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EXPLANATORY NOTE:

This Amendment on Form 10-K/A to the Annual Report on Form 10-K for the fiscal year ended December 31, 2006, by St. Mary Land &
Exploration Company (the Company ) is being filed to correct certain disclosures appearing under Item 7, Management s Discussion and Analysis
of Financial Condition and Results of Operations, on pages 48, 51 and 52, and a disclosure appearing under Item 8, Financial Statements and
Supplementary Data, in the Notes to Consolidated Financial Statements on page F-20.

Page 48 of the original filing incorrectly indicated that the number of shares of common stock issued by the Company in 2004 as a result of
stock option exercises was 27,748 shares, whereas the correct amount was 1,399,052 shares. Page 51 of the original filing incorrectly indicated
that the cash received from oil and gas sales, net of realized effects of hedging, increased $47.9 million to $758.9 million for the year ended
December 31, 2006, whereas the correct amounts were $152.5 million and $802.1 million, respectively. Page 51 of the original filing also
incorrectly indicated that the cash received from oil and gas sales, net of realized effects of hedging, increased $268.6 million to $651.6 million
for the year ended December 31, 2005, whereas the correct amounts were $265.0 million and $649.6 million, respectively. Page 51 of the
original filing further incorrectly indicated that the year ended December 31, 2004, reflected $20.7 million net cash received from short-term
investments and from the expiration of the restriction period for funds held for tax-deferred exchange of oil and gas properties, whereas the
correct amount was $21.4 million. Page 52 of the original filing incorrectly indicated that the 2006 increase in costs incurred for capital and
exploration activities was a result of planned increases in drilling activity and a $196.2 million increase in acquisitions, whereas the correct
amount was $195.0 million. Page F-20 of the original filing incorrectly indicated that the Company s interest rate for ABR loans when its
borrowing base utilization percentage is greater than or equal to 50% but less than 75% is equal to prime plus 0.250%, whereas the correct
interest rate is prime plus 0.000%.

Pursuant to the rules of the SEC, Item 15 of the original filing has been amended to contain currently dated certifications of the Company s Chief
Executive Officer and Chief Financial Officer, as required by Sections 302 and 906 of the Sarbanes-Oxley Act of 2002.

The correct amounts as described above are reflected in the corrected disclosures in this Form 10-K/A. All other information contained in the
original Form 10-K remains unchanged, and the entire report with all Items is included in this Form 10-K/A for the convenience of the reader.
The Company has not updated the disclosures contained herein to reflect events that occurred after the date of the original filing.
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PART I

When we use the terms  St. Mary, the Company, we, wus, or our, we are referring to St. Mary Land & Exploration Company and its subsidiari
unless the context otherwise requires. We have included technical terms important to an understanding of our business under Glossary .

Throughout this document we make statements that are classified as forward-looking . Please refer to the Cautionary Information about
Forward-Looking Statements section of this document for an explanation of these types of statements.

ITEM 1. BUSINESS
Background and Strategy

We are an independent oil and gas company engaged in the exploration, exploitation, development, acquisition and production of natural gas and
crude oil. We were founded in 1908 and incorporated in Delaware in 1915. Our principal offices are located at 1776 Lincoln Street, Suite 700,
Denver, Colorado 80203, and our telephone number is (303) 861-8140.

Our objective is to build stockholder value through consistent economic growth in reserves and production that increases net asset value per
share. We seek to invest in oil and gas producing assets that result in a superior return on equity while preserving underlying capital, resulting in
a return on equity to stockholders that reflects capital appreciation as well as the payment of cash dividends.

Our operations are focused in the following five core operating areas in the United States:

e The Rocky Mountain region is managed from our office in Billings, Montana. The oil and gas assets are located
in the Williston Basin in eastern Montana and western North Dakota as well as the major producing basins in
Wyoming. Recent activity in the northern Rockies includes drilling in the Middle Bakken formation, continued
development in the Red River formation, and drilling horizontal prospects in the Mississippian formations of the
Williston Basin, principally the Mission Canyon and Ratcliffe. As a follow-on to acquisitions made in the last several
years, the Company has increased its activity in Wyoming, including development of legacy oil fields in the Big Horn
and Wind River basins and gas development in the Greater Green River Basin. Our Rocky Mountain region also
includes the development of coalbed methane reserves in the Hanging Woman Basin which is located in the northern
Powder River Basin;

e The Mid-Continent region is comprised of properties in Oklahoma and northern Texas, primarily in the Anadarko
and Arkoma basins. The most significant activity is in the Mayfield development area in Roger Mills and Beckham
Counties in western Oklahoma and the horizontal Arkoma program in eastern Oklahoma, where we are pursuing a
horizontal drilling program targeting the Wapanucka limestone, Cromwell sandstone, and Woodford shale formations.
The Mid-Continent region is managed from our office in Tulsa, Oklahoma. Due to the specific technical expertise of
the Mid-Continent team, the Company s assets in Constitution Field in Jefferson County, Texas are also managed
within this region;

e The ArkLaTex region spans northern Louisiana, southern Arkansas, Mississippi, and eastern Texas and is
managed by our Shreveport, Louisiana office. Recent activity includes the horizontal limestone program targeting
resources in the James and Glen Rose formations throughout the region. The ArkLaTex region also manages our
interests in a significant vertical well development effort at the Elm Grove Field. Elm Grove continues to be a strong
producing asset with recent incremental success in the field from Hosston formation recompletions. This region also
oversees our interest in the Terryville Field where we plan to increase activity in 2007;
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e  The Permian Basin region in western Texas and eastern New Mexico includes our recently acquired interests in
the Sweetie Peck Field in the Midland Basin. Our activities in this field target the producing formations of the
Spraberry interval including the Spraberry, Leonard, and Wolfcamp formations. Our legacy assets in the Permian
include our waterflood projects at Parkway Delaware Unit and East Shugart Delaware Unit in New Mexico. We
opened an office in Midland, Texas in February 2007 to manage our Permian assets; and

e The Gulf Coast region consists of onshore Texas and Louisiana properties and includes the Judge Digby Field in
Pointe Coupee Parish, Louisiana, our fee property in St. Mary Parish, Louisiana, and a presence in the offshore Gulf
of Mexico. The region is managed from our Houston, Texas office. This office has expertise in the utilization of 3-D
seismic to identify direct hydrocarbon indicators (DHI) along the Gulf Coast and in the Gulf of Mexico.

As of December 31, 2006, we had estimated proved reserves of 74.2 MMBDbI of oil and 482.5 Bcf of natural gas, for a total of 927.6 BCFE. This
represents an increase in reserve volumes of 17 percent from the end of 2005. The increase in reserves results from our drilling program whereby
we added 115.8 BCFE and from acquisitions that added 99.2 BCFE. We had net upward revisions of 14.1 BCFE, which was comprised of an
upward performance revision of 66.3 BCFE and a downward price revision of 52.2 BCFE. These proved oil and gas reserves have a PV-10
value of $2.2 billion and a standardized measure value, including the effect of income taxes of $1.6 billion. The percentage of proved developed
reserves is 78 percent. The mix of natural gas reserves to oil reserves is 52 percent natural gas and 48 percent oil. Prices used to estimate oil and
gas reserves were essentially flat for oil from a year earlier and down 44 percent year over year for natural gas, resulting in a decrease in PV-10
of 13 percent compared to last year. For the year ended December 31, 2006, we produced 92.8 BCFE, of which 61 percent was natural gas. This
total production represents an average daily production of 254.2 MMCEFE, a six percent increase from 2005.

