, results of operations and cash
flows.

Office Lease

Our corporate headquarters are located in 28,743 square feet of office space in One Lincoln Centre, 5400 LBJ Freeway, Suite 1500, Dallas,
Texas. In April 2011, we entered into a third amended and restated office lease agreement pursuant to which our office space was increased from
20,849 to 28,743 square feet and the term of our lease was extended from July 1, 2011 to June 30, 2022. Beginning July 1, 2011, through
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June 30, 2012, we are not required to pay a monthly base rent. From July 1, 2012 through June 30, 2015, our monthly base rent is $47,905. From
July 1, 2015 through June 30, 2017, our monthly base rent is $50,300. From July 1, 2017 through June 30, 2019, our monthly base rent is
$52,696. From July 1, 2019 through June 30, 2020, our monthly base rent is $55,091. From July 1, 2020 through the expiration date of the lease,
our monthly base rent is $57,726. In addition, the lease contains a renewal option in our favor for an additional 60-month period at the then
existing market rate as determined in accordance with the lease.

Employees

At December 31, 2011, we had 41 full-time employees. We believe that our relationships with our employees are satisfactory. No employee is
covered by a collective bargaining agreement. From time to time, we use the services of independent consultants and contractors to perform
various professional services, particularly in the areas of geology and geophysics, construction, design, well site surveillance and supervision,
permitting and environmental assessment and legal and income tax preparation and accounting services. Independent contractors, at our request,
drill all of our wells and usually perform field and on-site production operation services for us, including pumping, maintenance, dispatching,
inspection and testing. If significant opportunities for company growth arise and require additional management and professional expertise, we
will seek to employ qualified individuals to fill positions where that expertise is necessary to develop those opportunities.

Available Information

Our Internet website address is www.matadorresources.com. We expect to make available, free of charge, through our website, our annual report
on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those reports, as soon as reasonably practicable
after providing such reports to the SEC. Also, the charters of our Audit Committee and Nominating, Compensation and Planning Committee,
and our Code of Ethics and Business Conduct for Officers, Directors and Employees, are available through our website and in print to any
shareholder who provides a written request to the Corporate Secretary at One Lincoln Centre, 5400 LBJ Freeway, Suite 1500, Dallas, Texas
75240. The contents of our website are not intended to be incorporated by reference into this report or any other report or document we file and
any reference to our website is intended to be an inactive textual reference only.
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Item 1A. Risk Factors.
Risks Related to the Qil and Natural Gas Industry and Our Business

Our Success Is Dependent on the Prices of Oil and Natural Gas. Low Oil or Natural Gas Prices and the Substantial Volatility in These Prices
May Adversely Affect Our Financial Condition and Our Ability to Meet Our Capital Expenditure Requirements and Financial Obligations.

The prices we receive for our oil and natural gas heavily influence our revenue, profitability, cash flow available for capital expenditures, access
to capital and future rate of growth. Oil and natural gas are commodities and, therefore, their prices are subject to wide fluctuations in response
to relatively minor changes in supply and demand. Historically, the markets for oil and natural gas have been volatile. These markets will likely
continue to be volatile in the future. The prices we receive for our production, and the levels of our production, depend on numerous factors.
These factors include the following:

the domestic and foreign supply of oil and natural gas;

the domestic and foreign demand for oil and natural gas;

the prices and availability of competitors supplies of oil and natural gas;

the actions of the Organization of Petroleum Exporting Countries, or OPEC, and state-controlled oil companies relating to oil price
and production controls;

the price and quantity of foreign imports;

the impact of U.S. dollar exchange rates on oil and natural gas prices;

domestic and foreign governmental regulations and taxes;

speculative trading of oil and natural gas futures contracts;

the availability, proximity and capacity of gathering and transportation systems for natural gas;

the availability of refining capacity;

the prices and availability of alternative fuel sources;

weather conditions and natural disasters;

