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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended June 30, 2005

OR

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 1-10578

VINTAGE PETROLEUM, INC.

(Exact name of registrant as specified in charter)
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Delaware 73-1182669
(State or other jurisdiction of (L.R.S. Employer
incorporation or organization) Identification No.)
110 West Seventh Street
Tulsa, Oklahoma 74119-1029
(Address of principal executive offices) (Zip Code)

(918) 592-0101

(Registrant s telephone number, including area code)

NOT APPLICABLE

(Former name, former address and former fiscal year, if changed since last report)

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

Indicate by check mark whether the registrant is an accelerated filer (as defined in Exchange Act Rule 12b-2). Yes x No ~

Indicate the number of shares outstanding of each of the registrant s classes of common stock, as of the latest practicable date.

Class Outstanding at July 29, 2005

Common Stock, $0.005 Par Value 66,982,232
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ITEM 1. FINANCIAL STATEMENT

VINTAGE PETROLEUM, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(In thousands, except shares

and per share amounts)

(Unaudited)

ASSETS

June 30, December 31,
2005 2004

CURRENT ASSETS:
Cash and cash equivalents $ 155,804 $ 124,221
Accounts receivable -
Oil and gas sales 127,098 107,870
Joint operations 11,854 12,479
Income taxes receivable 39,460 31,571
Deferred income taxes 22,639 15,364
Prepaids and other current assets 17,758 23,648
Total current assets 374,613 315,153
PROPERTY, PLANT AND EQUIPMENT, at cost:
Oil and gas properties, successful efforts method 2,289,876 2,163,176
Oil and gas gathering systems and plants 23,926 23,926
Other 33,313 31,932

2,347,115 2,219,034
Less accumulated depreciation, depletion and amortization 1,009,816 942,656
Total property, plant and equipment, net 1,337,299 1,276,378
DEFERRED INCOME TAXES 10,959 13,200
OTHER ASSETS, net 50,513 40,161
TOTAL ASSETS $1,773,384 $ 1,644,892
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See notes to unaudited consolidated financial statements.
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VINTAGE PETROLEUM, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(Continued)
(In thousands, except shares
and per share amounts)

(Unaudited)

LIABILITIES AND STOCKHOLDERS EQUITY

CURRENT LIABILITIES:

Revenue payable

Accounts payable - trade

Current income taxes payable
Derivative financial instruments payable
Other payables and accrued liabilities

Total current liabilities

LONG-TERM DEBT

DEFERRED INCOME TAXES

LONG-TERM LIABILITY FOR ASSET RETIREMENT OBLIGATIONS
OTHER LONG-TERM LIABILITIES

COMMITMENTS AND CONTINGENCIES (Note 5)

STOCKHOLDERS EQUITY, per accompanying statement:

Preferred stock, $0.01 par, 5,000,000 shares authorized, zero shares issued and outstanding

Common stock, $0.005 par, 160,000,000 shares authorized, 67,514,467 and 66,541,984 shares issued and
66,977,600 and 66,012,252 shares outstanding, respectively

Capital in excess of par value

Retained earnings

Accumulated other comprehensive loss

Less treasury stock, at cost, 536,867 and 529,732 shares, respectively
Less unamortized cost of non-vested stock awards

Total stockholders equity

Table of Contents

June 30, December 31,
2005 2004
28,154 $ 33,740
55,925 50,775
18,954 23,565
80,966 27,672
74,401 73,748
258,400 209,500
549,952 549,949
717,646 80,383
92,008 90,707
39,195 30,675
338 333
380,782 361,120
425,352 342,707
(40,083) (13,088)
766,389 691,072
4,319 4,319
5,887 3,075
756,183 683,678
7
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TOTAL LIABILITIES AND STOCKHOLDERS EQUITY $1,773,384  $ 1,644,892

See notes to unaudited consolidated financial statements.

Table of Contents 8



Edgar Filing: VINTAGE PETROLEUM INC - Form 10-Q

Table of Conten

VINTAGE PETROLEUM, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share amounts)

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
2005 2004 2005 2004
REVENUES:
Qil, condensate and NGL sales $186,089 $117,507 $351,646 $230,938
Gas sales 52,166 43,058 102,052 78,126
Sulfur sales 994 242 1,732 715
Gas marketing 16,124 17,462 34,702 32,234
Total revenues 255,373 178,269 490,132 342,013
COSTS AND EXPENSES:
Production costs 43,836 34,806 87,195 70,165
Transportation and storage costs 4,300 2,741 8,529 5,061
Production and ad valorem taxes 8,332 5,519 15,216 10,825
Export taxes 16,332 6,706 29,668 12,912
Exploration costs 7,429 7,329 17,755 8,565
Gas marketing 15,124 16,480 32,666 30,551
General and administrative 16,821 16,791 34,171 34,856
Depreciation, depletion and amortization 34,353 21,881 67,750 45,967
Impairment of proved oil and gas properties 3,915
Accretion 1,792 1,629 3,539 3,247
Other operating (income) expense 1,912 1,213 2,929 (3,604)
Total costs and expenses 150,231 115,095 299,418 222,460
OPERATING INCOME 105,142 63,174 190,714 119,553
NON-OPERATING (INCOME) EXPENSE:
Interest expense 11,600 12,674 23,155 26,695
Loss on early extinguishment of debt 9,903
Losses on derivative transactions 2,728 440 43,444 444
(Gain) loss on disposition of assets (16) 4 (16) (55)
Foreign currency exchange (gain) loss 1,069 (1,969) 2,335 (826)
Other non-operating income (726) (162) (1,157) (173)
Net non-operating expense 14,655 10,987 67,761 35,988
INCOME FROM CONTINUING OPERATIONS BEFORE INCOME TAXES 90,487 52,187 122,953 83,565