Our reserve replacement percentage for 2006, including the effect of 3.1 BCFE of asset sales, was 244 percent of production. The reserve
replacement percentage was 247 percent when the effect of divestitures is excluded. We acquired 99.2 BCFE through acquisitions in 2006, the
majority of which came through our Sweetie Peck acquisition that closed in December 2006. Excluding acquisitions and divestitures, our reserve
replacement percentage was 140 percent. The percentage of proved undeveloped reserves increased from 18 percent at the end of 2005 to

22 percent at December 31, 2006. This increase is directly related to the acquisition of proved undeveloped reserves associated with our Sweetie
Peck acquisition, as well as recognition of increased per well proved undeveloped reserves in the ArkLaTex region due to continued success at
Elm Grove. The increases were partially offset by the loss of proved undeveloped reserves in the Mid-Continent region attributable to the
downward pricing revision referenced earlier. We believe the use of the term reserve replacement percentage is widely understood and utilized
by those who make investment decisions related to the oil and gas exploration and production industry. Therefore, we believe this measure
provides a useful basis of comparison to other companies and provides a measure of the growth of the Company.

In executing our business plan, we attempt to focus our resources in selected domestic basins where we believe our expertise in geology,
geophysics, and drilling and completion techniques provide us with competitive advantages. In 2006, we spent $493.8 million in capital
expenditures related to drilling activities, up 55 percent from the $319.3 million spent in 2005. This increase was due to a combination of
increased activity throughout the Company and cost escalations throughout the year for drilling and field services. Additionally, we spent $28.8
million on leasehold interests during 2006, which is double that of the prior year. Our acquisition spending in 2006 was $282.9 million, which
was a significant increase from the $87.8 million spent in 2005. The primary driver of the increase in acquisition spending was the $247.6
million Sweetie Peck acquisition in the Permian Basin which closed in December 2006.
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Our total capital budget for 2007 is $821 million, which includes $721 million of exploration and development activities and $100 million for
acquisitions. We continue to believe that acquisitions play a key role in our future growth and we will evaluate properties for acquisition that are
in our core areas of operations or in new basins where we believe we have operating expertise and can effectively execute operations. In the past
few years we have placed a greater emphasis on growth through the drill bit and growing our inventory of drilling prospects. This shift has been
partially an evolution of strategy and partially a reflection of the very competitive nature of the acquisition market in recent years. Our ability to
make a significant acquisition in 2006 was a result of having strong relationships within the industry, a detailed understanding of the underlying
geology, operations, and leasehold situation related to the acquisition, and the ability to transact the acquisition in a negotiated manner rather
than through a broad auction process.

The increase in budgeted exploration and development spending for 2007 represents a roughly $200 million or 41 percent increase over 2006. In
our budgetary decisions, we measure and rank our projects based on their risk-adjusted estimated internal rate of return and return on
investment. Balanced against this is the reality of lease term expirations, lease commitments, rig availability, permitting considerations and other
operating aspects of managing an oil and gas company. Unlike the previous year, this year s budget includes minimal cost escalations for drilling
and field services. We believe we have begun to see a flattening of drilling and field service costs in our regions. The increase in our 2007
exploration and development budget is driven primarily by three factors. The first is an increase in Permian Basin spending that results from our
planned execution of the drilling program associated with our Sweetie Peck acquisition. The second is an escalation of activity in our ArkLaTex
region related to increased drilling and recompletion work in the Elm Grove Field together with an expansion of our horizontal limestone
program in the James Lime formation. The third is an acceleration of the drilling program at our coalbed methane project at Hanging Woman
Basin. Our base drilling program is a balanced program of low-to-medium-risk development and exploitation projects that provide a foundation
for steady growth. We believe that the development of multi-year drilling programs in the Atoka/Granite Wash formations at Northeast
Mayfield, the horizontal Arkoma Basin program targeting formations in the Wapanucka limestone, Cromwell sandstone, and Woodford shale,
the Cotton Valley and Hosston plays at EIm Grove Field, our coalbed methane project in the Hanging Woman Basin, and the producing horizons
of the Spraberry interval at the Sweetie Peck Field in the Permian Basin all help provide us with a core inventory of prospects for future
development. We continue to work on developing or acquiring additional multi-year drilling programs in each of our regions.

As of December 31, 2006, we operated 67 percent of our properties on a reserve volume basis and 69 percent on a PV-10 value basis. We plan to
operate 72 percent of our exploration and development budget in 2007. We believe it is important to operate a significant amount of our asset
base as it allows us to control geologic and operational decisions as well as the timing of those decisions. We began 2007 with 12 operated
drilling rigs running and plan to increase the operated rig count to 18 rigs by year-end.

Our 2007 acquisition budget is lower on a percentage basis than in prior years, although we will continue to seek acquisitions of oil and gas
properties that complement our existing operations, offer economies of scale and provide further development, exploitation, and exploration
opportunities. We will focus on areas where we have specialized knowledge or operating expertise that enable us to acquire attractively priced
properties. In 2006, we acquired $282.9 million of oil and gas properties, most of which were purchased with cash from operations or with
proceeds from our revolving credit facility. In 2006, we also closed a tax-deferred exchange of non-core assets in the Uinta Basin in Utah for oil
and gas properties in Richland County, Montana. In addition to asset transactions, we have and will pursue corporate acquisitions that we believe
are accretive to net asset value per share and that we are capable of integrating. In 2005, we acquired the stock of Agate Petroleum, Inc. for cash.
Other examples of corporate acquisitions include the acquisition of Goldmark Engineering in 2004 for cash and the acquisitions of
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Nance Petroleum Corporation and King Ranch Energy, Inc. in 1999, both of which were accomplished with the issuance of our common stock.
The Flying J Oil & Gas Inc. property acquisition transaction completed in 2003 was not a corporate acquisition, yet we used a combination of
restricted stock, a loan to Flying J, and options on our common stock for this transaction. When we consider the issuance of common stock for
the acquisition of properties or a corporate entity, we base our investment decision primarily on the impact to net asset value per share.

We divest selected non-core assets when market conditions and prices are attractive. We will continue to evaluate such opportunities in the
future when we believe it to be appropriate. During 2006, we sold properties with estimated proved reserves of 3.1 BCFE, or less than
four-tenths of one percent of our reserves as of the beginning of the year.

In growing the Company, we seek to develop our existing property base and acquire acreage with additional potential in our core areas. From
January 1, 2004 through December 31, 2006, we participated in the drilling of 1,493 gross wells with a success rate of 92 percent. During this
three-year period we added estimated proved reserves of 596.3 BCFE at an average finding cost of $2.61 per MCFE. Not including the effect of
divestitures, these results represent a three-year average reserve replacement percentage of 233 percent. Production has grown from an average
daily rate of 206.0 MMCEFE per day in 2004 to 254.2 MMCEFE per day in 2006.

As of December 31, 2006, we had an acreage position of 2,244,488 gross (1,169,982 net) acres of which 1,272,789 gross (743,120 net) acres
were undeveloped. Our percentage of undeveloped acreage on a gross and net basis is 57 percent and 64 percent, respectively. Our current
leasehold position represents a seven percent increase on a gross acre basis and a six percent increase on a net acre basis from 2005. This growth
in acreage is fundamental to our increasing emphasis on development of resource plays. In addition to our leased acreage position, we own
24,914 acres of fee properties in St. Mary Parish, Louisiana, of which 57 percent is undeveloped. Lastly, we have mineral servitudes
representing 14,663 gross (9,868 net) acres in other portions of Louisiana, the majority of which is developed. We do not believe there are any
substantial issues with respect to leasehold terms or expirations on our overall acreage holdings. We believe that our lease position provides a
competitive advantage in certain locations and is a strategic asset for the Company.

Our senior technical managers in each region possess between 15 and 40 years of industry experience and lead fully-staffed regional technical
offices that are supported by centralized administration from our corporate office in Denver. We use our comprehensive base of geological,
geophysical, land, engineering, and production experience in each of our core operating areas to source prospects for our ongoing
low-to-medium-risk development and exploitation programs. We conduct detailed geologic studies and use an array of technologies and tools
including 2-D and 3-D seismic imaging, hydraulic fracturing and other reservoir stimulation techniques, horizontal drilling, secondary recovery,
and specialized logging tools to enhance the potential of our existing properties.