political conditions in or affecting oil and natural gas producing regions, including the Middle East and South America;
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the continued threat of terrorism and the impact of military action and civil unrest;

public pressure on, and legislative and regulatory interest within, federal, state and local governments to stop, significantly limit or
regulate hydraulic fracturing activities;

the level of global oil and natural gas inventories and exploration and production activity;

the impact of energy conservation efforts;

technological advances affecting energy consumption; and

overall worldwide economic conditions.
Approximately 98% of our production during the year ended December 31, 2010, 94% of our production during the year ended December 31,
2011 and 88% of our proved reserves at December 31,
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2011 are attributable to natural gas. In addition, three of our largest prospects, our Haynesville shale, Cotton Valley properties and our Meade
Peak shale prospect, currently produce or are expected to produce predominantly natural gas. As a result, they are sensitive to fluctuations in
natural gas prices.

One of our current business strategies is to focus on increasing our oil and liquids production. Specifically, our near-term drilling opportunities
in the Eagle Ford shale play focus on oil and liquids. We currently intend to allocate approximately 84% of our 2012 capital expenditure budget
to the exploration of the Eagle Ford shale. We believe that approximately 85% of our Eagle Ford acreage is prospective predominantly for oil
and liquids production, and we have identified 193 gross locations for potential future drilling in our Eagle Ford acreage. Therefore, our Eagle
Ford shale play is highly susceptible to changes in oil prices.

Declines in oil or natural gas prices not only reduce our revenue, but could also reduce the amount of oil and natural gas that we can produce
economically. Should natural gas or oil prices decrease to economically unattractive levels and remain there for an extended period of time, we
may elect in the future to delay some of our exploration and development plans for our prospects, or to cease exploration or development
activities on certain prospects due to the anticipated unfavorable economics from such activities, each of which would have a material adverse
effect on our business, financial condition, results of operations and reserves.

In recent months, natural gas prices have declined to their lowest levels in many years, and at March 30, 2012, the NYMEX Henry Hub natural
gas futures contract for the earliest delivery date closed at $2.13 per MMBtu. We would not expect to drill any operated natural gas wells, except
for natural gas wells in specific exploration prospects like the Meade Peak shale, until natural gas prices improved substantially from these levels
or unless the costs to drill and complete these wells were also to decline substantially from their recent levels.

Drilling for and Producing Oil and Natural Gas Are Highly Speculative and Involve a High Degree of Risk, with Many Uncertainties That
Could Adversely Affect Our Business.

Exploring for and developing hydrocarbon reserves involves a high degree of operational and financial risk, which precludes us from
definitively predicting the costs involved and time required to reach certain objectives. Our drilling locations are in various stages of evaluation,
ranging from a location that is ready to drill to a location that will require substantial additional interpretation before it can be drilled. The
budgeted costs of planning, drilling, completing and operating wells are often exceeded and such costs can increase significantly due to various
complications that may arise during the drilling and operating processes. Before a well is spud, we may incur significant geological and
geophysical (seismic) costs, which are incurred whether a well eventually produces commercial quantities of hydrocarbons, or is drilled at all.
Exploration wells bear a much greater risk of loss than development wells. The analogies we draw from available data from other wells, more
fully explored locations or producing fields may not be applicable to our drilling locations. If our actual drilling and development costs are
significantly more than our estimated costs, we may not be able to continue our operations as proposed and could be forced to modify our
drilling plans accordingly.

If we decide to drill a certain location, there is a risk that no commercially productive oil or natural gas reservoirs will be found or produced. We
may drill or participate in new wells that are not productive. We may drill wells that are productive, but that do not produce sufficient net
revenues to return a profit after drilling, operating and other costs. There is no way to predict in advance of drilling and testing whether any
particular location will yield oil or natural gas in sufficient quantities to recover exploration, drilling or completion costs or to be economically
viable. Even if sufficient amounts of oil or natural gas exist, we may
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damage the potentially productive hydrocarbon-bearing formation or experience mechanical difficulties while drilling or completing the well,
resulting in a reduction in production and reserves from the well or abandonment of the well. Whether a well is ultimately productive and
profitable depends on a number of additional factors, including the following:

