Edgar Filing: ARENA RESOURCES INC - Form 10-K

ARENA RESOURCES INC
Form 10-K
March 02, 2009

United States Securities and Exchange Commission

Washington, D.C. 20549

Form 10-K

(Mark One)
IXI Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the fiscal year ended December 31, 2008
Or
I_I Transition Report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the transition period from to

Commission file number 001-31657

Arena Resources, Inc.

(Exact name of registrant as specified in its charter)

Nevada 73-1596109
(State or other jurisdiction of incorporation or organization) (LR.S. Employer Identification Number)
6555 South Lewis Avenue
Tulsa, Oklahoma 74136
(Address of principal executive offices) (Zip Code)

(918) 747-6060

(Registrant's telephone number, including area code)

Securities registered under Section 12(b) of the Exchange Act:

Title of Each Class Name of Each Exchange On Which Registered
Common - $0.001 Par Value New York Stock Exchange

Securities registered under Section 12(g) of the Exchange 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 IXI Nol_l

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Act.
Yes I_| No IXI

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Exchange Act 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 IXI No I_|

Securities registered under Section 12(b) of the Exchange Act: 1



Edgar Filing: ARENA RESOURCES INC - Form 10-K

Securities registered under Section 12(b) of the Exchange Act:



Edgar Filing: ARENA RESOURCES INC - Form 10-K

Indicate by check mark if disclosure of delinquent filers in response 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. |_I

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer or a non-accelerated filer.

Large accelerated filer IXI Accelerated filer |_| Non-accelerated filer |_|
Indicate by check mark whether the registrant is shell company (as defined in Rule 12b-2 of the Act). Yes I_| No IXI

As of June 30, 2008, the aggregate market value of the common voting stock held by non-affiliates of the issuer, based upon the closing stock
price of $52.82 per share, was approximately $1,924,472,984.

As of February 26, 2008, the issuer had outstanding 38,210,187 shares of common stock ($0.001 par value).

Securities registered under Section 12(b) of the Exchange Act:



Item 1

Item 1A

Item 1B

Item 2

Item 3

Item 4

Item 5

Item 6

Item 7

Item 7A

Item 8

Item 9

Item 9A

Item 9B

Item 10

Item 11

Item 12

Item 13

Item 14

Item 15

Edgar Filing: ARENA RESOURCES INC - Form 10-K

TABLE OF CONTENTS

PART I

Business

Risk Factors

Unresolved Staff Comments

Properties

Legal Proceedings

Submission of Matters to a Vote of Security Holders
PART II

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

Selected Financial Data
Management's Discussion and Analysis of Financial Condition and Results of Operations
Quantitative and Qualitative Disclosures About Market Risk
Financial Statements and Supplementary Data
Changes in and Disagreement's With Accountants on Accounting and Financial Disclosure
Controls and Procedures
Other Information
PART III
Directors, Executive Officers and Corporate Governance
Executive Compensation
Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters
Certain Relationships and Related Transactions, and Director Independence
Principal Accounting Fees and Services
PART IV

Exhibits

14

14

24

24

25

26

26

35

36

36

36

38

39

42

48

50

50

51

Securities registered under Section 12(b) of the Exchange Act:



Edgar Filing: ARENA RESOURCES INC - Form 10-K

Forward Looking Statements

All statements, other than statements of historical fact included in this Annual Report on Form 10-K (herein, Annual Report ) regarding
our strategy, future operations, financial position, estimated revenues and losses, projected costs, prospects, plans and objectives of management
are forward-looking statements. When used in this Annual Report, the words could, believe, anticipate, intend, estimate, expect, project
similar expressions are intended to identify forward-looking statements, although not all forward-looking statements contain such identifying
words. All forward-looking statements speak only as of the date of this Annual Report. You should not place undue reliance on these
forward-looking statements. Although we believe that our plans, intentions and expectations reflected in or suggested by the forward-looking
statements we make in this Annual Report are reasonable, we can give no assurance that these plans, intentions or expectations will be achieved.
We disclose important factors that could cause our actual results to differ materially from our expectations under Risk Factors, = Management s
Discussion and Analysis of Financial Condition and Results of Operations and elsewhere in this Annual Report. These cautionary statements
qualify all forward-looking statements attributable to us or persons acting on our behalf.

Unless the context otherwise requires, references in this Annual Report to Arena, we, wus, our or ours referto Arena Resources, Inc

PART I

Item 1: Business

General

Arena Resources, Inc. was incorporated in Nevada on August 31, 2000. Our principal executive offices are located at 6555 South
Lewis Avenue, Tulsa, Oklahoma 74136, and our telephone number is (918) 747-6060. Our Internet website can be found at
www.arenaresourcesinc.com. Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form §8-K and amendments
to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act of 1934 will be available through our Internet website
as soon as reasonably practical after we electronically file such material with, or furnish it to, the Securities and Exchange Commission.

We are engaged in oil and natural gas acquisition, exploration, development and production, with activities currently in Oklahoma,
Texas, New Mexico and Kansas. Our focus will be on developing our existing properties, while continuing to pursue acquisitions of oil and gas
properties with upside potential.

Business Development

Between our inception in August 2000 through 2004, we have built our asset base and achieved growth primarily through property
acquisitions. Beginning in 2005, while we continued to grow through acquisition, we shifted our focus to growth through development of our
existing properties. From our inception through December 31, 2008, we have increased our proved reserves to approximately 65.6 million Boe
(barrel of oil equivalent). As of December 31, 2008, our estimated proved reserves had a pre-tax PV 10 (present value of future net revenues
before income taxes discounted at 10%) of approximately $651.6 million and a Standardized Measure of Discounted Future Net Cash Flows of
approximately $460.7 million. The difference between these two amounts is the effect of income taxes. The Company presents the pre-tax
PV-10 value, which is a non-GAAP financial measure, because it is a widely used industry standard which we believe is useful to those who
may review this Annual Report when comparing our asset base and performance to other comparable oil and gas exploration and production
companies. We spent approximately $475.9 million on acquisitions and capital projects during 2006, 2007 and 2008.
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We have a portfolio of oil and natural gas reserves, with approximately 85% of our proved reserves consisting of oil and
approximately 15% consisting of natural gas. Of those reserves approximately 31% of our proved reserves are classified as proved developed
producing, or PDP, approximately 7% of our proved reserves are classified as proved developed non-producing, or PDNP, and approximately
62% are classified as proved undeveloped, or PUD.