Conservative use of financial leverage has long been a critical element of our strategy. We believe that maintaining a strong balance sheet is a
significant competitive advantage that enables us to pursue acquisition and other opportunities, especially in weaker price environments. It also
provides us with the financial resources to weather periods of volatile commodity prices or escalating costs. Our debt to book capitalization ratio
was 37 percent at the end of December 2006. Included in our outstanding debt as of year-end is $100.0 million of Senior Convertible Notes
which are callable in March 2007. We have called these Convertible Notes for redemption. The date of redemption will be March 20, 2007. As
the conversion price of the Convertible Notes is $13.00 per share, we fully expect that the note holders will force conversion of the Convertible
Notes into approximately 7.7 million shares of common stock. The contemplated conversion of these Convertible Notes to equity would give us
a pro forma debt to book capitalization ratio of 29 percent at December 31, 2006.
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In summary, we believe that our dedication to making investment decisions based on net asset value per share, our long-standing geologic and
engineering experience in the regions in which we operate, our appropriate application of technology, our established networks of local industry
relationships, and our acreage holdings in our core operating areas all provide us with competitive advantages that we can use to continue
growing the Company.

Significant Developments since December 31, 2005

e Senior Management Transition. During 2006, the Company underwent or announced personnel changes in the
chief operating officer and chief executive officer roles. Doug York, our previous Chief Operating Officer, left the
company in early 2006 to pursue other professional interests. Mark Hellerstein, our long-serving President and Chief
Executive Officer, announced in mid-2006 his intention to retire from day-to-day management upon the successful
transition of his duties to a successor. Tony Best, an executive with 28 years of experience in the oil and gas industry,
joined the Company in June 2006 as President and Chief Operating Officer. Mr. Hellerstein and Mr. Best worked
together through the second half of 2006 to develop a succession plan whereby Mr. Best would succeed

Mr. Hellerstein as Chief Executive Officer in February 2007. Mr. Hellerstein will continue to serve as the Chairman of
the Board. With Mr. Best taking over the role of CEO, the Company hired Jay Ottoson in December 2006 as
Executive Vice President and Chief Operating Officer. Mr. Ottoson has 22 years of operational and management
experience in the oil and gas industry.

e 2006 Acquisition of Oil and Gas Properties. Our acquisitions of proved and unproved oil and gas properties in
2006 totaled $282.9 million. The most significant transaction was the purchase of oil and gas properties in the Sweetie
Peck Field in the Permian Basin of west Texas for $247.6 million in December 2006. This acquisition represents the
largest acquisition in our history and added 78.0 BCFE of proved oil and gas reserves. The acquisition led to the
opening of a new office in Midland, Texas in February 2007 and the hiring of personnel charged with managing these
assets. The Company also had several smaller niche transactions throughout the year in the Mid-Continent, ArkLaTex,
and Rocky Mountain regions.

e Significant Volatility in Commodity Prices. During 2006, the exploration and production sector was impacted by
volatility in the prices for crude oil and natural gas. Our operations and financial condition are significantly impacted
by these prices. We sell the majority of our natural gas on contracts which use first of the month (also frequently
referred to as bid week) index pricing. The Inside FERC contract price for January 2006 was $11.45 per MMBtu but
declined to $4.20 per MMBtu by October 2006, spending much of the period in the $6 to $7 per MMBtu range during
the year. The average NYMEX price for natural gas was $7.26 per MMBtu for 2006. Our crude oil is sold on contracts
that pay us the average of posted prices for the period in which the crude oil is sold. NYMEX crude oil began 2006
with an average January price of $65.54 per barrel and reached a high average price for the year of $74.46 per barrel
in July as tensions in the Middle East escalated. The average NYMEX price for the year was $66.22 per barrel. We
hedge a portion of our oil and gas production using swaps and collars. A gain of $44.7 million was realized on our
natural gas hedges for the year and a loss of $16.5 million was realized on our oil hedges for the year.

e Repurchase of Common Stock. The Company evaluates the market price of our common stock relative to our
internal assessment of net asset value per share. To the extent that the market price per share is below what we believe
to be the net asset value per share, we will repurchase shares under the program. In April and May of 2006, we
repurchased 3.3 million shares of our common stock in the open market for a weighted-average price of $37.09, per
share including commissions. These shares were purchased under a share repurchase program approved by the Board.
At the time we repurchased our shares, we entered into hedges for a commensurate amount of our
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production that was represented by the share repurchase in order to lock in the discounted price at which our shares were trading. In the third
quarter, the Board authorized a refresh to the number of shares available for repurchase to a total of six million shares. This six million share
authorization to repurchase common stock remains available as of the date of this filing.

e Increase in 2006 Year-End Reserves. Proved reserves increased 17 percent to 927.6 BCFE at December 31, 2006,
from 794.5 BCFE at December 31, 2005. We added 115.8 BCFE from our drilling program and 99.2 BCFE from
acquisitions. We had a 66.3 BCFE upward performance revision and a downward revision due to prices of 52.2 BCFE
due to the decreased gas price at the end of 2006. We sold properties with reserves of 3.1 BCFE in 2006.

e Drilling Results. Reserve additions were driven principally from drilling results in the Rockies, Mid-Continent
and ArkLaTex regions, with each region contributing approximately a quarter of the total reserve additions through
drilling activities. The Gulf Coast realized reserve additions of 11.9 BCFE through the successful execution of its DHI
program, which resulted in six successful wells out of eight attempts during 2006. The 34.5 BCFE increase in the
Rockies can be attributed primarily to continued development of the Hanging Woman Basin coalbed methane project,
as well as activities in the Bakken formation, various Mississippian formations, and the Red River formation. The Red
River activity continues to provide reserve additions in the Rockies as we take advantage of 3-D seismic to identify
structures. Our Mid-Continent reserve additions of 25.2 BCFE were primarily from continued development of the
Northeast Mayfield area and the horizontal Arkoma program targeting the Wapanucka limestone, Cromwell
Sandstone, and the Woodford shale. The ArkLaTex region grew from total proved reserves of 111.3 BCFE at the end
of 2005 to 159.5 BCFE this yearend. This is the second year in a row where reserves in this region grew in excess of
40 percent from the prior year. This growth is a reflection of the value we are deriving from the Elm Grove Field
development through both initial completions into the Lower Cotton Valley formation and subsequent recompletions
using coiled tubing assisted fracturing in the Hosston. Additionally, we had a successful year in our horizontal
limestone program in east Texas and western Louisiana.

e Hedging of Oil and Natural Gas through 2011. Beginning in October 2005, we entered into financial derivative
transactions to hedge oil and gas prices on a significant portion of our proved developed producing assets. These
hedges have been placed in the form of zero-cost collars. We have also hedged specific production related to
acquisitions made in 2006 as well as the forecasted production for our 2007 Northeast Mayfield development program
using swap contracts.

Major Customers

During 2006, no customer individually accounted for 10 percent of the Company s total oil and gas production revenue. During 2005, sales to
Tesoro Refining and Marketing individually accounted for 13 percent of the Company s total oil and gas production revenue. During 2004 sales
to Tesoro Refining and Marketing individually accounted for 20 percent of the Company s total oil and gas production revenue.

Employees and Office Space

As of February 16, 2007, we had 359 full-time employees. None of our employees are subject to a collective bargaining agreement, and we
consider our relations with our employees to be good. We lease approximately 56,900 square feet of office space in Denver, Colorado for our
executive and administrative offices, of which 9,500 square feet is subleased. We lease approximately 20,900 square feet of office space in
Tulsa, Oklahoma; approximately 12,600 square feet in Shreveport, Louisiana; approximately 16,600 square feet in Houston, Texas;
approximately 6,900 square feet in Midland, Texas; approximately 34,400 square feet in Billings, Montana; and approximately 2,000 square feet
in Casper, Wyoming.