general economic and industry conditions, including the prices received for oil and natural gas;

shortages of, or delays in, obtaining equipment, including hydraulic fracturing equipment, and qualified personnel;

potential drainage by operators on adjacent properties;

loss of or damage to oilfield development and service tools;

problems with title to the underlying properties;

increases in severance taxes;

adverse weather conditions that delay drilling activities or cause producing wells to be shut down;

domestic and foreign governmental regulations; and

proximity to and capacity of transportation facilities.
If we do not drill productive and profitable wells in the future, our business, financial condition, results of operations, cash flows and reserves
could be materially and adversely affected.

We May Have Accidents, Equipment Failures or Mechanical Problems While Drilling or Completing Wells or in Production Activities, Which
Could Adversely Affect Our Business.

While we are drilling and completing wells or involved in production activities, we may have accidents or experience equipment failures or
mechanical problems in a well that cause us to be unable to drill and complete the well or to continue to produce the well according to our plans.
We may also damage a potentially hydrocarbon-bearing formation during drilling and completion operations. Such incidents may result in a
reduction of our production and reserves from the well or in abandonment of the well.

Because Our Reserves and Production Are Concentrated in a Small Number of Properties, Problems in Production and Markets Relating to Any
Property Could Have a Material Impact on Our Business.

Almost all of our current oil and natural gas production and our proved reserves are attributable to properties in northwest Louisiana and east
Texas, and we expect that most of our operations in the near future will be primarily in south Texas. As a result, we may be disproportionately
exposed to the impact of delays or interruptions of production from these wells caused by transportation capacity constraints or interruptions,
curtailment of production, availability of equipment, facilities, personnel or services, significant governmental regulation, natural disasters,
adverse weather conditions or plant closures for scheduled maintenance. In particular, our operations in south Texas may be adversely impacted
by a lack of pipeline infrastructure and natural gas processing facilities in light of the oil and natural gas industry s increased focus on the
exploration and development of the Eagle Ford shale. Our operations in south Texas may also be adversely affected by hurricanes and tropical
storms resulting in delays in exploration and drilling, damage to facilities and equipment and the inability to receive equipment or to access
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properties could experience any of the same conditions at the same time, resulting in a relatively greater impact on our results of operations than

they might have on other companies that have a more diversified portfolio of properties. Such delays or interruptions could have a material
adverse effect on our financial condition, results of operations and cash flows.
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Unless We Replace Our Oil and Natural Gas Reserves, Our Reserves and Production Will Decline, Which Would Adversely Affect Our
Business, Financial Condition, Results of Operations and Cash Flows.

The rate of production from our oil and natural gas properties declines as our reserves are depleted. Our future oil and natural gas reserves and
production and, therefore, our income and cash flow, are highly dependent on our success in: (i) efficiently developing and exploiting our
current reserves on properties owned by us or by other persons or entities and (ii) economically finding or acquiring additional oil and natural
gas producing properties. We are currently focusing primarily on increasing our production and reserves from the Eagle Ford shale play, an area
in which industry activity has increased rapidly. As a result of this increased activity, we may have difficulty expanding our current production
or acquiring new properties in this area and may experience such difficulty in other areas in the future. During periods of low oil and/or natural
gas prices, it will become more difficult to raise the capital necessary to finance expansion activities. If we are unable to replace our current and
future production, our reserves will decrease, and our business, financial condition, results of operations and cash flows would be adversely
affected.

Our Oil and Natural Gas Reserves Are Estimated and May Not Reflect the Actual Volumes of Oil and Natural Gas We Will Receive, and
Significant Inaccuracies in These Reserves Estimates or Underlying Assumptions Will Materially Affect the Quantities and Present Value of Our
Reserves.