Competitive Business Conditions

We operate in a highly competitive environment for acquiring properties, marketing oil and natural gas and securing trained personnel.
Some of our competitors possess and employ financial resources substantially greater than ours and some of our competitors employ more
technical personnel. These factors can be particularly important in the areas in which we operate. Those companies may be able to pay more for
productive oil and natural gas properties and exploratory prospects and to evaluate, bid for and purchase a greater number of properties and
prospects than what our financial or technical resources permit. Our ability to acquire additional properties and to find and develop reserves in
the future will depend on our ability to identify, evaluate and select suitable properties and to consummate transactions in a highly competitive
environment. Also, there is substantial competition for capital available for investment in the oil and natural gas industry.

The actual price range of crude oil is largely established by major crude oil purchasers and commodities trading. Pricing for natural
gas is based on regional supply and demand conditions. To this extent we believe we receive oil and gas prices comparable to other producers.
There is little risk in our ability to sell all our current production at current prices with a reasonable profit margin. The risk of domestic
overproduction at current prices is not deemed significant. We view our primary pricing risk to be related to a potential decline in prices to a
level which could render our current production uneconomical.

We are presently committed to use the services of the existing gathering systems of the companies that purchase our natural gas
production. This commitment is tied to existing natural gas purchase contracts associated with our production This commitment potentially gives
such gathering companies certain short-term relative monopolistic powers to set gathering and transportation costs, because obtaining the
services of an alternative gathering company would require substantial additional costs (since an alternative gathering company would be
required to lay new pipeline and/or obtain new rights of way to any lease from which we are selling production). We are not subject to third
party gathering systems for our oil production. Some of our oil production is sold through a third party pipeline which has no regional
competition. All other oil production is transported by the oil purchaser by trucks with competitive trucking costs in the area.

Major Customers

We principally sell our oil and natural gas production to end users, marketers and other purchasers that have access to nearby pipeline
facilities. In areas where there is no practical access to pipelines, oil is trucked to storage facilities. Our marketing of oil and natural gas can be
affected by factors beyond our control, the effects of which cannot be accurately predicted. For fiscal year 2008, sales to three customers, Navajo
Refining Company, DCP Midstream, LP and Conoco Phillips, represented 83%, 8% and 5% of oil and gas revenues, respectively. At December
31, 2008, these customers represented 84%, 9% and 5% of our accounts receivable. However, we believe that the loss of these customers would
not materially impact our business, because we could readily find other purchasers for our oil and gas as produced.

Major Customers 6
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Governmental Regulations

Regulation of Transportation of Oil

Sales of crude oil, condensate and natural gas liquids are not currently regulated and are made at negotiated prices. Nevertheless,
Congress could reenact price controls in the future.

Our sales of crude oil are affected by the availability, terms and cost of transportation. The transportation of oil in common carrier
pipelines is also subject to rate regulation. The Federal Energy Regulatory Commission, or the FERC, regulates interstate oil pipeline
transportation rates under the Interstate Commerce Act. Intrastate oil pipeline transportation rates are subject to regulation by state regulatory
commissions. The basis for intrastate oil pipeline regulation, and the degree of regulatory oversight and scrutiny given to intrastate oil pipeline
rates, varies from state to state.

Insofar as effective interstate and intrastate rates are equally applicable to all comparable shippers, we believe that the regulation of oil
transportation rates will not affect our operations in any way that is of material difference from those of our competitors. Further, interstate and
intrastate common carrier oil pipelines must provide service on a non-discriminatory basis. Under this open access standard, common carriers
must offer service to all shippers requesting service on the same terms and under the same rates. When oil pipelines operate at full capacity,
access is governed by pro-rationing provisions set forth in the pipelines published tariffs. Accordingly, we believe that access to oil pipeline
transportation services generally will be available to us to the same extent as to our competitors.

Regulation of Transportation and Sale of Natural Gas

Historically, the transportation and sale for resale of natural gas in interstate commerce have been regulated pursuant to the Natural
Gas Act of 1938, the Natural Gas Policy Act of 1978 and regulations issued under those Acts by the FERC. In the past, the federal government
has regulated the prices at which natural gas could be sold. While sales by producers of natural gas can currently be made at uncontrolled market
prices, Congress could reenact price controls in the future.

Since 1985, the FERC has endeavored to make natural gas transportation more accessible to natural gas buyers and sellers on an open
and non-discriminatory basis. The FERC has stated that open access policies are necessary to improve the competitive structure of the interstate
natural gas pipeline industry and to create a regulatory framework that will put natural gas sellers into more direct contractual relations with
natural gas buyers by, among other things, unbundling the sale of natural gas from the sale of transportation and storage services. Although the
FERC s orders do not directly regulate natural gas producers, they are intended to foster increased competition within all phases of the natural
gas industry.

We cannot accurately predict whether the FERC s actions will achieve the goal of increasing competition in markets in which our
natural gas is sold. Therefore, we cannot provide any assurance that the less stringent regulatory approach recently established by the FERC will
continue. However, we do not believe that any action taken will affect us in a way that materially differs from the way it affects other natural gas
producers.

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. Insofar as such regulation within a particular state will generally affect all intrastate natural gas shippers within the state on a
comparable basis, we believe that the regulation of similarly situated intrastate natural gas transportation in any states in which we operate and
ship natural gas on an intrastate basis will not affect our operations in any way that is of material difference from those of our competitors.
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Regulation of Production

The production of oil and natural gas is subject to regulation under a wide range of local, state and federal statutes, rules, orders and
regulations. Federal, state and local statutes and regulations require permits for drilling operations, drilling bonds and reports concerning
operations. All of the states in which we own and operate properties have regulations governing conservation matters, including provisions for
the unitization or pooling of oil and natural gas properties, the establishment of maximum allowable rates of production from oil and natural gas
wells, the regulation of well spacing, and plugging and abandonment of wells. The effect of these regulations is to limit the amount of oil and
natural gas that we can produce from our wells and to limit the number of wells or the locations at which we can drill, although we can apply for
exceptions to such regulations or to have reductions in well spacing. 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.