6

11



Edgar Filing: ST MARY LAND & EXPLORATION CO - Form 10-K/A

Title to Properties

Substantially all of our working interests are held pursuant to leases from third parties. A title opinion is usually obtained prior to the
commencement of drilling operations. We have obtained title opinions or have conducted a thorough title review on substantially all of our
producing properties and believe that we have satisfactory title to such properties in accordance with standards generally accepted in the oil and
gas industry. The majority of the value of our properties is subject to a mortgage under our credit facility, customary royalty interests, liens for
current taxes, and other burdens that we believe do not materially interfere with the use of or affect the value of such properties. We perform
only a minimal title investigation before acquiring undeveloped leasehold.

Seasonality

Generally, but not always, the demand and price levels for natural gas increase during the colder winter months and decrease during the warmer
summer months. To lessen seasonal demand fluctuations, pipelines, utilities, local distribution companies, and industrial users utilize natural gas
storage facilities and forward purchase some of their anticipated winter requirements during the summer. However, increased summertime
demand for electricity is beginning to place an increasing demand on storage volumes. Crude oil and the demand for heating oil are also
impacted by generally higher prices in the winter. Seasonal anomalies such as mild winters sometimes lessen these fluctuations. The impact of
seasonality has somewhat been exacerbated by the overall supply and demand economics related to crude oil because there is a narrow margin of
production capacity in excess of existing worldwide demand.

Competition

The oil and gas industry is intensely competitive. This is particularly true in the acquisition of prospective oil and natural gas properties and oil
and gas reserves. We believe that our leasehold position provides a sound foundation for a robust drilling program. Our competitive position also
depends on our geological, geophysical, and engineering expertise, and our financial resources. We believe that the location of our leasehold
acreage, our exploration, drilling, and production expertise, and the experience and knowledge of our management and industry partners enable
us to compete effectively in our core operating areas. Notwithstanding our talents and assets, we still face stiff competition from a substantial
number of major and independent oil and gas companies that have larger technical staffs and greater financial and operational resources than we
do. Many of these companies not only engage in the acquisition, exploration, development, and production of oil and natural gas reserves, but
also have refining operations, market refined products, own drilling rigs, and generate electricity. We also compete with other oil and natural gas
companies in attempting to secure drilling rigs and other equipment necessary for the drilling and completion of wells. Consequently, drilling
equipment may be in short supply from time to time. Currently, access to incremental drilling equipment in certain regions is difficult but is not,
at this time, anticipated to have any material negative impact on our ability to deploy our drilling capital budget for 2007. We are seeing signs of
loosening rig availability, although it is quite specific by region. Finally, we also compete for people. As drilling activities have accelerated, the
need for talented people has grown at a time when the number of people available is constrained.

Government Regulations

Our business is subject to various federal, state, and local laws and governmental regulations that may be changed from time to time in response
to economic or political conditions. Matters subject to regulation include the issuance of drilling permits, discharge permits for drilling
operations, drilling bonds, reports concerning operations, the spacing of wells, unitization and pooling of properties, taxation, and environmental
protection. From time to time, regulatory agencies have imposed price controls and
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limitations on production by restricting the rate of flow of oil and gas wells below actual production capacity in order to conserve supplies of oil
and gas.

Energy Regulations. Our sales of natural gas are affected by the availability, terms, and cost of transportation. The price
and terms of access to pipeline transportation are subject to extensive federal and state regulation. While the rules and
regulations of the Federal Energy Regulatory Commission (FERC) have in the past greatly affected the production
and sale of natural gas, the direct impact on the upstream exploration and production segment of the energy industry
has greatly diminished in favor of allowing market forces to set the price paid for natural gas production. FERC
regulations continue to affect the midstream and transportation segments of the industry and thus can have an indirect
impact of the sales price we receive for natural gas production. There is no assurance that the less stringent regulatory
approach recently pursued by the FERC and Congress will continue. We do not believe that we will be more
materially affected by any action taken by the FERC or Congress than other natural gas producers and marketers with
whom we compete.

Certain operations we conduct involve federal minerals administered by the Minerals Management Service. The MMS issues leases covering
such lands through competitive bidding. These leases contain relatively standardized terms and require compliance with federal laws and
detailed MMS regulations. For offshore operations, lessees must obtain MMS approval for exploration plans and development and production
plans prior to the commencement of such operations. In addition to permits required from other agencies such as the Coast Guard, the Army
Corps of Engineers, and the Environmental Protection Agency, lessees must obtain a permit from the MMS prior to the commencement of
drilling. Lessees must also comply with detailed MMS regulations governing, among other things:

e Engineering and construction specifications for offshore production facilities;

e safety procedures;

e flaring of production;

e plugging and abandonment of Outer Continental Shelf (OCS) wells;

e calculation of royalty payments and the valuation of production for this purpose; and

e removal of facilities.

To cover the various obligations of lessees on the OCS, the MMS generally requires that lessees post substantial bonds or other acceptable
assurances that such obligations will be met. The cost of such bonds or other surety can be substantial, and we may not be able to continue to
obtain bonds or other surety in all cases. Under certain circumstances the MMS may require our operations on federal leases to be suspended or
terminated.

Many of the states in which we conduct our oil and gas drilling and production activities regulate such activities by requiring, among other
things, drilling permits and bonds and reports concerning operations. The laws of these states also govern a number of environmental and
conservation matters, including the handling and disposing of waste material, plugging and abandonment of wells, restoration requirements,
unitization, pooling of natural gas and oil properties, and establishment of maximum rates of production from natural gas and oil wells. States
generally have the ability to prorate production to the market demand for oil and natural gas; however, this is not currently occurring.

Environmental Regulations. Our operations are subject to numerous existing federal, state, and local laws and regulations
governing environmental quality and pollution control. These laws and regulations may require that permits be
obtained before drilling commences, restrict the types, quantities, and concentration of various substances that can be
released into the environment in connection with drilling and production activities, and limit or prohibit drilling
activities on certain lands lying within wilderness,
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wetlands, and other protected areas, including areas containing endangered animal species. As a result, these laws and regulations may
substantially increase the costs of exploring, developing, or producing oil and gas and may prevent or delay the commencement or continuation
of a project. In addition, these laws and regulations may impose substantial clean-up, remediation, and other obligations in the event of any
discharges or emissions in violation of such laws and regulations.

Our coalbed methane gas production from the Hanging Woman Basin is similar to our traditional natural gas production as to the physical
producing facilities and the product produced. However, the subsurface mechanisms that allow the gas to move to the wellbore and the
producing characteristics of coalbed methane wells are very different from traditional natural gas production. Unlike conventional gas wells,
which require a porous and permeable reservoir, hydrocarbon migration, and a natural structural and/or stratigraphic trap, coalbed methane gas is
trapped in the molecular structure of the coal itself until released by pressure changes resulting from the removal of in situ water. Frequently,
coalbeds are partly or completely saturated with water. As the water is removed, internal pressures on the coal are decreased, allowing the gas to
desorb from the coal and flow to the wellbore. Unlike traditional gas wells, new coalbed methane wells often produce water for several months
and then, as the water production decreases, natural gas production increases.

Coalbed methane gas production in the Hanging Woman Basin requires state permits for the use of well-site pits and evaporation ponds for the
disposal of produced water. Groundwater produced from the coal seams can generally be discharged into arroyos, surface waters, well-site pits,
and evaporation ponds without a permit if it does not exceed surface discharge permit levels, and meets state and federal primary drinking water
standards. All of these disposal options require an extensive third-party water sampling and laboratory analysis program to ensure compliance
with state permit standards. Where water of lesser quality is involved or the wells produce water in excess of the applicable volumetric permit
limits, additional disposal wells may have to be drilled to re-inject the produced water back into deep underground rock formations.