Table of Contents
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INCOME TAX PROVISION:

Current
Deferred

Total income tax provision

INCOME FROM CONTINUING OPERATIONS

: VINTAGE PETROLEUM INC - Form 10-Q

INCOME FROM DISCONTINUED OPERATIONS, net of income taxes

NET INCOME

24,182 16,269 38,586 28,413
8,587 1,216 5,467 2,089
32,769 17,485 44,053 30,502
57,718 34,702 78,900 53,063
2,707 10,743 3,481

$ 57,718 $ 37,409 $ 89,643 $ 56,544

See notes to unaudited consolidated financial statements.
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VINTAGE PETROLEUM, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(Continued)

(In thousands, except per share amounts)

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
2005 2004 2005 2004

BASIC INCOME PER SHARE:
Income from continuing operations $ 086 $ 054 $ 1.19 $ 083
Income from discontinued operations 0.04 0.16 0.05
Net income $ 0386 $ 058 $ 135 $ 0.88
DILUTED INCOME PER SHARE:
Income from continuing operations $ 0286 $ 053 $ 117 $ 0.82
Income from discontinued operations 0.04 0.16 0.05
Net income $ 0386 $ 057 $ 133 $ 0.87
Weighted average common shares outstanding:
Basic 66,799 64,741 66,471 64,535
Diluted 67,472 65,487 67,182 65,258

See notes to unaudited consolidated financial statements.

Table of Contents 11



Edgar Filing: VINTAGE PETROLEUM INC - Form 10-Q

Table of Conten
VINTAGE PETROLEUM, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS EQUITY
AND COMPREHENSIVE INCOME (LOSS)
FOR THE SIX MONTHS ENDED JUNE 30, 2005

(In thousands, except treasury shares and per share amounts)

(Unaudited)
Common Stock Capital Un- Accumulated
In amortized Other
Excess Non-Vested Compre-
Treasury of Par Stock Retained hensive
Shares Amount  Stock Value Awards Earnings Loss Total
BALANCE AT DECEMBER 31, 2004 66,542 $ 333 §$ (4,319) $361,120 $ (3,075) $342,707 $ (13,088) $683,678
Comprehensive income (loss):
Net income 89,643 89,643
Change in value of derivative financial
instruments, net of tax (26,995) (26,995)
Total comprehensive income 62,648
Issuance of stock options 3 3
Exercise of stock options and tax effects 802 4 12,254 12,258
Issuance of non-vested stock 154 1 4,660 (4,661)
Amortization of non-vested stock awards and
tax effects 2,882 1,751 4,633
Forfeitures of non-vested stock (7,135 shares) (137) 98 39)
Vesting of stock rights 16
Cash dividends declared ($0.105 per share) (6,998) (6,998)
BALANCE AT JUNE 30, 2005 67,514 $ 338 $ (4319) $380,782 $ (5.887) $425352 $ (40,083) $756,183

See notes to unaudited consolidated financial statements.
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VINTAGE PETROLEUM, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands, except per share amounts)

(Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income

Adjustments to reconcile net income to cash provided by operating activities -
Income from discontinued operations, net of tax

Depreciation, depletion and amortization

Impairment of proved oil and gas properties

Accretion

Dry hole costs, impairments of unproved oil and gas properties and other
Provision for deferred income taxes

Foreign currency exchange (gain) loss

Gain on dispositions of assets

Loss on early extinguishment of debt

Stock compensation

Non-cash derivative losses

Other non-cash items included in net income

Increase in receivables

Increase (decrease) in payables and accrued liabilities

Other working capital changes

Cash provided by continuing operations
Cash provided by discontinued operations

Cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures -

Oil and gas properties

Gathering systems and other

Payments on non-hedge derivative transactions
Other

Cash used by investing activities - continuing operations
Cash used by investing activities - discontinued operations

Cash used by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Issuance of common stock
Purchase of treasury stock

Table of Contents

Six Months Ended
June 30,
2005 2004
$ 89,643 $ 56,544
(10,743) (3,481)
67,750 45,967
3,915
3,539 3,247
12,010 5,684
5,467 2,089
2,335 (826)
(16) (55)
9,903
3,130 5,938
43,444 444
613 647
(18,928) (16,675)
(10,618) 1,744
(2,296) 4,708
185,330 119,793
22,415
185,330 142,208
(132,743) (95,744)
(1,440) (1,430)
(12,841)
(8,266) (913)
(155,290) (98,087)
(16,123)
(155,290) (114,210)
8,565 4,029
(129)

13
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Redemption of 93/4% Senior Subordinated Notes Due 2009
Advances on revolving credit facility and other borrowings
Payments on revolving credit facility and other borrowings
Dividends paid ($0.10 and $0.095 per share, respectively)
Other