The failure to comply with these rules and regulations can result in substantial penalties. Our competitors in the oil and natural gas
industry are subject to the same regulatory requirements and restrictions that affect our operations

Environmental Compliance and Risks

Our oil and natural gas exploration, development and production operations are subject to stringent federal, state and local laws and
regulations governing the discharge of materials into the environment or otherwise relating to environmental protection. Historically, most of the
environmental regulation of oil and gas production has been left to state regulatory boards or agencies in those jurisdictions where there is
significant gas and oil production, with limited direct regulation by such federal agencies as the Environmental Protection Agency. However,
while we believe this generally to be the case for our production activities in Oklahoma, Texas, New Mexico and Kansas, there are various
regulations issued by the Environmental Protection Agency ( EPA ) and other governmental agencies that would govern significant spills,
blow-outs, or uncontrolled emissions.

In Oklahoma, Texas, New Mexico and Kansas specific oil and gas regulations apply to the drilling, completion and operations of
wells, and the disposal of waste oil and salt water. There are also procedures incident to the plugging and abandonment of dry holes or other
non-operational wells, all as governed by the applicable governing state agency.

At the federal level, among the more significant laws and regulations that may affect our business and the oil and gas industry are: The
Comprehensive Environmental Response, Compensation and Liability Act of 1980, also known as  CERCLA or Superfund; the Oil Pollution Act
of 1990; the Resource Conservation and Recovery Act, also known as RCRA, ; the Clean Air Act; Federal Water Pollution Control Act of 1972,
or the Clean Water Act; and the Safe Drinking Water Act of 1974.

Compliance with these regulations may constitute a significant cost and effort for us. No specific accounting for environmental
compliance has been maintained or projected by us at this time. We are not presently aware of any environmental demands, claims, or adverse
actions, litigation or administrative proceedings in which either we or our acquired properties are involved in or subject to, or arising out of any
predecessor operations.

In the event of a breach of environmental regulations, these environmental regulatory agencies have a broad range of alternative or
cumulative remedies which include: ordering a clean-up of any spills or waste material and restoration of the soil or water to conditions existing
prior to the environmental violation; fines; or enjoining further drilling, completion or production activities. In certain egregious situations the
agencies may also pursue criminal remedies against us or our principal officers.

Environmental Compliance and Risks 8
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Current Employees

As of December 31, 2008, we had 71 full-time employees, including 25 employed by Arena Drilling Company, a wholly owned
subsidiary. Our employees are not represented by any labor union. We consider our relations with our employees to be satisfactory and have
never experienced a work stoppage or strike.

We retain certain engineers, geologists, landmen, pumpers and other personnel on a contract or fee basis as necessary for our
operations.

Item 1A. Risk Factors

The following risks and uncertainties may affect our performance, results of operations and the trading price of our common stock.

Risks Relating to the Oil and Natural Gas Industry and Our Business

A substantial or extended decline in oil and natural gas prices may adversely affect our business, financial condition or results of
operations and our ability to meet our capital expenditure obligations and financial commitments.

The price we receive for our oil and natural gas production heavily influences our revenue, profitability, 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 beyond our
control. These factors include, but are not limited to, the following:

changes in global supply and demand for oil and natural gas;

the actions of the Organization of Petroleum Exporting Countries, or OPEC;

the price and quantity of imports of foreign oil and natural gas;

political conditions, including embargoes, in or affecting other oil-producing activity;
the level of global oil and natural gas exploration and production activity;

the level of global oil and natural gas inventories;

weather conditions;

technological advances affecting energy consumption; and

the price and availability of alternative fuels.

Lower oil and natural gas prices may not only decrease our revenues on a per unit basis but also may reduce the amount of oil and
natural gas that we can produce economically. Lower prices will also negatively impact the value of our proved reserves. A substantial or
extended decline in oil or natural gas prices may materially and adversely affect our future business, financial condition, results of operations,
liquidity or ability to finance planned capital expenditures.

A substantial percentage of our proven properties are undeveloped; therefore the risk associated with our success is greater than would
be the case if the majority of our properties were categorized as proved developed producing.

Because a substantial percentage of our proven properties are proved undeveloped (approximately 62%) or proved developed
non-producing (approximately 7%), we will require significant additional capital to develop such properties before they may become productive.
Further, because of the inherent uncertainties associated with drilling for oil and gas, some of these properties may never be developed to the
extent that they result in positive cash flow. Even if we are successful in our development efforts, it could take several years for a significant
portion of our undeveloped properties to be converted to positive cash flow.

Current Employees 9



Edgar Filing: ARENA RESOURCES INC - Form 10-K

While our current business plan is to fund the development costs with cash flow from our other producing properties, if such cash flow
is not sufficient we may be forced to seek alternative sources for cash, through the issuance of additional equity or debt securities, increased
borrowings or other means.

Approximately 26 % of our proven reserves depend upon secondary recovery techniques to establish production.

Approximately twenty-six percent (26%) of our reserves for the year ended December 31, 2008 are associated with secondary
recovery projects that are either in the initial stage of implementation or are scheduled for implementation. We anticipate that secondary
recovery will be attempted by the use of waterflood of these reserves, and the exact project initiation dates and, by the very nature of waterflood
operations, the exact completion dates of such projects, are uncertain. In addition, the reserves associated with these secondary recovery projects,
as with any reserves, are estimates only, as the success of any development project, including these waterflood projects, cannot be ascertained in
advance. If we are not successful in developing a significant portion of our reserves associated with secondary recovery methods, it could have a
negative impact on our earnings and our stock price.

Drilling for and producing oil and natural gas are high risk activities with many uncertainties that could adversely affect our business,
financial condition or results of operations.

Our future success will depend on the success of our exploitation, exploration, development and production activities. Our oil and
natural gas exploration and production activities are subject to numerous risks beyond our control; including the risk that drilling will not result
in commercially viable oil or natural gas production. Our decisions to purchase, explore, develop or otherwise exploit prospects or properties
will depend in part on the evaluation of data obtained through geophysical and geological analyses, production data and engineering studies, the
results of which are often inconclusive or subject to varying interpretations. Please read  Reserve estimates depend on many assumptions that
may turn out to be inaccurate (below) for a discussion of the uncertainty involved in these processes. Our cost of drilling, completing and
operating wells is often uncertain before drilling commences. Overruns in budgeted expenditures are common risks that can make a particular
project uneconomical. Further, many factors may curtail, delay or cancel drilling, including the following:

delays imposed by or resulting from compliance with regulatory requirements;
pressure or irregularities in geological formations;

shortages of or delays in obtaining equipment and qualified personnel;
equipment failures or accidents;

adverse weather conditions;

reductions in oil and natural gas prices;

title problems; and

limitations in the market for oil and natural gas.