A portion of our acreage at Hanging Woman Basin is on federal lands, and a segment of these federal lands are in Montana. We are subject to
delays in permitting associated with the completion of a supplemental Environmental Impact Statement covering the contemplation of phased
development on Federal leases in Montana. We are also affected by considerations for sage grouse that are native to the area. Each of these
issues has the potential to impact the timing of our permitting and drilling operations associated with development of our reserves at Hanging
Woman Basin.

To date we have not experienced any material adverse effect on our operations from obligations under environmental laws and regulations. We
believe that we are in substantial compliance with currently applicable environmental laws and regulations and that continued compliance with
existing requirements would not have a material adverse impact on us.

Cautionary Information about Forward-Looking Statements

This Form 10-K contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the
Securities Exchange Act of 1934. All statements, other than statements of historical facts, included in this Form 10-K that address activities,
events or developments that we expect, believe, or anticipate will or may occur in the future are forward-looking statements. The words

anticipate, assume, believe, budget, estimate, expect, forecast, intend, plan, project, will, and similar expressions are inten
forward-looking statements. Forward-looking statements appear in a number of places in this Form 10-K, and include statements about such
matters as:

e The amount and nature of future capital expenditures and the availability of capital resources to fund capital
expenditures;
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e the drilling of wells and other exploration and development plans, as well as possible future acquisitions;

e reserve estimates and the estimates of both future net revenues and the present value of future net revenues that
are included in their calculation;

o future oil and gas production estimates;
e our outlook on future oil and gas prices;
e cash flows, anticipated liquidity, and the future repayment of debt;

e Dbusiness strategies and other plans and objectives for future operations, including plans for expansion and growth
of operations and our outlook on future financial condition or results of operations; and

e other similar matters such as those discussed in the Management s Discussion and Analysis of Financial Condition
and Results of Operations section of this Form 10-K.

Our forward-looking statements are based on assumptions and analyses made by us in light of our experience and our perception of historical
trends, current conditions, expected future developments, and other factors that we believe are appropriate under the circumstances. These
statements are subject to a number of known and unknown risks and uncertainties which may cause our actual results to differ materially from
results expressed or implied by the forward-looking statements. These risks are described in the Risk Factors section of this Form 10-K, and
include such factors as:

e The volatility and level of realized oil and natural gas prices;
e unexpected drilling conditions and results;
e unsuccessful exploration and development drilling;

e the availability and risks of economically attractive exploration, development, and property acquisition
opportunities and any necessary financing;

the risks of hedging strategies;

e lower prices realized on oil and gas sales resulting from our commodity price risk management activities;
e the uncertain nature of the expected benefits from the acquisition of oil and gas properties;

e production rates and reserve replacement;

e the imprecise nature of oil and gas reserve estimates;

e uncertainties inherent in projecting future rates of production from drilling activities and acquisitions;

e drilling and operating service availability;

e uncertainties in cash flow;

» the financial strength of hedge contract counterparties;
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e the negative impact that lower oil and natural gas prices could have on our ability to borrow;
e our ability to compete effectively against other independent and major oil and gas companies; and

e litigation, environmental matters, the potential impact of government regulations, and the use of management
estimates.
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We caution you that forward-looking statements are not guarantees of future performance and that actual results or developments may differ
materially from those expressed or implied in the forward-looking statements. Although we may from time to time voluntarily update our prior
forward-looking statements, we disclaim any commitment to do so except as required by securities laws.

Available Information

Our Internet website address is www.stmaryland.com. Within our website s financial information section we make available free of charge 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 with or
furnished to the SEC under applicable securities laws. These materials are made available as soon as reasonably practical after we electronically
file such materials with or furnish such materials to the SEC.

We also make available through our website s corporate governance section our Corporate Governance Guidelines, Code of Business Conduct
and Ethics, and the Charters for our Board of Directors Audit Committee, Compensation Committee, Executive Committee, and Nominating and
Corporate Governance Committee. These documents are also available in print to any stockholder who requests them. Requests for these
documents may be submitted to:

St. Mary Land & Exploration Company
Investor Relations

1776 Lincoln Street, Suite 700

Denver, Colorado 80203

Telephone: (303) 863-4322
http://www.stmaryland.com/investors/index.htm

Information on our website is not incorporated by reference into this Form 10-K and should not be considered part of this document.
Glossary

The terms defined in this section are used throughout this Form 10-K.

2-D seismic or 2-D data. Seismic data that is acquired and processed to yield a two-dimensional cross-section of the
subsurface.

3-D seismic or 3-D data. Seismic data that is acquired and processed to yield a three-dimensional picture of the
subsurface.

Bbl. One stock tank barrel, or 42 U.S. gallons liquid volume, used in reference to oil or other liquid hydrocarbons.
Bef. Billion cubic feet, used in reference to natural gas.

BCFE. Billion cubic feet of gas equivalent. Gas equivalents are determined using the ratio of six Mcf of gas (including
gas liquids) to one Bbl of oil.

BOE. Barrels of oil equivalent. Oil equivalents are determined using the ratio of six Mcf of gas (including gas liquids)
to one Bbl of oil.

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

Dry hole. A well found to be incapable of producing either oil or gas in sufficient commercial quantities to justify
completion as an oil or gas well.

11
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Exploratory well. A well drilled to find and produce oil or gas in an unproved area, to find a new reservoir in a field
previously found to be productive of oil or gas in another reservoir, or to extend a known reservoir beyond its known
horizon.

Farmout. An assignment of an interest in a drilling location and related acreage conditioned upon the drilling of a well
on that location.

Fee land. The most extensive interest that can be owned in land, including surface and mineral (including oil and gas)
rights.

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

Finding cost. Expressed in dollars per BOE or MCFE. Finding costs are calculated by dividing the amount of total
capital expenditures for oil and gas activities, including the effect of asset retirement obligations, by the amount of
estimated net proved reserves added through discoveries, extensions, infill drilling, acquisitions, and revisions of
previous estimates during the same period. The information for this calculation is included in the note regarding
disclosures about oil and gas producing activities contained in the Notes to Consolidated Financial Statements
included in this Form 10-K.

Formation. A succession of sedimentary beds that were deposited under the same general geologic conditions.

Gross acre. An acre in which a working interest is owned.

Gross well. A well in which a working interest is owned.

Horizontal wells. 'Wells which are drilled at angles greater than 70 degrees from vertical.

Hydraulic fracturing. A procedure to stimulate production by forcing a mixture of fluid and proppant (usually sand) into
the formation under high pressure. This creates artificial fractures in the reservoir rock, which increases permeability
and porosity.

MBbl.  One thousand barrels of oil or other liquid hydrocarbons.

MMBbl.  One million barrels of oil or other liquid hydrocarbons.

MBOE. One thousand barrels of oil equivalent. Oil equivalents are determined using the ratio of six Mcf of gas
(including gas liquids) to one Bbl of oil.

MMBOE. One million barrels of oil equivalent. Oil equivalents are determined using the ratio of six Mcf of gas
(including gas liquids) to one Bbl of oil.

Mcf. One thousand cubic feet, used in reference to natural gas.

MCFE. One thousand cubic feet of gas equivalent. Gas equivalents are determined using the ratio of six Mcf of gas
(including gas liquids) to one Bbl of oil.

MMcf. One million cubic feet, used in reference to natural gas.
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MMCFE. One million cubic feet of gas equivalent. Gas equivalents are determined using the ratio of six Mcf of gas
(including gas liquids) to one Bbl of oil.