Cash provided (used) by financing activities
EFFECT OF EXCHANGE RATE CHANGES ON CASH

NET INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, beginning of period

CASH AND CASH EQUIVALENTS, end of period

(157,313)

45,000 294,000
(45,000) (144,900)
(6,626) (5,798)
106 (3,052)
2,045 (13,163)
(502) 634
31,583 15,469
124,221 32,264

$ 155,804 $ 47,733

See notes to unaudited consolidated financial statements.
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VINTAGE PETROLEUM, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2005 and 2004

1. GENERAL

The accompanying financial statements are unaudited. The consolidated financial statements include the accounts of Vintage Petroleum, Inc. and
its wholly- and majority-owned subsidiaries and its proportionately consolidated general partner interest in a joint venture engaged in

exploration and production activities (collectively, the Company ). All significant intercompany accounts and transactions have been eliminated
in consolidation. Management believes that all material adjustments (consisting of only normal recurring adjustments) necessary for a fair
presentation have been made. Certain 2004 amounts have been reclassified to conform with the 2005 presentation, including reclassifications
required for presentation of the discontinued operations discussed in Note 8. These reclassifications had no effect on the Company s net income
or stockholders equity.

The preparation of financial statements in conformity with accounting principles generally accepted in the United States ( GAAP ) requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and
liabilities, if any, at the date of the financial statements, and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

These financial statements and notes should be read in conjunction with the 2004 audited financial statements and related notes included in the
Company s 2004 Annual Report on Form 10-K, Item 8. Financial Statements and Supplementary Data.

2. SIGNIFICANT ACCOUNTING POLICIES

Unproved Oil and Gas Properties

Unproved oil and gas properties included in oil and gas properties in the accompanying June 30, 2005, balance sheet are as follows (in
thousands):

U.S.:

Unproved leasehold costs $16,703

Unevaluated exploratory drilling 4,148
20,851

Yemen:

Unproved leasehold costs 2,650
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Unevaluated exploratory drilling
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11,186

13,836

$ 34,687
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Unproved leasehold costs are capitalized and reviewed periodically for impairment. Individual unproved properties are assessed for impairment
on a property-by-property basis, considering factors such as future drilling and exploitation plans and lease terms. Costs related to impaired
prospects are charged to expense and included in exploration costs in the accompanying statements of operations.

The Company recorded the following impairments of unproved leasehold costs (in thousands):

Three Months Ended Six Months Ended

June 30, June 30,
2005 2004 2005 2004
Continuing operations $ 23 $ 1,257 $1378 $1,346
Discontinued operations (Canada) 1,859 3,135

Additional impairment expense could result if oil and gas prices decline in the future or if downward reserve revisions are recorded on nearby
properties, as it may not be economic to develop some of these unproved properties.

As of June 30, 2005, the Company had the following exploration wells capitalized and reported as unevaluated exploratory drilling (in
thousands):

Wells in progress $ 2,694
Drilling completed - less than one year 4,774
Drilling completed - over one year 7,866
Total exploration drilling costs $15,334

As of June 30, 2005, the Company had two exploration wells in Yemen on which the drilling was completed for more than one year with a total
cost of approximately $7.9 million. Management believes that these wells have found sufficient reserves to justify their completion and such
wells require a major capital expenditure before production can begin. Both wells are in the same prospect area. The Company has continued
development and evaluation of this area during 2005. Depending on the results of such activity, the costs capitalized for the completed wells
may be charged to expense during 2005. The Company had no exploration wells capitalized in areas requiring a major capital expenditure before
production could begin where additional drilling efforts are not underway or firmly planned and had no exploration wells capitalized in areas not
requiring a major capital expenditure where more than one year has elapsed since completion of drilling.

For the six months ended June 30, 2005, the changes in unevaluated capitalized exploratory drilling costs were as follows (in thousands):

Balance, beginning of period $ 11,137

Additions 10,617

Table of Contents 17
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Charged to expense (6,420)

Balance, end of period $15,334
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On April 4, 2005, the Financial Accounting Standards Board ( FASB ) issued FASB Staff Position No. 19-1, Accounting for Suspended Well
Costs ( FSP 19-1 ). FSP 19-1 amends SFAS 19 to provide that in those situations where exploration drilling has been completed and oil and gas
reserves have been found, but such reserves cannot be classified as proved when drilling is complete, the drilling costs may be capitalized if the
well has found a sufficient quantity of reserves to justify its completion as a producing well and the enterprise is making sufficient progress
assessing the reserves and the economic and operating viability of the project. If either of the criteria is not met, the well is assumed to be
impaired and the costs charged to expense. Any well which has not found reserves is charged to expense. FSP 19-1 is effective for the first
reporting period beginning after April 4, 2005, which will be the three months ended September 30, 2005, for the Company. Management
believes that no adjustment would have been required for the three months and six months ended June 30, 2005 and 2004, from the application
of FSP 19-1.