If our assessments of recently purchased properties are materially inaccurate, it could have significant impact on future operations and
earnings.

We have aggressively expanded our base of producing properties. The successful acquisition of producing properties requires
assessments of many factors, which are inherently inexact and may be inaccurate, including the following:

Current Employees 10
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the amount of recoverable reserves;

future oil and natural gas prices;

estimates of operating costs;

estimates of future development costs;

estimates of the costs and timing of plugging and abandonment; and
potential environmental and other liabilities.

Our assessment will not reveal all existing or potential problems, nor will it permit us to become familiar enough with the properties to
assess fully their capabilities and deficiencies. As noted previously, we plan to undertake further development of our properties through the use
of cash flow from existing production. Therefore, a material deviation in our assessments of these factors could result in less cash flow being
available for such purposes than we presently anticipate, which could either delay future development operations (and delay the anticipated
conversion of reserves into cash), or cause us to seek alternative sources to finance development activities.

Decreases in oil and natural gas prices may require us to take write-downs of the carrying values of our oil and natural gas properties,
potentially requiring earlier than anticipated debt repayment and negatively impacting the trading value of our securities.

Accounting rules require that we review periodically the carrying value of our oil and natural gas properties for possible impairment.
Based on specific market factors and circumstances at the time of prospective impairment reviews, and the continuing evaluation of
development plans, production data, economics and other factors, we may be required to write down the carrying value of our oil and natural gas
properties. Because our properties serve as collateral for advances under our existing credit facilities, a write-down in the carrying values of our
properties could require us to repay debt earlier than we would otherwise be required. A write-down could also constitute a non-cash charge to
earnings. It is likely the cumulative effect of a write-down could also negatively impact the trading price of our securities.

Reserve estimates depend on many assumptions that may turn out to be inaccurate. Any material inaccuracies in these reserve estimates
or underlying assumptions will materially affect the quantities and present value of our reserves.

The process of estimating oil and natural gas reserves is complex. It requires interpretations of available technical data and many
assumptions, including assumptions relating to economic factors. Any significant inaccuracies in these interpretations or assumptions could
materially affect the estimated quantities and present value of our reported reserves.

In order to prepare our estimates, we must project production rates and timing of development expenditures. We must also analyze
available geological, geophysical, production and engineering data. The extent, quality and reliability of this data can vary. The process also
requires economic assumptions about matters such as oil and natural gas prices, drilling and operating expenses, capital expenditures, taxes and
availability of funds. Therefore, estimates of oil and natural gas reserves are inherently imprecise.

Actual future production, oil and natural gas prices, revenues, taxes, development expenditures, operating expenses and quantities of
recoverable oil and natural gas reserves most likely will vary from our estimates. Any significant variance could materially affect the estimated
quantities and present value of our reported reserves. In addition, we may adjust estimates of proved reserves to reflect production history,
results of exploration and development, prevailing oil and natural gas prices and other factors, many of which are beyond our control.
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You should not assume that the present value of future net revenues from our reported proved reserves is the current market value of
our estimated oil and natural gas reserves. In accordance with SEC requirements, we generally base the estimated discounted future net cash
flows from our proved reserves on prices and costs on the date of the estimate. Actual future prices and costs may differ materially from those
used in the present value estimate. If future values decline or costs increase it could negatively impact our ability to finance operations, and
individual properties could cease being commercially viable, affecting our decision to continue operations on producing properties or to attempt
to develop properties. All of these factors would have a negative impact on earnings and net income, and most likely the trading price of our
securities. These factors could also result in the acceleration of debt repayment and a reduction in our borrowing base under our credit facilities.

Prospects that we decide to drill may not yield oil or natural gas in commercially viable quantities.

Our prospects are in various stages of evaluation, ranging from prospects that are currently being drilled, to prospects that will require
substantial additional seismic data processing and interpretation. There is no way to predict in advance of drilling and testing whether any
particular prospect will yield oil or natural gas in sufficient quantities to recover drilling or completion costs or to be economically viable. This
risk may be enhanced in our situation, due to the fact that a significant percentage (62%) of our proved reserves is currently proved undeveloped
reserves. The use of seismic data and other technologies and the study of producing fields in the same area will not enable us to know
conclusively prior to drilling whether oil or natural gas will be present or, if present, whether oil or natural gas will be present in commercial
quantities. We cannot assure you that the analogies we draw from available data from other wells, more fully explored prospects or producing
fields will be applicable to our drilling prospects.

We may incur substantial losses and be subject to substantial liability claims as a result of our oil and natural gas operations.

We are not insured against all risks. Losses and liabilities arising from uninsured and underinsured events could materially and
adversely affect our business, financial condition or results of operations. Our oil and natural gas exploration and production activities are
subject to all of the operating risks associated with drilling for and producing oil and natural gas, including the possibility of:

environmental hazards, such as uncontrollable flows of oil, natural gas, brine, well fluids, toxic gas or other pollution into the
environment, including groundwater and shoreline contamination;

abnormally pressured formations;

mechanical difficulties, such as stuck oil field drilling and service tools and casing collapse;

fires and explosions;

personal injuries and death; and

natural disasters.

Any of these risks could adversely affect our ability to conduct operations or result in substantial losses to our company. We may elect
not to obtain insurance if we believe that 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, then it
could adversely affect us.

We are subject to complex laws that can affect the cost, manner or feasibility of doing business.

Exploration, development, production and sale of oil and natural gas are subject to extensive federal, state, local and international
regulation. We may be required to make large expenditures to comply with governmental regulations. Matters subject to regulation include:
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discharge permits for drilling operations;
drilling bonds;

reports concerning operations;

the spacing of wells;

unitization and pooling of properties; and
taxation.

Under these laws, we could be liable for personal injuries, property damage and other damages. Failure to comply with these laws also
may result in the suspension or termination of our operations and subject us to administrative, civil and criminal penalties. Moreover, these laws
could change in ways that substantially increase our costs. Any such liabilities, penalties, suspensions, terminations or regulatory changes could
materially adversely affect our financial condition and results of operations.

Our operations may incur substantial liabilities to comply with the environmental laws and regulations.