MMBw. One million British Thermal Units. A British Thermal Unit is the amount of heat required to raise the
temperature of a one-pound mass of water by one degree Fahrenheit.

Net acres or net wells. 'The sum of our fractional working interests owned in gross acres or gross wells.

Net asset value per share. 'The result of the fair market value of total assets less total liabilities, divided by the total
number of outstanding shares of common stock.

12
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NYMEX. New York Mercantile Exchange.
0CS. Outer Continental Shelf in the Gulf of Mexico.

PV-10value. The present value of estimated future gross revenue to be generated from the production of estimated net
proved reserves, net of estimated production and future development costs, using prices and costs in effect as of the
date indicated (unless such prices or costs are subject to change pursuant to contractual provisions), without giving
effect to non-property related expenses such as general and administrative expenses, debt service and future income
tax expenses or to depreciation, depletion, and amortization, discounted using an annual discount rate of 10 percent.
While this measure does not include the effect of income taxes as it would in the use of the standardized measure
calculation, it does provide an indicative representation of the relative value of the Company on a comparative basis to
other companies and from period to period.

Productive well. A well that is producing oil or gas or that is capable of commercial production.

Proved developed reserves. Reserves that can be expected to be recovered through existing wells with existing equipment
and operating methods.

Proved reserves. 'The estimated quantities of oil, gas and 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.

Proved undeveloped reserves. Reserves that are expected to be recovered from new wells on undrilled acreage, or from
existing wells where a relatively major expenditure is required for recompletion.

Recompletion. The completion in an existing wellbore in a formation other than that in which the well has previously
been completed.

Reserve life. Expressed in years, represents the estimated net proved reserves at a specified date divided by actual
production for the preceding 12-month period.

Reserve replacement percentage excluding sales. 'The sum of reserve extensions and discoveries, reserve acquisitions, and
reserve revisions of previous estimates for a specified period of time divided by production for that same period of
time. This is believed to be a useful non-GAAP measure that is widely utilized within the exploration and production
industry as well as by investors. It is an easily calculable number and is representative of the relative success a
company is having in replacing its production from its declining asset base as well as its ability to grow the overall
company.

Reserve replacement percentage including sales. 'The sum of sales of reserves, reserve extensions and discoveries, reserve
acquisitions, and reserve revisions of previous estimates for a specified period of time divided by production for that
same period of time. This is believed to be a useful non-GAAP measure that is widely utilized within the exploration
and production industry as well as by investors. It is an easily calculable number and is representative of the relative
success a company is having in replacing its production from its declining asset base as well as its ability to grow the
overall company.

Royalty. The share paid to the owner of mineral rights, expressed as a percentage of gross income from oil and gas
produced and sold unencumbered by expenses relating to the drilling, completing, and operating of the affected well.
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Royalty interest. An interest in an oil and gas property entitling the owner to shares of oil and gas production free of
costs of exploration, development, and production operations.

Standardized measure of discounted future net cash flows. The discounted future net cash flows relating to pI’OVGd reserves
based on year-end prices, costs and statutory tax rates, and a 10 percent annual discount rate. The information for this
calculation is included in the note regarding disclosures about oil and gas
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producing activities contained in the Notes to Consolidated Financial Statements included in this Form 10-K.
Undeveloped acreage. Lease acreage on which wells have not been drilled or completed to a point that would permit the
production of commercial quantities of oil and gas, regardless of whether such acreage contains estimated net proved

reserves.

Working interest. 'The operating interest that gives the owner the right to drill, produce, and conduct operating activities
on the property and to share in the production, sales, and costs.

ITEM1A. RISK FACTORS

In addition to the other information included in this Form 10-K, the following risk factors should be carefully considered when evaluating
St. Mary.

Risks Related to Our Business
Oil and natural gas prices are volatile, and a decline in prices could hurt our profitability, financial condition, and ability to grow.

Our revenues, operating results, profitability, future rate of growth, and the carrying value of our oil and gas properties depend heavily on the
prices we receive for oil and natural gas sales. Oil and gas prices also affect our cash flows and borrowing capacity, as well as the amount and
value of our oil and gas reserves.

Historically, the markets for oil and gas have been volatile and they are likely to continue to be volatile. Wide fluctuations in oil and gas prices
may result from relatively minor changes in the supply of and demand for oil and gas, market uncertainty, and other factors that are beyond our
control, including:

e Worldwide and domestic supplies of oil and natural gas;

e the ability of the members of the Organization of Petroleum Exporting Countries to agree to and maintain
production quotas;

e pipeline, transportation, or refining capacity constraints in a regional or localized area may put downward
pressure on the realized price for oil or natural gas;

e political instability or armed conflict in oil or gas producing regions;
e worldwide and domestic economic conditions;

e the level of consumer demand;

e productive capacity of the industry as a whole;

e the availability of transportation facilities;

e weather conditions;

e the price and availability of alternative fuels; and

e governmental regulations and taxes.
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These factors and the volatility of oil and gas markets make it very difficult to predict future oil and gas price movements with any certainty.

Declines in oil or gas prices would reduce our revenues and could also reduce the amount of oil and gas that we can produce economically,
which could have a material adverse effect on us.
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If we are not able to replace reserves, we will not be able to sustain production.

Our future operations depend on our ability to find, develop, and acquire oil and gas reserves that are economically recoverable. Our properties
produce oil and gas at a declining rate over time. In order to maintain current production rates we must locate and develop or acquire new oil and
gas reserves to replace those being depleted by production. We may do this even during periods of low oil and gas prices. In addition,
competition for the acquisition of producing oil and gas properties is intense and many of our competitors have financial and other resources for
acquisitions that are substantially greater than those available to us. Therefore, we may not be able to acquire oil and gas properties that contain
economically recoverable reserves, or we may not be able to acquire such properties at prices acceptable to us. Without successful drilling or
acquisition activities, our reserves, production, and revenues will decline over time.

Competition in our industry is intense, and many of our competitors have greater financial and technical resources than we do.

We face intense competition from major oil companies, independent oil and gas exploration and production companies, financial buyers, and
institutional and individual investors who are actively seeking oil and gas properties throughout the world, along with the equipment, expertise,
labor, and materials required to operate oil and gas properties. Many of our competitors have financial and technical resources vastly exceeding
those available to us, and many oil and gas properties are sold in a competitive bidding process in which our competitors may be able to pay
more for development prospects and productive properties or in which our competitors have technological information or expertise that is not
available to us to evaluate and successfully bid for the properties. In addition, shortages of equipment, labor, or materials as a result of intense
competition may result in increased costs or the inability to obtain those resources as needed. We may not be successful in acquiring and
developing profitable properties in the face of this competition.

We also compete for people. As drilling activities have accelerated, the need for talented people has grown at a time when the number of people
available is constrained.

The actual quantities and present values of our proved oil and gas reserves may be less than we have estimated.

This Form 10-K and other SEC filings by us contain estimates of our proved oil and gas reserves and the estimated future net revenues from
those reserves. Reserve estimates are based on various assumptions, including assumptions required by the SEC relating to oil and gas prices,
drilling and operating expenses, capital expenditures, taxes, timing of operations, and availability of funds. The process of estimating reserves is
complex. This process requires significant decisions and assumptions in the evaluation of available geological, geophysical, engineering, and
economic data for each reservoir. These estimates are dependent on many variables and therefore changes often occur as these variables evolve
and commodity prices fluctuate. Therefore, these estimates are inherently imprecise.

Actual future production, oil and gas prices, revenues, production taxes, development expenditures, operating expenses, and quantities of
recoverable oil and gas reserves will most likely vary from those estimated. Any significant variance could materially affect the estimated
quantities and present values of proved reserves disclosed by us, and the actual quantities and present values may be less than we have
previously estimated. In addition, we may adjust estimates of proved reserves to reflect production history, results of exploration and
development, prevailing oil and gas prices, and other factors, many of which are beyond our control. Our properties may also be susceptible to
hydrocarbon drainage from production by operators on adjacent properties.