Impairments of Proved Oil and Gas Properties

The Company reviews its proved oil and gas properties for impairment on a field basis. For each field, an impairment provision is recorded
whenever events or circumstances indicate that the carrying value of those properties may not be recoverable from estimated future net revenues.
The impairment provision is based on the excess of carrying value over fair value. Fair value is defined as the present value of the estimated
future net revenues from production of total proved and risk-adjusted probable and possible oil and gas reserves over the economic life of the
reserves, based on the Company s expectations of future oil and gas prices and costs, consistent with price and cost assumptions used for
acquisition evaluations. In the first quarter of 2004, the Company recorded an impairment of $3.9 million related to one proved oil and gas
property in the U.S. No impairment provision related to the Company s proved oil and gas properties was required in the second quarter of 2004
or in the first six months of 2005.

Development Seismic Costs

The Company capitalizes delineation seismic costs incurred to select development drilling locations within a productive oil and gas field as
development costs. Exploration seismic costs are expensed as incurred. The Company capitalized approximately $47,000 of delineation seismic
costs in the six months ended June 30, 2005.

Asset Retirement Obligations

The Company records the discounted fair value of its asset retirement obligations as a liability at the time an asset is placed in service. The asset
retirement obligations consist primarily of costs associated with the plugging and abandonment of oil and gas wells, site reclamation and

facilities dismantlement. However, future abandonment liabilities are also recorded for other assets such as pipelines, processing plants and
compressors. A corresponding amount is capitalized as part of the related property s carrying amount. The discounted capitalized asset retirement
cost is amortized to expense through the depreciation calculation over the estimated useful life of the asset based on proved developed reserves.
The liability accretes over time with a charge to accretion expense. At June 30, 2005, there were no assets legally restricted for purposes of
settling asset retirement obligations. Of the liability for asset retirement obligations balance at June 30, 2005, approximately $2.4 million is
classified as current and is included in other payables and accrued liabilities in the accompanying balance sheet.

-12-
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The Company recorded the following activity related to its asset retirement liability for the six months ended June 30, 2005 (in thousands):

Liability for asset retirement obligations as of January 1, 2005 $ 93,066
New obligations for wells drilled 493
Costs incurred (2,731)
Accretion expense 3,539
Liability for asset retirement obligations as of June 30, 2005 $ 94,367

In March 2005, the FASB issued Interpretation No. 47, Accounting for Conditional Asset Retirement Obligations ( FIN 47 ). FIN 47 clarifies that
the term conditional asset retirement obligation, as used in Statement of Financial Accounting Standards No. 143, Accounting for Asset
Retirement Obligations, refers to a legal obligation to perform an asset retirement activity in which the timing and (or) method of settlement are
conditional on a future event that may or may not be within the control of the entity. FIN 47 requires that an entity recognize a liability for the

fair value of a conditional asset retirement obligation if the fair value of the liability can be reasonably estimated. It states that uncertainty about
the timing and (or) method of settlement of a conditional asset retirement obligation should be factored into the measurement of the liability

when sufficient information exists. The Company is required to adopt FIN 47 no later than December 31, 2005. Management believes that the
adoption of FIN 47 will not have a significant effect on the Company s financial position, results of operations or cash flows.

Other Payables and Accrued Liabilities

As of June 30, 2005, other payables and accrued liabilities includes $20.1 million of accrued oil and gas capital expenditures.

Derivative Financial Instruments

The Company periodically uses hedges to reduce the impact of oil and natural gas price fluctuations and generally attempts to qualify such
derivatives as cash flow hedges for accounting purposes. The Company accounts for its hedging activities under the provisions of Statement of
Financial Accounting Standards No. 133, Accounting for Derivative Instruments and Hedging Activities (as amended, SFAS 133 ). SFAS 133
establishes accounting and reporting standards requiring that every derivative instrument (including certain derivative instruments embedded in
other contracts) be recorded in the balance sheet as either an asset or liability measured at its fair value. The Company defines fair value as the
amount it would receive or pay to settle the derivative at period-end. SFAS 133 requires that changes in the derivative s fair value be recognized
currently in earnings unless specific hedge accounting criteria are met. Special accounting for qualifying hedges allows a derivative s gains and
losses to offset related results on the hedged item in the statement of operations. Companies must formally document, designate and assess the
effectiveness of transactions that receive hedge accounting treatment.

-13-
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For derivative instruments that qualify as cash flow hedges, the effective portion of the gain or loss on a derivative instrument is reported as a
component of other comprehensive income and reclassified into sales revenue in the same period or periods during which the hedged forecasted
transaction affects earnings. The effective portion is determined by comparing the cumulative change in fair value of the derivative to the
cumulative change in the expected cash flows of the item being hedged. To the extent the cumulative change in the derivative exceeds the
cumulative change in the expected cash flows, the excess is recognized currently in earnings as non-operating income or expense. If the
cumulative change in the expected cash flows exceeds the change in fair value of the derivative, the difference is ignored. Changes in the fair
value and settlements of derivative financial instruments that do not qualify, or ceased to qualify, for accounting treatment as hedges, if any, are
recognized currently as non-operating income or expense. The cash flows from derivative financial instruments that do not qualify for hedge
accounting are included in investing activities in the consolidated statements of cash flows.

Derivative losses included in income from continuing operations consist of the following (in thousands):

Three Months Ended  Six Months Ended

June 30, June 30,
2005 2004 2005 2004
Losses under derivative instruments that did not qualify, or ceased to qualify, for
hedge accounting $ $ $40962 $
Hedge ineffectiveness losses 2,728 440 2,482 444

$ 2,728 § 440 $43444 $444

During the six months ended June 30, 2005, the Company realized $12.8 million of previously unrealized losses on derivative transactions.