Our oil and natural gas operations are subject to stringent federal, state and local laws and regulations relating to the release or disposal
of materials into the environment or otherwise relating to environmental protection. These laws and regulations may require the acquisition of a
permit before drilling commences, restrict the types, quantities and concentration of substances that can be released into the environment in
connection with drilling and production activities, limit or prohibit drilling activities on certain lands lying within wilderness, wetlands and other
protected areas, and impose substantial liabilities for pollution resulting from our operations. Failure to comply with these laws and regulations
may result in the assessment of administrative, civil and criminal penalties, incurrence of investigatory or remedial obligations or the imposition
of injunctive relief. Changes in environmental laws and regulations occur frequently, and any changes that result in more stringent or costly
waste handling, storage, transport, disposal or cleanup requirements could require us to make significant expenditures to maintain compliance,
and may otherwise have a material adverse effect on our results of operations, competitive position or financial condition as well as the industry
in general. Under these environmental laws and regulations, we could be held strictly liable for the removal or remediation of previously
released materials or property contamination regardless of whether we were responsible for the release or if our operations were standard in the
industry at the time they were performed.

If our indebtedness increases, it could reduce our financial flexibility.

We have a $150 million credit facility in place with a current borrowing base of $150 million. As of December 31, 2008, no amount
was outstanding on our credit facility. If in the future we utilize this facility, the level of our indebtedness could affect our operations in several
ways, including the following:

a significant portion of our cash flow could be used to service the indebtedness,

a high level of debt would increase our vulnerability to general adverse economic and industry conditions,

the covenants contained in our credit facility limit our ability to borrow additional funds, dispose of assets, pay dividends and
make certain investments,

a high level of debt could impair our ability to obtain additional financing in the future for working capital, capital
expenditures, acquisitions, general corporate or other purposes.

In addition, our bank borrowing base is subject to semi-annual redeterminations. We could be forced to repay a portion of our bank
borrowings due to redeterminations of our borrowing base. If we are forced to do so, we may not have sufficient funds to make such repayments.
If we do not have sufficient funds and are otherwise unable to negotiate renewals of our borrowings or arrange new financing, we may have to
sell significant assets. Any such sale could have a material adverse effect on our business and financial results.
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Unless we replace our oil and natural gas reserves, our reserves and production will decline, which would adversely affect our cash
flows and income.

Unless we conduct successful development, exploitation and exploration activities or acquire properties containing proved reserves,
our proved reserves will decline as those reserves are produced. Producing oil and natural gas reservoirs generally are characterized by declining
production rates that vary depending upon reservoir characteristics and other factors. Our future oil and natural gas reserves and production, and,
therefore our cash flow and income, are highly dependent on our success in efficiently developing and exploiting our current reserves and
economically finding or acquiring additional recoverable reserves. If we are unable to develop, exploit, find or acquire additional reserves to
replace our current and future production, our cash flow and income will decline as production declines, until our existing properties would be
incapable of sustaining commercial production.

If our access to markets is restricted, it could negatively impact our production, our income and ultimately our ability to retain our
leases.

Market conditions or the unavailability of satisfactory oil and natural gas transportation arrangements may hinder our access to oil and
natural gas markets or delay our production. The availability of a ready market for our oil and natural gas production depends on a number of
factors, including the demand for and supply of oil and natural gas and the proximity of reserves to pipelines and terminal facilities. Our ability
to market our production depends in substantial part on the availability and capacity of gathering systems, pipelines and processing facilities
owned and operated by third parties. Our failure to obtain such services on acceptable terms could materially harm our business.

Currently, the majority of our production is sold to marketers and other purchasers that have access to nearby pipeline facilities.
However, as we begin to further develop our properties, we may find production in areas with limited or no access to pipelines, thereby
necessitating delivery by other means, such as trucking, or requiring compression facilities. Such restrictions on our ability to sell our oil or
natural gas have several adverse affects, including higher transportation costs, fewer potential purchasers (thereby potentially resulting in a lower
selling price) or, in the event we were unable to market and sustain production from a particular lease for an extended time, possibly causing us
to lose a lease due to lack of production.

Risks Relating to Our Common Stock
We have no plans to pay dividends on our common stock. You may not receive funds without selling your shares.

We do not anticipate paying any cash dividends on our common stock in the foreseeable future. We currently intend to retain future
earnings, if any, to finance the expansion of our business. Our future dividend policy is within the discretion of our board of directors and will
depend upon various factors, including our business, financial condition, results of operations, capital requirements and investment
opportunities. In addition, our credit facility prohibits us from paying dividends.

Provisions under Nevada law could delay or prevent a change in control of our company, which could adversely affect the price of our
common stock.

While we do not believe that we currently have any provisions in our organizational documents that could prevent or delay a change in
control of our company (such as provisions calling for a staggered board of directors, or the issuance of stock with super-majority voting rights),
the existence of some provisions under Nevada law could delay or prevent a change in control of our company, which could adversely affect the
price of our common stock. Nevada law imposes some restrictions on mergers and other business combinations between us and any holder of
10% or more of our outstanding common stock.

13
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Item 1B: Unresolved Staff Comments
None.
Item 2: Properties

General Background

From our inception in August 2000 through 2004, we built our asset base and achieved growth primarily through property
acquisitions. Beginning in 2005, while we have continued to grow through acquisition, we have shifted our focus to growth through
development of our existing properties.

As of December 31, 2008, our estimated proved reserves had a pre-tax PV 10 value of approximately $651.6 million and a
Standardized Measure of Discounted Future Cash Flows of approximately $460.7 million, approximately 75% of which relate to our properties
in Texas, approximately 20% of which relate to our properties located in New Mexico, approximately 4% relate to our properties in Oklahoma
and less than 1% relate to our properties in Kansas. We spent approximately $475.9 million on acquisitions and capital projects during 2006,
2007 and 2008. We expect to further develop these properties through additional drilling. We will closely manage our capital expenditures to our
cash flow. As commodity prices change we will consider the resulting impact on our cash flow and adjust our capital expenditures up or down
accordingly. We have maintained a strong current cash position with no long-term debt; we will continue to seek acquisition opportunities that
complement our core assets.

The following table summarizes our total net proved reserves, pre-tax PV10 value and Standardized Measure of Discounted Future
Net Cash Flows as of December 31, 2008.