As of December 31, 2006, approximately 22 percent, or 200.1 BCFE, of our estimated proved reserves were proved undeveloped and
approximately 11 percent or 100.1 BCFE, were proved developed non-producing. Estimates of proved undeveloped reserves and proved
developed non-producing reserves are
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nearly always based on volumetric calculations rather than the performance data used to estimate producing reserves. Recovery of proved
undeveloped reserves requires significant capital expenditures and successful drilling operations. Production revenues from proved developed
non-producing reserves will not be realized until some time in the future. Our estimates of proved undeveloped reserves assume that we will
make significant capital expenditures to develop these reserves, including an estimated $185 million in 2007. Although we have estimated our
reserves and the costs associated with these reserves in accordance with industry standards, estimated costs may not be accurate, development
may not occur as scheduled, and actual results may not occur as estimated.

You should not assume that the PV-10 values included in this Form 10-K represent the current market value of our estimated oil and natural gas
reserves. Management has based the estimated discounted future net cash flows from proved reserves on prices and costs as of the date of the
estimate, in accordance with SEC requirements, whereas actual future prices and costs may be materially higher or lower. For example, values
of our reserves as of December 31, 2006, were estimated using a calculated weighted-average sales price of $5.64 per Mcf of gas (Gulf Coast
spot price) and $61.05 per Bbl of oil (NYMEX). We ensure that we consider basis and location differentials as of that date in estimating our
reserves. During 2006 our monthly average realized gas prices, excluding the effect of hedging, were as high as $8.65 per Mcf and as low as
$4.97 per Mcf. For the same period our monthly average realized oil prices were as high as $69.58 per Bbl and as low as $50.61 per Bbl. Many
other factors will affect actual future net cash flows, including:

e The amount and timing of actual production;

supply and demand for oil and natural gas;

curtailments or increases in consumption by oil purchasers and natural gas pipelines; and

e changes in governmental regulations or taxes.

The timing of production from oil and natural gas properties and of related expenses affects the timing of actual future net cash flows from
proved reserves and thus their actual present value. Our actual future net cash flows could be less than the estimated future net cash flows for
purposes of computing PV-10 values. In addition, the ten percent discount factor required by the SEC to be used to calculate PV-10 values for
reporting purposes is not necessarily the most appropriate discount factor given actual interest rates and risks to which our business and the oil
and natural gas industry in general are subject.

Our producing property acquisitions may not be worth what we paid due to uncertainties in evaluating recoverable reserves and other expected
benefits, as well as potential liabilities.

Successful property acquisitions require an assessment of a number of factors beyond our control. These factors include exploration potential,
future oil and gas prices, operating costs, and potential environmental and other liabilities. These assessments are not precise and their accuracy
is inherently uncertain.

In connection with our acquisitions, we perform a customary review of the acquired properties that will not necessarily reveal all existing or
potential problems. In addition, our review may not allow us to fully assess the potential deficiencies of the properties. We do not inspect every
well, and even when we inspect a well we may not discover structural, subsurface, or environmental problems that may exist or arise. We may
not be entitled to contractual indemnification for pre-closing liabilities, including environmental liabilities. Normally, we acquire interests in
properties on an as is basis with limited remedies for breaches of representations and warranties.
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In addition, significant acquisitions can change the nature of our operations and business if the acquired properties have substantially different
operating and geological characteristics or are in different geographic locations than our existing properties. To the extent that acquired
properties are substantially different than our existing properties, our ability to efficiently realize the expected economic benefits of such
acquisitions may be limited.

Integrating acquired properties and businesses involves a number of other special risks, including the risk that management may be distracted
from normal business concerns by the need to integrate operations and systems as well as retain and assimilate additional employees. Therefore,
we may not be able to realize all of the anticipated benefits of our acquisitions.

Exploration and development drilling may not result in commercially productive reserves.

Oil and gas drilling and production activities are subject to numerous risks, including the risk that no commercially productive oil or natural gas

will be found. The cost of drilling and completing wells is often uncertain, and oil and gas drilling and production activities may be shortened,
delayed, or canceled as a result of a variety of factors, many of which are beyond our control. These factors include:

e Unexpected drilling conditions;

e title problems;

e pressure or geologic irregularities in formations;

e equipment failures or accidents;

e adverse weather conditions;

e compliance with environmental and other governmental requirements;

e shortages or delays in the availability of or increases in the cost of drilling rigs, fracture stimulation crews and
equipment, chemicals and supplies, and

e shortages in availability of experienced drilling crews.

The prevailing prices of oil and gas also affect the cost of and the demand for drilling rigs, production equipment, and related services. The
availability of drilling rigs can vary significantly from region to region at any particular time. Although land drilling rigs can be moved from one
region to another in response to changes in levels of demand, an undersupply of rigs in any region may result in drilling delays and higher
drilling costs for the rigs that are available in that region.

Another significant risk inherent in our drilling plans is the need to obtain drilling permits from state, local, and other governmental authorities.
Delays in obtaining regulatory approvals and drilling permits, including delays which jeopardize our ability to realize the potential benefits from
leased properties within the applicable lease periods, the failure to obtain a drilling permit for a well, or the receipt of a permit with unreasonable
conditions or costs could have a materially adverse effect on our ability to explore on or develop our properties.

The wells we drill may not be productive and we may not recover all or any portion of our investment in such wells. The seismic data and other
technologies that we use do not allow us to know conclusively prior to drilling a well that oil or gas is present, or whether it can be produced
economically. The cost of drilling, completing, and operating a well is often uncertain, and cost factors can adversely affect the economics of a
project. Drilling activities can result in dry wells or wells that are productive but do not produce sufficient net revenues after operating and other
costs to cover initial drilling and completion costs.
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Our future drilling activities may not be successful. Our overall drilling success rate or our drilling success rate for activity within a particular
area may decline. In addition, we may not be able to obtain any options or lease rights in potential drilling locations that we identify. Although
we have identified numerous potential drilling locations, we may not be able to economically produce oil or natural gas from all of them.

Our hedging transactions may limit the prices that we receive for oil and gas sales and involve other risks.

To manage our exposure to price risks in the sale of our oil and natural gas, we enter into commodity price risk management arrangements from
time to time with respect to a portion of our current or future production. We have hedged a significant portion of anticipated future production
from our currently producing properties using zero-cost collars and swaps. Commodity price hedging may limit the prices that we receive for our
oil and gas sales if oil or natural gas prices rise substantially over the price established by the hedge. In addition, these transactions may expose
us to the risk of financial loss in certain circumstances, including instances in which:

¢ Our production is less than expected;

e there is a widening of price differentials between delivery points for our production and the delivery point
assumed in the hedge arrangement; or

e the counterparties to our hedge contracts fail to perform under the contracts.

Some of our hedging agreements may also require us to furnish cash collateral, letters of credit, or other forms of performance assurance in the
event that mark-to-market calculations result in settlement obligations by us to the counterparties, which would impact our liquidity and capital
resources. In addition, some of our hedging transactions use derivative instruments that may involve basis risk. Basis risk in a hedging contract
occurs when the index upon which the contract is based is more or less variable than the index upon which the hedged asset is based, thereby
making the hedge less effective. For example, a NYMEX index used for hedging certain volumes of production may have more or less
variability than the regional price index used for the sale of that production.

Future oil and gas price declines or unsuccessful exploration efforts may result in write-downs of our asset carrying values.

We follow the successful efforts method of accounting for our oil and gas properties. All property acquisition costs and costs of exploratory and
development wells are capitalized when incurred, pending the determination of whether proved reserves have been discovered. If proved
reserves are not discovered with an exploratory well, the costs of drilling the well are expensed.