Revenue Recognition

A portion of the Company s domestic oil sales in Argentina were previously subject to a domestic price cap agreement, relating to deliveries
occurring between February 26, 2003, and April 30, 2004. Under the agreement, if the $28.50 price cap is less than the West Texas Intermediate
posted price as quoted on the Platt s Crude Oil Marketwire at the time of sale, the Company is entitled to charge the oil purchasers for such
difference only when the West Texas Intermediate posted price is less than the $28.50 price cap in future periods. The Company does not record
any revenue under such price cap agreement until such time as the billed amounts are actually received. As of June 30, 2005, the Company had
an unbilled potential recovery of approximately $7.5 million under this agreement, excluding interest. During the six months ended June 30,
2005 and 2004, the Company did not record any revenues under this agreement.

Oil inventories held in storage facilities are valued at cost, which is lower than market value. Such inventories totaled $4.8 million at June 30,
2005, and are included in prepaids and other current assets in the accompanying consolidated balance sheet.
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General and Administrative Expense

The Company receives fees for the operation of jointly-owned oil and gas properties and records such reimbursements as reductions of general
and administrative expense. Such fees, excluding fees related to the Company s discontinued operations in Canada, were as follows (in
thousands):

Six Months Ended
Three Months Ended
June 30, June 30,
2005 2004 2005 2004
General and administrative cost reimbursements $ 681 $ 782 $1,391 $1,383

Stock Compensation

The Company has two fixed stock-based compensation plans which reserve shares of common stock for issuance to key employees and

directors. Prior to 2003, the Company accounted for these plans under the recognition and measurement provisions of Accounting Principles
Board Opinion No. 25, Accounting for Stock Issued to Employees, and related interpretations (collectively, APB 25 ). Compensation expense for
restricted stock awards is recorded over the vesting periods of the awards. No stock compensation expense related to stock options granted prior

to 2003 has been recognized, as all options granted under these plans had an exercise price equal to the market value of the underlying common
stock on the grant date.

Effective January 1, 2003, the Company adopted the fair value recognition provisions of Statement of Financial Accounting Standards No. 123,
Accounting for Stock-Based Compensation ( SFAS 123 ). The Company adopted these provisions prospectively and applied them to all employee
and director awards granted, modified, or settled after January 1, 2003. Stock option awards under the Company s plans generally vest over three
years, therefore, the cost related to stock compensation included in the determination of net income for the first six months of 2005 and 2004 and
for the second quarters of 2005 and 2004 is less than that which would have been recognized if the fair value based method had been applied to

all awards since the original effective date of SFAS 123. The following table illustrates the effect on net income and income per share if the fair
value based method had been applied to all outstanding and unvested awards in each period (in thousands, except per share amounts):

Three Months Ended Six Months Ended
June 30, June 30,
2005 2004 2005 2004
Stock compensation expense - as reported $ 1,624 $ 2,176 $ 3,130 $ 5,938
Stock compensation expense - pro forma 1,632 2,210 3,147 6,011
Net income - as reported 57,718 37,409 89,643 56,544
Net income - pro forma 57,713 37,387 89,631 56,498
Income per share - as reported:
Basic 0.86 0.58 1.35 0.88
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Diluted

Income per share - pro forma:
Basic
Diluted
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0.86 0.57
0.86 0.58
0.86 0.57
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1.35
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The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing model. The Company did not grant
any stock options in 2004 or in the first six months of 2005.

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 123 (Revised 2004), Share-Based Payment (as amended
by SEC Release 34-51558, SFAS 123R ). SFAS 123R requires that the compensation cost relating to share-based payment transactions be
recognized in the financial statements. With limited exceptions, that cost will be measured on the grant date based on the fair value of the equity
or liability instruments issued. SFAS 123R also requires liability awards to be remeasured each reporting period. Compensation cost will be
recognized over the period that an employee provides service in exchange for the award. SFAS 123R replaces SFAS 123 and supersedes APB
25. The Company is required to adopt SFAS 123R on January 1, 2006.

Entities that use the fair-value recognition provisions under SFAS 123 are required to apply SFAS 123R using a modified version of prospective
method of application. Under this method, an entity records compensation expense for all awards it grants after the date of adoption. In addition,
the entity is required to record compensation expense for the unvested portion of previously granted awards that remain outstanding at the date
of adoption. Entities may elect to adopt SFAS 123R using a modified retrospective method whereby previously issued financial statements are
restated based on the expense previously calculated and reported in their pro forma footnote disclosures.

As discussed above, the Company adopted the fair value recognition provisions of SFAS 123 using the prospective method and it has recognized
compensation expense for all stock options granted subsequent to January 1, 2003, with no expense recognized for grants made prior to 2003.
Adoption of SFAS 123R will require the Company to recognize compensation expense over the remaining service period for the unvested

portion of all options granted during 2002. All options granted prior to 2003 will be fully vested by December 31, 2005.