Standardized
Measure of
Geographic QOil Natural Gas Total Pre-Tax PV10 Discounted Future
Area (Bbl) (Mcf) (Boe) Value Net Cash Flows
New Mexico 11,562,062 10,027,712 13,233,347 $ 142,655,469  $ 96,740,125
Texas 41,446,289 46,659,956 49,222,949 473,553,239 340,265,525
Oklahoma 2,836,906 223,942 2,874,229 34,070,421 22,109,638
Kansas - 1,893,052 315,509 1,275,470 1,571,622
Total 55,845,257 58,804,662 65,646,034 $ 651,554,599  $ 460,686,910

Proved Reserves

Our 65,646,034 Boe of proved reserves, which consist of approximately 85% oil and 15% natural gas, are summarized below as of
December 31, 2008, on a net pre-tax PV10 value and Standardized Measure of Discounted Future Net Cash Flows basis. Our reserve estimates
have not been filed with any Federal authority or agency (other than the SEC).

14
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As of December 31, 2008, our Texas proved reserves had a net pre-tax PV10 value of $473.6 million and Standardized Measure of
Discounted Future Net Cash Flows of $340.3 million, our proved reserves in New Mexico had a net pre-tax PV10 value of $142.7 million and
Standardized Measure of Discounted Future Net Cash Flows of $96.7 million, our proved reserves in Oklahoma had a net pre-tax PV10 value of
$34.1 million and a Standardized Measure of Discounted Future Net Cash Flows of $22.1 million and our proved reserves in Kansas had a net
pre-tax PV 10 value of $1.3 million and a Standardized Measure of Discounted Future Net Cash Flows of $1.6 million.

As of December 31, 2008, approximately 31% of the proved reserves have been classified as proved developed producing, or PDP .
Proved developed non-producing, or  PDNP reserves constitute approximately 7% and proved undeveloped, or PUD , reserves constitute
approximately 62%, of the proved reserves as of December 31, 2008.

Total proved reserves had a net pre-tax PV 10 value as of December 31, 2008 of approximately $651.6 million and a Standardized
Measure of Discounted Future Net Cash Flows of approximately $460.7 million, 32.8% or $213.7 million and $152.9 million, respectively, of
which is associated with the PDP reserves. An additional $57.0 million and $39.8 million, respectively, is associated with the PDNP reserves, or
8.7% of total proved reserves pre-tax PV10 value. The remaining $380.9 million and $269.0 million, respectively, was associated with PUD
reserves.

15
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Our proved reserves as of December 31, 2008 are summarized in the table below.

New Mexico:
PDP
PDNP
PUD

Total Proved:

Texas:
PDP
PDNP
PUD

Total Proved:

Oklahoma:
PDP
PUD

Total Proved:

Kansas:
PDP

Total Proved:

Total:
PDP
PDNP
PUD

Total Proved:

Estimated Costs Related to Conversion of Proved Undeveloped Reserves to Proved Developed Reserves

Oil
(Bbl)

3,514,564
1,898,696
6,148,802

11,562,062

13,391,728
1,183,124
26,871,437

41,446,289

243,365
2,593,541

2,836,906

17,149,657
3,081,820
35,613,780

55,845,257

Gas
(Mcf)

5,058,089
1,883,264
3,086,359

10,027,712

11,101,118
8,628,648
26,930,190

46,659,956

94,862
129,080

223,942

1,893,052

1,893,052

18,147,121
10,511,912
30,145,629

58,804,662

Total
(Boe)

4,357,579
2,212,573
6,663,195

13,233,347

15,241,914
2,621,232
31,359,803

49,222,949

259,175
2,615,054

2,874,229

315,509

315,509

20,174,177
4,833,805
40,638,052

65,646,034

% of Total
Proved

7%
3%
10%

20%

23%
4%
48%

75%

0%
4%

4%

1%

1%

31%
7%
62%

100%

Pre-tax
PV10
(In thousands)

29,705
28,745
84,205

142,655

181,321
28,227
264,007

473,555

1,372
32,698

34,070

1,275

1,275

213,673
56,972
380,910

651,555

Standardized
Measure of
Discounted

Future Net Cash
Flows

$ 20,144
19,493

57,103

$ 96,740
$ 130,285
20,282

189,698

$ 340,265
$ 890
21,220

$ 22,110
$ 1,572
$ 1,572
$ 152,891
39,775

268,021

$ 460,687

Future Capital
Expenditures

(In thousands)
$ -
4,072
50,171
$ 54,243
$ -
10,842
256,592
$ 267,434
$ -
8,995
$ 8,995
$ -
$ -
$ -
14,914
315,758
$ 330,672

The following table indicates projected reserves that we currently estimate will be converted from proved undeveloped or proved
developed non-producing to proved developed, as well as the estimated costs per year involved in such development.

Year

2009
2010
2011
2012

Developed (Bbls)

Estimated Oil

Reserves

8,645,952
11,813,008
9,103,092
9,133,548

Estimated Gas
Reserves
Developed (Mcf)

19,144,177
10,124,718
6,365,262
5,023,384

Total

1
1
1

Boe

1,836,648
3,500,461
0,163,969
9,970,779

Estimated
Development Costs

68,536,928
95,088,268
96,918,071
70,129,190

Estimated Costs Related to Conversion of Proved Undeveloped Reserves to Proved Developed Reserved 7
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Estimated Oil Estimated Gas
Reserves Reserves Estimated
Year Developed (Bbls) Developed (Mcf) Total Boe Development Costs
38,695,600 40,657,541 45,471,857 $ 330,672,457
16
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Production

Our estimated average daily production for the month of December, 2008, is summarized below. These tables indicate the percentage
of our estimated December 2008 average daily production of 7,003 Boe/d attributable to each state and to oil versus natural gas production.

Average
Daily Natural
State Production Qil Gas
Texas 86.30% 76.12% 10.18%
New Mexico 10.83% 8.77% 2.06%
Oklahoma 1.71% 1.61% 0.10%
Kansas 1.16% 0.00% 1.16%
Total 100% 86.50% 13.50%

Summary of Oil and Natural Gas Properties and Projects
Significant New Mexico Operations

East Hobbs San Andres Unit  Lea County, New Mexico. In May, 2004 we acquired an 82.24% working interest and a 67.60% net
revenue interest in this lease. The property has been in continuous production since that time. Net revenue interest is the owner s percentage share
of the monthly income realized from the sale of a well s produced oil and gas. The net revenue interest is a lesser number as compared to the
working interest, due to the mineral owner royalty and other overriding royalties on the well. The lease contains approximately 920 acres, all
held by production, on which there are 31 producing wells. We believe the property can support 27 additional wells which are included in our
estimate of PUD in this report. We believe the property also has additional potential through waterflooding. A waterflood operation is a method
of secondary recovery in which water is injected into the reservoir formation to displace residual oil. The water from injection wells physically
sweeps the displaced oil to adjacent production wells. These estimates are included in our estimates of PUD potential.