The capitalized costs of our oil and gas properties, on a field basis, cannot exceed the estimated future net cash flows of that field. If net
capitalized costs exceed future net revenues, we must write down the costs of each such field to our estimate of fair market value. Unproved
properties are evaluated at the lower of cost or fair market value. Accordingly, a significant decline in oil or gas prices or unsuccessful
exploration efforts could cause a future write-down of capitalized costs.

We review the carrying value of our properties quarterly based on prices in effect as of the end of each quarter or as of the time of reporting our
results. Once incurred, a write-down of oil and gas properties cannot be reversed at a later date even if oil or gas prices increase.

Substantial capital is required to replace our reserves.

We need to make substantial capital expenditures to find, acquire, develop, and produce oil and natural gas reserves. Future cash flows and the
availability of financing are subject to a number of factors,
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such as the level of production from existing wells, our success in locating and acquiring new reserves, and prices paid for oil and natural gas. If
oil or gas prices decrease or we encounter operating difficulties that result in our cash flows from operations being less than expected, we may
have to reduce our capital expenditures unless we can raise additional funds through debt or equity financing. Debt or equity financing may not
always be available to us in sufficient amounts or on acceptable terms.

If our revenues were to decrease due to lower oil or gas prices, decreased production, or other reasons, and if we could not obtain capital through
our credit facility or other acceptable debt or equity financing arrangements, our ability to execute our development plans, replace our reserves,
or maintain production levels could be greatly limited.

A decrease in oil or gas prices could limit our ability to borrow under our credit facility.

Our credit facility has a maximum loan amount of $500 million, subject to a borrowing base that the lenders periodically redetermine based on
the value of our oil and gas properties, which in turn is based in part on oil and gas prices. Lower oil or gas prices in the future could limit our
borrowing base and reduce our ability to borrow under the credit facility.

We could incur substantial additional debt, which could limit our financial flexibility.

As of December 31, 2006, we had $334.0 million in outstanding borrowings under our bank credit facility and $100.0 million in outstanding
long-term debt under our 5.75 % Senior Convertible Notes due 2022. We also had a current note payable due to an individual that sold certain
oil and gas properties to us in 2006. This note amount was $4.5 million at December 31, 2006, and was paid subsequent to year end. Our
long-term debt represented 37 percent of our total book capitalization as of December 31, 2006. The contemplated conversion of these
Convertible Notes to equity would give us a pro forma debt to book capitalization ratio of 29 percent at December 31, 2006. Our credit facility
has a maximum loan amount of $500 million, a current borrowing base of $900 million, and we have elected a current commitment amount of
$500 million.

Our level of debt could have important consequences for our operations, including:

e Requiring us to dedicate a substantial portion of our cash flows from operations to make required payments on
debt, thereby reducing the availability of cash flows for working capital, capital expenditures, and other general
business activities;

e limiting our ability to obtain additional financing in the future for working capital, capital expenditures, and other
general business activities, or increasing the costs for such additional financing;

e limiting our flexibility in planning for, or reacting to, changes in our business and our industry; and

e increasing our vulnerability to adverse effects from a downturn in our business or the general economy.

We may incur additional debt, including secured debt under our credit facility or otherwise, in order to make future acquisitions or to develop
our properties. An increased level of debt increases the risk that we may default on our debt obligations. We may not be able to generate
sufficient cash flow from operations or be able to make other arrangements for the repayment or refinancing of the debt.

In addition, our credit facility is subject to periodic borrowing base redeterminations. We could be forced to repay a portion of our bank
borrowings in the event of a downward redetermination of our borrowing base, and we may not have sufficient funds to make such repayment at
that time. If we do not have sufficient funds and are otherwise unable to negotiate renewals of our borrowing or arrange new financing, we may
be forced to sell significant assets.
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We are subject to operating and environmental risks and hazards that could result in substantial losses.

Oil and gas operations are subject to many risks, including well blowouts, craterings, explosions, uncontrollable flows of oil, natural gas or well
fluids, fires, adverse weather such as hurricanes in the Gulf Coast region, freezing conditions, formations with abnormal pressures, pipeline
ruptures or spills, pollution, releases of toxic gas, and other environmental risks and hazards. If any of these types of events occurs, we could
sustain substantial losses.

Under certain limited circumstances we may be liable for environmental damage caused by previous owners or operators of properties that we
own, lease, or operate. As a result, we may incur substantial liabilities to third parties or governmental entities, which could reduce or eliminate
funds available for exploration, development, or acquisitions or cause us to incur losses.

‘We maintain insurance against some, but not all, of these potential risks and losses. We have significant but limited coverage for sudden
environmental damages. We do not believe that insurance coverage for the full potential liability that could be caused by sudden environmental
damages or insurance coverage for environmental damage that occurs over time is available at a reasonable cost. In addition, pollution and
environmental risks generally are not fully insurable. Further, we may elect not to obtain other insurance coverage under circumstances where
we believe that the cost of available insurance is excessive relative to the risks presented. Accordingly, we may be subject to liability or may lose
substantial portions of certain properties in the event of environmental or other damages. If a significant accident or other event occurs and is not
fully covered by insurance, we could suffer a material loss.

Following the hurricanes in 2004 and 2005, the insurance markets have suffered significant losses. As a result, the availability of coverage and
the cost at which such coverage will be available in the future is uncertain and as evidenced in 2006, was substantially more expensive than in
prior years.

Our operations are subject to complex laws and regulations, including environmental regulations that result in substantial costs and other risks.

Federal, state, and local authorities extensively regulate the oil and gas industry. Legislation and regulations affecting the industry are under
constant review for amendment or expansion, raising the possibility of changes that may affect, among other things, the pricing or marketing of
oil and gas production. Noncompliance with statutes and regulations may lead to substantial penalties, and the overall regulatory burden on the
industry increases the cost of doing business and, in turn, decreases profitability.

Governmental authorities regulate various aspects of oil and gas drilling and production, including the drilling of wells (through permit and
bonding requirements), the spacing of wells, the unitization or pooling of oil and gas properties, environmental matters, safety standards, the
sharing of markets, production limitations, plugging and abandonment, and restoration. To cover the various obligations of leaseholders in
federal waters, federal authorities generally require that leaseholders have substantial net worth or post bonds or other acceptable assurances that
such obligations will be met. The cost of these bonds or other assurances can be substantial, and we may not be able to obtain bonds or other
assurances in all cases. Under limited circumstances, federal authorities may require any of our operations on federal leases to be suspended or
terminated. Any such suspension or termination could have a material adverse effect on our operations. Our development at Hanging Woman
Basin is particularly affected, as a portion of our acreage is on federal lands.

Our operations are also subject to complex and constantly changing environmental laws and regulations adopted by federal, state, and local
governmental authorities in jurisdictions where we are engaged in exploration or production operations. New laws or regulations, or changes to
current requirements, could result in material costs or claims with respect to properties we own or have owned. We will continue to be subject to
uncertainty associated with new regulatory interpretations and inconsistent
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interpretations between state and federal agencies. We could face significant liabilities to governmental authorities and third parties for
discharges of oil, natural gas, or other pollutants into the air, soil, or water, and we could be required to spend substantial amounts on
investigations, litigation, and remediation. Existing environmental laws or regulations, as currently interpreted or enforced, or as they may be
interpreted, enforced, or altered in the future, may have a materially adverse effect on us.

In addition, in response to studies suggesting that emissions of certain gases may be contributing to warming of the Earth s atmosphere, many
states are beginning to consider initiatives to track and record these gases, generally referred to as greenhouse gases, with several states having
already adopted regulatory initiatives and one state, California, having adopted legislation aimed at reducing emissions of greenhouse gases.
Methane, a primary component of natural gas, and carbon dioxide, a byproduct of the burning of refined oil products and natural gas, are
included among the types of gases targeted