In March 2005, the Securities and Exchange Commission ( SEC ) released Staff Accounting Bulletin ( SAB ) 107, providing additional guidance in
applying the provisions of SFAS 123R. SAB 107 should be applied when adopting SFAS 123R and addresses a wide range of issues, focusing

on valuation methodologies and the selection of assumptions. SAB 107 also addresses the interaction of SFAS 123R with existing SEC

guidance.

Management has not yet determined the method of adoption of SFAS 123R and is presently evaluating the impact of the adoption, but
management does not believe that the adoption will have a significant impact on the Company s financial position, results of operations or cash
flows.

Production and Ad Valorem Taxes

Included in production and ad valorem taxes are the following items (in thousands):

Three Months Ended Six Months Ended

June 30, June 30,

2005 2004 2005 2004
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$ 6,875 $ 4,067
1,457 1,452

$ 12,295
2,921

$7,920
2,905
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Income Per Share

Basic income per common share was computed by dividing net income by the weighted average number of shares outstanding during the period.
Diluted income per common share for all periods presented was computed assuming the exercise of all dilutive options, as determined by
applying the treasury stock method, and assuming the vesting of all restricted stock rights.

The following table reconciles the weighted average common shares outstanding used in the calculations of basic and diluted income per share
(in thousands):

Six Months Ended
Three Months Ended
June 30, June 30,
2005 2004 2005 2004

Weighted average common shares outstanding - Basic 66,799 64,741 66,471 64,535
Dilutive effect of potential common shares issuable upon the exercise of outstanding
stock options 385 568 481 561
Dilutive effect of potential common shares issuable upon the vesting of outstanding
restricted stock rights 288 178 230 162
Weighted average common shares outstanding - Diluted 67,472 65,487 67,182 65,258

All of the outstanding options to purchase shares of the Company s common stock were included in the dilution calculation for the three months
and six months ended June 30, 2005, because the assumed exercise of each of the options was dilutive. Certain options to purchase shares of the
Company s common stock have been excluded from the dilution calculation for the three months and six months ended June 30, 2004, because
the assumed exercise of these options was anti-dilutive. The following information relates to the anti-dilutive options for both the three months
and the six months ended June 30, 2004:

Options excluded from dilution calculations (in thousands) 724
Range of exercise prices $15.50 to $22.94
Weighted average exercise price $15.82

-17-
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Comprehensive Income

Comprehensive income consists of the following (in thousands):

Net income
Foreign currency translation adjustments
Changes in value of derivative financial instruments, net of tax

Comprehensive income

Three Months Ended Six Months Ended
June 30, June 30,
2005 2004 2005 2004
$57,718 $ 37,409 $ 89,643 $ 56,544
(2,852) (4,830)
6,650 (3,496) (26,995) (13,823)
$ 64,368 $ 31,061 $ 62,648 $ 37,891

The foreign currency translation adjustments shown above relate entirely to the translation of the financial statements of the Company s
previously-owned Canadian subsidiary from its functional currency (the Canadian dollar) to the Company s reporting currency (the U.S. dollar).

The changes in the value of derivative financial instruments, net of tax, consist of the following (in thousands):

Unrealized loss during the period
Reclassification adjustment for losses included in net income

Income tax provision (benefit)

Changes in value of derivative financial instruments, net of tax

Three Months Ended Six Months Ended
June 30, June 30,
2005 2004 2005 2004
$ (2,385) $(7,773) $(66,905) $(24,675)
13,269 1,571 22,724 1,933
10,884 (6,202) (44,181) (22,742)
4,234 (2,706) (17,186) (8,919)
$ 6,650 $ (3,496) $(26,995) $(13,823)

The balance in accumulated other comprehensive loss at both June 30, 2005, and December 31, 2004, relates entirely to changes in the value of

derivative financial instruments. Based on oil and gas prices at June 30, 2005, approximately $31.1 million of the $40.1 million balance in

accumulated other comprehensive loss at June 30, 2005, will be reclassified into earnings in the next twelve months.
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Statements of Cash Flows

The Company made cash payments for interest and income taxes as follows (in thousands):

Six Months Ended
June 30,

2005 2004
Interest $22,998 $ 26,182
Income taxes:
U.S. $ 6,130 $
Argentina 36,249 35,572
Canada (Discontinued operations) 1,402

$42,379 $36,974

Approximately $123.3 million of the Company s cash at June 30, 2005, is related to the Company s foreign operations and substantially all is held
in U.S. banks.

Other Recent Pronouncements

In May 2005, the FASB issued Statement of Financial Accounting Standards No. 154, Accounting Changes and Error Corrections. Among

other changes, the new standard requires that a voluntary change in accounting principle be applied retrospectively with all prior period financial
statements presented on the new accounting principle, unless it is impracticable to do so. The statement also provides that (1) a change in

method of depreciating or amortizing a long-lived nonfinancial asset be accounted for as a change in estimate (prospectively) that was effected

by a change in accounting principle, and (2) correction of errors in previously issued financial statements should be termed a restatement. The
new standard is effective for accounting changes and correction of errors made to the Company s financial statements beginning January 1, 2006.