Seven Rivers Queen Unit  Lea County, New Mexico. In May, 2003 we acquired a 71.11% working interest and a 56.91% net revenue
interest in this mature waterflood property. The property consists of 2,240 acres, all held by production. The property has 55 producing wells.
We believe the property has remaining potential from waterflood expansion but no costs have been budgeted for this development for 2009.

Humphrey Queen Unit Lea County, New Mexico. We acquired a 100% working interest and a 75.08% net revenue interest in this
mature waterflood in December, 2007. The property contains 16 producing wells and approximately 760 acres, all held by production. We
believe the property can support activities to drill 22 additional PUD wells, which are included in our reserve estimates.

Langlie Mattix Queen Unit  Lea County, New Mexico. We acquired a 100% working interest and a 75.09% net revenue interest in this
mature waterflood property in December, 2007. The property has 16 producing wells on approximately 1,040 acres, all held by production. We
believe the property can support activity to drill 24 additional PUD wells, which are included in our reserve estimates.
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South Leonard Queen Unit  Lea County, New Mexico. We acquired a 100% working interest and a 75.09% net revenue interest in this
mature waterflood in December, 2007. The property contains 7 producing wells on approximately 680 acres with all of the acreage being held by
production. We believe the property can support activity to drill four additional PUD wells, which are included in our reserve estimates.

North Benson Queen Unit  Eddy County, New Mexico. We acquired a 100% working interest and a 69.44% net revenue interest in this
mature waterflood property in October, 2003. The property has 27 producing wells and contains approximately 1,800 acres, all held by
production. We have reactivated the waterflood by constructing a new water supply system, building new injection facilities, and returning
previously idle water injection wells to service. We think the property can support workovers in existing wells to open additional zones and
drilling 28 additional wells which are included as PUD in our reserve estimate.

Red Lake Unit  Eddy County, New Mexico. In October, 2007 we acquired a 100% working interest and an 80.56% net revenue interest
in this property. The lease has 16 producing wells on approximately 1,090 acres, all held by production. We believe the property can support
activity to drill three additional PUD wells, which are included in our reserve estimates.

Phillips Lea, Hale State, State 36 and Corbin 35 leases Lea County, New Mexico. In June, 2008 we acquired a 100% working interest
with net revenue interests ranging from 80.31% to 82.81% in these leases. The leases have 16 producing wells on approximately 800 acres, all
held by production. We think the property can support workovers in existing wells to open new zones in existing wells and drilling 11 additional
wells which are included as PUD in our reserve estimate.

Significant Texas Operations

Fuhrman Mascho leases  Andrews County, Texas. In December 2004 we acquired a 100% working interest and a 75% net revenue
interest in these leases. Throughout 2005, 2006, 2007 and 2008 we acquired working and net revenue interests in additional producing leases and
acquired additional undeveloped acreage in and around our Fuhrman Mascho leases. The working interests range from 20-100% and the net
revenue interests range from 16-80%. In total, we now own 36,279 acres, with 24,760 acres developed and held by production and the remaining
11,479 acres being undeveloped. We believe the Fuhrman Mascho leases contain considerable remaining potential for San Andres zone PUD
drilling. Our reserve estimate includes 499 PUD Grayburg-San Andres wells. The Fuhrman Mascho leases also contain potential for Yates zone
gas development from workovers in existing wells and PUD locations. Our reserve estimates include potential development expenditures for
2009 and beyond.

Y6 lease  Fisher County, Texas. We acquired a 100% working interest and an 80% net revenue interest in this partially developed
waterflood property in June, 2001. There are 15 producing wells on approximately 1,697 acres, which is held by production. We believe the
property can support activity to drill four additional PUD wells, which are included in our reserve estimates.

Significant Oklahoma Operations

Ona Morrow Sand Unit  Cimarron and Texas Counties, Oklahoma. We acquired a 100% working interest and an 81.32% net revenue
interest in this waterflood property in June, 2001. There are 13 producing wells on approximately 2,120 acres, which is held by production. We
believe the property can support three additional PUD wells, which are included in our estimate of PUD.

18
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Eva South Morrow Sand Unit

Texas County, Oklahoma. We purchased a 100% working interest and an 85.41% net revenue interest in

this waterflood property in July, 2002. The lease has seven producing wells on approximately 489 acres, which is held by production. We
believe this property can support two additional wells which are included in our estimate of PUD.

Midwell, Appleby, Smaltz, and Hanes Leases

Cimarron County, Oklahoma. We acquired a 100% working interest and an 80% net

revenue interest in these leases in September, 2002. The leases contain 11 wells on approximately 2,280 acres, which is held by production. We
believe the leases contain PUD potential from waterflood operations and six PUD wells, which are included in our estimate of PUD. We began
implementing the waterflood operations during 2008 and will continue those efforts during 2009.

Acreage

The following table summarizes gross and net developed and undeveloped acreage at December 31, 2008 by region (net acreage is our
percentage ownership of gross acreage). Acreage in which our interest is limited to royalty and overriding royalty interests is excluded.

Developed Acreage Undeveloped Acreage Total Acreage
Gross Net Gross Net Gross Net
New Mexico 9,850 7,069 - - 9,850 7,069
Texas 27,027 20,391 13,009 9,757 40,036 30,148
Oklahoma 5,529 4,122 - - 5,529 4,122
Kansas 5,200 4,160 - - 5,200 4,160
Total 47,606 35,742 13,009 9,757 60,615 45,499
Production History
The following table presents the historical information about our produced natural gas and oil volumes.
Year Ended December 31,
2006 2007 2008
Oil production (Bbls) 900,614 1,316,025 2,018,335
Natural gas production (Mcf) 989,991 1,503,612 1,911,713
Total production (Boe) 1,065,613 1,566,627 2,336,954
Daily production (Boe/d) 2919 4,292 6,403
Average sales price:
Oil (per Bbl) $ 59.26 $ 66.89 94.16
Natural gas (per Mcf) 6.46 8.02 9.84
Total (per Boe) 56.08 63.89 89.37
Average production cost (per Boe) $ 6.06 $ 7.34 7.63
Average production taxes (per Boe) 3.29 3.61 4.50
19
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The average oil sales price amounts above are calculated by dividing revenue from oil sales by the volume of oil sold, in Bbl. The
average gas sales price amounts above are calculated by dividing revenue from gas sales by the volume of gas sold, in Mcf. The total average
sales price amounts are calculated by dividing total revenues by total volume sold, in Boe. The average production costs above are calculated by
dividing production costs by total production in Boe.