The process of estimating accumulations of oil and natural gas is complex and is not exact, due to numerous inherent uncertainties. The process
relies on interpretations of available geological, geophysical, engineering and production data. The extent, quality and reliability of this technical
data can vary. The process also requires certain economic assumptions related to, among other things, oil and natural gas prices, drilling and
operating expenses, capital expenditures, taxes and availability of funds. The accuracy of a reserves estimate is a function of:

the quality and quantity of available data;

the interpretation of that data;

the judgment of the persons preparing the estimate; and

the accuracy of the assumptions.
The accuracy of any estimates of proved reserves generally increases with the length of the production history. Due to the limited production
history of many of our properties, the estimates of future production associated with these properties may be subject to greater variance to actual
production than would be the case with properties having a longer production history. As our wells produce over time and more data is available,
the estimated proved reserves will be redetermined on at least an annual basis and may be adjusted to reflect new information based upon our
actual production history, results of exploration and development, prevailing oil and natural gas prices and other factors.

Actual future production, oil and natural gas prices, revenues, taxes, development expenditures, operating expenses and quantities of recoverable
oil and natural gas most likely will vary from our estimates. It is possible that future production declines in our wells may be greater than we
have estimated. Any significant variance to our estimates could materially affect the quantities and present value of our reserves.

The Calculated Present Value of Future Net Revenues from Our Proven Reserves Will Not Necessarily Be the Same as the Current Market Value
of Our Estimated Oil and Natural Gas Reserves.

It should not be assumed that the present value of future net cash flows included in this report is the current market value of our estimated
proved oil and natural gas reserves. We generally base the estimated discounted future net cash flows from proved reserves on current costs held
constant over time without escalation and on commodity prices using an unweighted arithmetic average of first-day-of-the-month index
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prices, appropriately adjusted, for the 12-month period immediately preceding the date of the estimate. Actual future prices and costs may be
materially higher or lower than the prices and costs used for these estimates and will be affected by factors such as:

actual prices we receive for oil and natural gas;

actual cost and timing of development and production expenditures;

the amount and timing of actual production; and

changes in governmental regulations or taxation.
In addition, the 10% discount factor that is required to be used to calculate discounted future net revenues for reporting purposes under
Generally Accepted Accounting Principles, or GAAP, is not necessarily the most appropriate discount factor based on the cost of capital in
effect from time to time and risks associated with our business and the oil and natural gas industry in general.

Approximately 67% of Our Total Proved Reserves at December 31, 2011 Consisted of Undeveloped and Developed Non-Producing Reserves,
and Those Reserves May Not Ultimately Be Developed or Produced.

At December 31, 2011, approximately 66% of our total proved reserves were undeveloped and approximately 1% were developed
non-producing. Our undeveloped and/or developed non-producing reserves may never be developed or produced or such reserves may not be
developed or produced within the time periods we have projected or at the costs we have budgeted. Delays in the development of our reserves or
increases in costs to drill and develop such reserves would reduce the present value of our estimated proved undeveloped reserves and future net
revenues estimated for such reserves, resulting in some projects becoming uneconomical. In addition, delays in the development of reserves or
declines in the oil and/or natural gas prices used to estimate proved reserves in the future could cause us to have to reclassify our proved reserves
as unproved reserves, which would materially affect our business, financial condition, results of operations and ability to raise capital.

Our Exploration, Development and Exploitation Projects Require Substantial Capital Expenditures That May Exceed Our Cash Flows from
Operations and Potential Borrowings, and We May Be Unable to Obtain Needed Capital on Satisfactory Terms, Which Could Adversely Affect
Our Future Growth.

Our exploration and development activities are capital intensive. We make and expect to continue to make substantial capital expenditures in our
business for the development, exploitation, production and acquisition of oil and natural gas reserves. Our cash and cash equivalents, operating
cash flows and future potential borrowings under our credit agreement or otherwise may not be adequate to fund our future acquisitions or future
capital expenditure requirements. The rate of our future growth may be dependent, at least in part, on our ability to access capital at rates and on
terms we determine to be acceptable.