3. LONG-TERM DEBT

Long-term debt at June 30, 2005, and December 31, 2004, consisted of the following (in thousands):

June 30, December 31,

2005 2004
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Secured Debt -

Revolving credit facility $ $

Unsecured Debt -

8 /4% senior notes due 2012 350,000 350,000

77/8% senior subordinated notes due 2011, less unamortized discount 199,952 199,949
$ 549,952 $ 549,949
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The Company s revolving credit facility consists of a senior secured credit facility maturing in May 2008 with availability governed by a
borrowing base determination. The availability under the Company s revolving credit facility is reduced by its outstanding letters of credit. The
borrowing base (currently $350 million) is based on the banks evaluation of the Company s oil and gas reserves. The amount available to be
borrowed under the revolving credit facility is limited to the lesser of the borrowing base or the facility size, which is currently set at $300
million. The next borrowing base redetermination will be in November 2005. As of June 30, 2005, the Company had unused availability under
its revolving credit facility of $295.6 million (considering outstanding letters of credit of approximately $4.4 million).

In February 2004, the Company advanced funds under its revolving credit facility to redeem the entire $150 million principal balance of its 9
3/4% senior subordinated notes due 2009. As a result, the Company was required to expense certain associated deferred financing costs. This
$2.6 million non-cash charge and a $7.3 million cash charge for the call premium resulted in a one-time charge of approximately $9.9 million
($6.0 million net of tax).

The Company had $6.9 million of accrued interest payable related to its long-term debt at June 30, 2005, and December 31, 2004, included in
other payables and accrued liabilities in the accompanying balance sheets.

4. CAPITAL STOCK

In March 2004, the Company entered into a separation agreement with a former executive under which the Company extended the period in

which the former executive may exercise each outstanding vested stock option granted to him under the Company s 1990 Stock Plan to the end

of the term of such option. Pursuant to the terms of the restricted stock award agreements for the shares of restricted stock granted to the

Company s former executive under the Company s 1990 Stock Plan, such shares vested in full as of the date of his termination of employment. As
a result, the Company recorded non-cash stock compensation expense of approximately $2.2 million in the first quarter of 2004.

The Company declared the following dividends per share:

Six Months Ended
Three Months Ended
June 30, June 30,
2005 2004 2005 2004
Dividends declared per share $ 0055 $ 0.050 $0.105 $0.095

5. COMMITMENTS AND CONTINGENCIES

The Company had approximately $4.4 million in letters of credit outstanding at June 30, 2005. These letters of credit relate primarily to bonding
requirements of various state regulatory agencies in the U.S. for oil and gas operations. The Company s availability under its revolving credit
facility is reduced by the outstanding letters of credit.
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The Company has entered into certain firm gas transportation and compression agreements in Bolivia whereby the Company has committed to
have a third party transport and compress certain volumes of the Company s gas at established government-regulated fees. While these fees are
not fixed, they are government-regulated and therefore, the Company believes the risk of significant fluctuations is minimal. The Company
entered into these arrangements to ensure its access to gas markets and currently expects to produce sufficient volumes to utilize all of the
contracted transportation and compression capacity under these arrangements. The Company paid $0.9 million and $1.2 million under these
agreements in the six months ended June 30, 2005 and 2004, respectively, and $0.6 million and $0.5 million under these agreements in the three
months ended June 30, 2005 and 2004, respectively. Based on the current fee level, these commitments total approximately $0.6 million for the
remainder of 2005, $1.3 million in 2006 and $0.3 million in each of the years 2007, 2008 and 2009.

The Company has future minimum long-term electric power purchase commitments in Argentina of $1.8 million for the remainder of 2005, $3.6
million in 2006 and $5.0 million in 2007. The Company paid $1.8 million and $1.1 million for electric power purchases under these agreements
in the six months ended June 30, 2005 and 2004, respectively, and $1.0 million and $0.7 million in the three months ended June 30, 2005 and
2004, respectively.

The Company has also entered into  deliver-or-pay arrangements where it has committed to deliver certain volumes of gas to third parties in
Bolivia and Argentina for a specified period of time. These volumes will be sold at market prices. If the required volumes are not delivered, the
Company must pay for the undelivered volumes at the then-current market price. Similar to the firm transportation and compression agreements,
the Company entered into these arrangements to ensure its access to gas markets and the Company currently expects to produce sufficient
volumes to satisfy all of its deliver-or-pay obligations. The volumes contracted under the agreement in Bolivia are 3.6 Bcf for the remainder of
2005, 7.0 Bef in 2006, 6.0 Bef in 2007, 6.9 Bef in 2008 and 6.9 Bef in 2009. The volumes contracted under the agreement in Argentina are 5.5
Becf for the remainder of 2005, 6.4 Bcf in 2006, 3.6 Bef in 2007 and 4.0 Bef in 2008. The Company made no payments under these agreements
in 2005 and 2004.

On June 17, 2005, the Company signed an agreement to purchase certain oil and gas properties in the U.S. for $10.6 million. The Company paid
the seller $530,000 upon signing the agreement. This transaction was closed on July 6, 2005. Subsequent to June 30, 2005, the Company signed
additional agreements to purchase certain oil and gas properties in the U.S. for approximately $52 million.