Productive Wells

The following table presents our ownership at December 31, 2008, in productive oil and natural gas wells by region (a net well is our
percentage ownership of a gross well).

Oil Wells Gas wells Total Wells
Gross Net Gross Net Gross Net
New Mexico 194 136 - - 194 136
Texas 755 567 - - 755 567
Oklahoma 31 25 - - 31 25
Kansas - - 10 8 10 8
Total 980 728 10 8 990 736

Drilling Activity

During 2008 we completed the drilling of 233 wells. All but seven of these wells were drilled on our Fuhrman Mascho properties in
Andrews County, Texas, five of which were Yates gas wells with the remainder being San Andres wells. Of the remaining wells drilled, three
were on our East Hobbs San Andres Unit in Lea County, New Mexico and one each was drilled on our Y-6 lease in Fischer County, Texas, our
Phillips Lea lease in Lea County, New Mexico, our Hale State lease in Lea County, New Mexico and our Homann lease in Gaines County,
Texas.

Cost Information

We conduct our oil and natural gas activities entirely in the United States. As noted previously in the table appearing under Production
History , our average production costs, per Boe, were $6.06 in 2006, $7.34 in 2007 and $7.63 in 2008 and our average production taxes, per
BOE, were $3.29 in 2006, $3.61 in 2007 and $4.50 in 2008. These amounts are calculated by dividing our total production costs or total
production taxes by our total volume sold, in Boe.

Costs incurred for property acquisition, exploration and development activities during the years ended December 31, 2006, 2007 and
2008 are shown below.

For the Years Ended December 31,

2006 2007 2008
Acquisition of proved properties $ 7,122,176 $ 53,554,064 $ 16,782,225
Acquisition of unproved properties 3,282,635 542,650 -
Exploration costs 1,124,556 - -
Development costs 89,797,285 113,084,344 190,584,614
Total Costs Incurred $ 101,326,652 $ 167,181,058 $ 207,366,842

Cost Information 29
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@ The amount shown for 2007 for acquisition of proved properties is net of proceeds received from the sale of our interest in the West San
Andres property.
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Reserve Quantity Information

Our estimates of proved reserves and related valuations were based on internal reports and audited by Lee Keeling and Associates, Inc.
(Kansas and Oklahoma Properties) and Williamson Petroleum Consultants, Inc. (New Mexico and Texas Properties), independent petroleum
engineers, in accordance with the provisions of SFAS 69, Disclosures About Oil and Gas Producing Activities. The estimates of proved reserves
are inherently imprecise and are continually subject to revision based on production history, results of additional exploration and development,
price changes and other factors.

Our oil and natural gas reserves are attributable solely to properties within the United States. A summary of the changes in quantities
of proved (developed and undeveloped) oil and natural gas reserves is shown below.

Natural Gas
Qil (Bbls) (Mcf)
Balance, December 31, 2005 24,867,189 31,982,079
Purchase of minerals in place 3,644,144 2,605,212
Extensions and discoveries 8,952,460 10,206,642
Production (900,616) (989,991)
Revisions of estimates (498,904) (1,379,743)
Balance, December 31, 2006 36,064,273 42,424,199
Purchase of minerals in place 7,021,972 4,330,246
Extensions and discoveries 6,016,660 6,852,346
Production (1,316,025) (1,503,612)
Revisions of estimates (373,558) (4,028,217)
Balance, December 31, 2007 47,413,322 48,074,962
Purchase of minerals in place 3,638,095 2,364,908
Extensions and discoveries 9,547,981 11,391,853
Production (2,018,335) (1,911,713)
Revisions of estimates (2,735,806) (1,115,348)
Balance, December 31, 2008 55,845,257 58,804,662
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Our proved oil and natural gas reserves are shown below.

2006
Oil (Bbls)
Developed 11,566,185
Undeveloped 24,498,088
Total 36,064,273
Natural Gas (Mcf)
Developed 29,679,974
Undeveloped 12,744,225
Total 42,424,199
Total (Boe)
Developed 16,512,848
Undeveloped 26,622,126
Total 43,134,974

Standardized Measure of Discounted Future Net Cash Flows

For the Years Ended December 31,

2007

14,951,794
32,461,428

47,413,222

30,783,255
17,291,707

48,074,962

20,082,336
35,343,375

55,425,711

2008

20,231,477
35,613,780

55,845,257

28,659,033
30,145,629

58,804,662

25,007,982
40,638,052

65,646,034

Our standardized measure of discounted future net cash flows relating to proved oil and natural gas reserves and changes in the
standardized measure as described below were prepared in accordance with the provisions of SFAS 69. Future cash inflows were computed by
applying year-end prices to estimated future production. Future production and development costs are computed by estimating the expenditures
to be incurred in producing and developing the proved oil and natural gas reserves at year end, based on year-end costs and assuming

continuation of existing economic conditions.

Future income tax expenses are calculated by applying appropriate year-end tax rates to future pre-tax net cash flows relating to
proved oil and natural gas reserves, less the tax basis of properties involved. Future income tax expenses give effect to permanent differences,
tax credits and loss carryforwards relating to the proved oil and natural gas reserves. Future net cash flows are discounted at a rate of 10%
annually to derive the standardized measure of discounted future net cash flows. This calculation procedure does not necessarily result in an

estimate of the fair market value or the present value of our oil and natural gas properties.

The standardized measure of discounted future net cash flows relating to the proved oil and natural gas reserves are shown below.

December 31, 2008

Future cash flows $2,391,888,946
Future production costs (716,121,604)
Future development costs (330,672,457)
Future income taxes (394,800,287)
Future net cash flows 950,294,598
10% annual discount for estimated timing of cash flows (489,607,688)
Standardized Measure of Discounted Cash Flows $ 460,686,910

Standardized Measure of Discounted Future Net Cash Flows

$

$

2007

4,634,645,500
(790,284,047)
(321,485,125)
(1,254,982,170)

2,