We may sell additional securities to raise capital. If we succeed in selling additional securities to raise funds, at such time the ownership of our
existing shareholders would likely be diluted, and new investors may demand rights, preferences or privileges senior to those of existing
shareholders. If we raise additional capital through the issuance of new debt securities or additional indebtedness, we may become subject to
additional covenants that restrict our business activities.

Our cash flows from operations and access to capital are subject to a number of variables, including:

our estimated proved oil and natural gas reserves;

the amount of oil and natural gas we produce from existing wells;
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the prices at which we sell our production;
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the costs of developing and producing our oil and natural gas reserves;

our ability to acquire, locate and produce new reserves;

the ability and willingness of banks to lend to us; and

our ability to access the equity and debt capital markets.
In addition, future events, such as terrorist attacks, wars or combat peace-keeping missions, financial market disruptions, general economic
recessions, oil and natural gas industry recessions, large company bankruptcies, accounting scandals, overstated reserves estimates by major
public oil companies and disruptions in the financial and capital markets have caused financial institutions, credit rating agencies and the public
to more closely review the financial statements, capital structures and earnings of public companies, including energy companies. Such events
have constrained the capital available to the energy industry in the past, and such events or similar events could adversely affect our access to
funding for our operations in the future.

If our revenues decrease as a result of lower oil and gas prices, operating difficulties, declines in reserves or for any other reason, we may have
limited ability to obtain the capital necessary to sustain our operations at current levels, further develop and exploit our current properties or
invest in additional exploration opportunities. Alternatively, a significant improvement in oil and gas prices could result in an increase in our
capital expenditures and we may be required to alter or increase our capitalization substantially through the issuance of debt or equity securities,
the sale of production payments, the sale of non-strategic assets, the borrowing of funds or otherwise to meet any increase in capital needs. If we
are unable to raise additional capital from available sources at acceptable terms, our business, financial condition and future results of operations
could be adversely affected.

Our Operations Are Subject to Operational Hazards and Unforeseen Interruptions for Which We May Not Be Adequately Insured.

There are numerous operational hazards inherent in oil and natural gas exploration, development, production and gathering, including:

unusual or unexpected geologic formations;

natural disasters;

adverse weather conditions;

unanticipated pressures;

loss of drilling fluid circulation;

blowouts where oil or natural gas flows uncontrolled at a wellhead;

cratering or collapse of the formation;
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pipe or cement leaks, failures or casing collapses;

fires or explosions;

releases of hazardous substances or other waste materials that cause environmental damage;

pressures or irregularities in formations; and

equipment failures or accidents.
In addition, there is an inherent risk of incurring significant environmental costs and liabilities in the performance of our operations, some of
which may be material, due to our handling of petroleum
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hydrocarbons and wastes, our emissions to air and water, the underground injection or other disposal of our wastes, the use of hydraulic
fracturing fluids and historical industry operations and waste disposal practices. Any of these or other similar occurrences could result in the
disruption or impairment of our operations, substantial repair costs, personal injury or loss of human life, significant damage to property,
environmental pollution and substantial revenue losses. The location of our wells, gathering systems, pipelines and other facilities near
populated areas, including residential areas, commercial business centers and industrial sites, could significantly increase the level of damages
resulting from these risks.

Insurance against all operational risks is not available to us. We are not fully insured against all risks, including development and completion
risks that are generally not recoverable from third parties or insurance. In addition, pollution and environmental risks generally are not fully
insurable. Additionally, we may elect not to obtain insurance if we believe that the cost of available insurance is excessive relative to the
perceived risks presented. Losses could, therefore, occur for uninsurable or uninsured risks or in amounts in excess of existing insurance
coverage. Moreover, insurance may not be available in the future at commercially reasonable prices or on commercially reasonable terms.
Changes in the insurance markets due to various factors may make it more difficult for us to obtain certain types of coverage in the future. As a
result, we may not be able to obtain the levels or types of insurance we would otherwise have obtained prior to these market changes, and the
insurance coverage we do obtain may not cover certain hazards or all potential losses that are currently covered, and may be subject to large
deductibles. Losses and liabilities from uninsured and underinsured events and delays in the payment of insurance proceeds could have a
material adverse effect on our business, financial condition, results of operations and cash flows.

The 2-D and 3-D Seismic Data and Other Advanced Technologies We Use Cannot Eliminate Exploration Risk, Which Could Limit Our Ability to
Replace and Grow Our Reserves and Materially and Adversely Affect Our Future Cash Flows and Results of Operations.

We intend to employ visualization and 2-D and 3-D seismic images to assist us in exploration and development activities where applicable.
These techniques only assist geoscientists in identifying subsurface structures and hydrocarbon indicators and do not allow the interpreter to
know conclusively if hydrocarbons are present or economically producible. We could incur losses by drilling unproductive wells based on these
technologies. Poor results from our exploration activities could limit our ability to replace and grow reserves and materially and adversely affect
our future cash flows and results of operations.

We Currently Own Only a Limited Amount of Seismic and Other Geological Data and May Have Difficulty Obtaining Additional Data at a
Reasonable Cost, Which Could Adversely Affect Our Future Cash Flows and Results of Operations.

We currently own only a limited amount of seismic and other geological data to assist us in exploration and development activities. We intend to
obtain access to additional data in our areas of interest through licensing arrangements with companies that own or have access to that data or by
paying to obtain that data directly. Seismic and geological data can be expensive to license or obtain. We may not be able to license or obtain
such data at an acceptable cost.

The Unavailability or High Cost of Drilling Rigs, Completion Equipment and Services, Supplies and Personnel, Including Hydraulic Fracturing
Equipment and Personnel, Could Adversely Affect Our Ability to Establish and Execute Exploration and Development Plans within Budget and
on a Timely Basis, Which Could Have a Material Adverse Effect on Our Financial Condition, Results of Operations and Cash Flows.

Shortages or the high cost of drilling rigs, completion equipment and services, supplies or personnel could delay or adversely affect our
operations. When drilling activity in the United States increases,
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associated costs typically also increase, including those costs related to drilling rigs, equipment, supplies and personnel and the services and
products of other vendors to the industry. These costs may increase, and necessary equipment and services may become unavailable to us at
economical prices. Should this increase in costs occur, we may delay drilling activities, which may limit our ability to establish and replace
reserves, or we may incur these higher costs, which may negatively affect our financial condition, results of operations and cash flows.

In addition, the demand for hydraulic fracturing services currently exceeds the availability of fracturing equipment and crews across the industry
and in our operating areas in particular. The accelerated wear and tear of hydraulic fracturing equipment due to its deployment in unconventional
oil and natural gas fields characterized by longer lateral lengths and larger numbers of fracturing stages has further amplified this equipment and
crew shortage. If demand for fracturing services continues to increase or the supply of fracturing equipment and crews decreases, then higher
costs could result and could adversely affect our business and results of operations.

Our Identified Drilling Locations Are Scheduled Out Over Several Years, Making Them Susceptible to Uncertainties That Could Materially
Alter the Occurrence or Timing of Their Drilling.

Our management team has identified and scheduled drilling locations in our operating areas over a multi-year period. Our ability to drill and
develop these locations depends on a number of factors, including the availability of equipment and capital, approval by regulators, seasonal
conditions, oil and natural gas prices, assessment of risks, costs and drilling results. The final determination on whether to drill any of these
locations will be dependent upon the factors described elsewhere in this report as well as, to some degree, the results of our drilling activities
with respect to our established drilling locations. Because of these uncertainties, we do not know if the drilling locations we have identified will
be drilled within our expected timeframe or at all or if we will be able to economically produce hydrocarbons from these or any other potential
drilling locations. Our actual drilling activities may be materially different from our current expectations, which could adversely affect our
financial condition, res