6. PRICE RISK MANAGEMENT

The Company periodically uses derivative financial instruments to reduce the impact of oil and gas price fluctuations on its operating results and
cash flows and generally attempts to qualify such derivatives as hedges for accounting purposes. During the third and fourth quarter of 2004, a
substantial portion of the Company s derivative financial instruments ceased to qualify for hedge accounting due to significant oil price
fluctuations. The Company continued to monitor the correlation between the changes in NYMEX crude oil index prices and the changes in U.S.
crude oil postings and, as of March 1, 2005, the Company determined that the correlation indicated that its existing oil price swap agreements
would again be highly effective in achieving offsetting changes in the cash flows of the physical transactions. Accordingly, as of March 1, 2005,
the Company redesignated all of its oil price swap contracts as cash flow hedges and resumed hedge accounting for these contracts. As of March
1, 2005, and through June 30, 2005, all of the Company s derivative financial instruments qualified as hedges for accounting purposes.

21-
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During the first six months of 2004, the Company participated in oil price swap agreements covering 2.9 million barrels of its oil production at a
weighted average NYMEX reference price of $29.89 per barrel and gas price swap agreements covering 1.2 million MMBtu of its gas
production at a weighted average NYMEX reference price of $5.85 per MMBtu. During the first six months of 2005, the Company participated
in oil price swap agreements covering 2.5 million barrels of its oil production at a weighted average NYMEX reference price of $37.13 per
barrel, gas price swap agreements covering 2.3 million MMBtu of its gas production at a weighted average NYMEX reference price of $6.40 per
MMBtu and gas price collar agreements covering 5.4 million MMBtu of its gas production with NYMEX floor reference prices of $6.00 per
MMBtu and NYMEX cap reference prices ranging from $6.80 to $9.21 per MMBtu. In conjunction with each of the 2005 and 2004 U.S. gas
price swap and collar agreements, the Company entered into basis swap agreements covering identical periods of time and volumes. These basis
swaps establish a differential between the NYMEX reference price and the various delivery points at levels that are comparable to the historical
differentials received by the Company.

The Company has not entered into any new oil or gas price swap agreements or collars since December 31, 2004. The Company continues to
monitor oil and gas prices and may enter into additional derivative transactions in the future.

The Company records the fair value of its commodity swap agreements as a current or long-term asset or liability based on the period in which
the forecasted transaction will occur. The fair value of the derivative financial instrument obligation at June 30, 2005, consisted of a current
liability of $81.0 million and an other long-term liability of $28.2 million. Fair value was determined using actively quoted market prices.

7. INCOME TAXES

A reconciliation of the U.S. federal statutory income tax rate to the effective tax rate for continuing operations is as follows:

Six Months Ended
June 30,

2005 2004
U.S. federal statutory income tax rate 35.0% 35.0%
U.S. state income tax (net of federal tax benefit) 0.6 0.1
U.S. permanent differences 2.9 2.0)
Foreign operations 3.1 34

35.8% 36.5%

The impact of foreign operations is primarily the result of lower tax depreciation, depletion and amortization in Argentina due to the inability to
utilize inflation accounting for tax purposes. Earnings of the Company s foreign subsidiaries are subject to foreign income taxes. No U.S.
deferred tax liability will be recognized related to the unremitted earnings of these foreign subsidiaries, as it is the Company s intention,
generally, to reinvest such earnings permanently. At December 31, 2004, income considered to be permanently reinvested in certain foreign
subsidiaries totaled approximately $425 million. The Company has paid or accrued foreign income taxes of approximately $230 million related
to this income which may be available as a credit against U.S. federal income taxes on such income, if distributed. It is not practicable to
estimate the amount of additional tax that might be payable on this foreign income if distributed because the amount of foreign taxes eligible for
credit against U.S. federal income taxes on any such distribution will be determined based on facts and circumstances at the time of any actual
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During the first quarter of 2005, the Company reversed approximately $13.1 million of contingent liabilities related to U.S. federal and state
income taxes. These contingent tax liabilities related to tax benefits resulting from certain filing positions taken for which the Company initially
concluded, for financial reporting purposes, that, under GAAP, it was not appropriate to recognize these benefits until the filing positions taken
were sustained under a tax audit. During the first quarter of 2005, federal and state auditors completed audits of the Company s tax returns for the
periods involved, with no adjustments related to these filing positions required. Therefore, the Company concluded that it was now appropriate

to recognize these tax benefits for financial reporting purposes. Approximately $10.7 million of these tax benefits were related to
previously-discontinued operations and are reflected as income from discontinued operations in the accompanying consolidated statement of
operations for the six months ended June 30, 2005. The remaining $2.4 million is included as a reduction to the continuing operations deferred
income tax provision in the accompanying consolidated statement of operations for the six months ended June 30, 2005.

The American Jobs Creation Act of 2004 (the Jobs Act ) introduced a special one-time dividends-received deduction on the repatriation of certain
foreign earnings to the U.S., provided certain conditions are met. If certain conditions are met, a 5.25 percent effective income tax rate would
apply to eligible repatriations of certain foreign earnings. The Company is currently evaluating these provisions under the Jobs Act and is also
awaiting interpretive guidance relating to these regulations from either Congress or the Treasury Department. At the current date, the Company
has not determined that it will repatriate any unremitted foreign earnings under the special one-time repatriation provisions of the Jobs Act.
However, the Company continues to evaluate the special one-time repatriation provisions of the Jobs Act and that evaluation could result in the
Company repatriating certain unremitted foreign earnings. The amount of unremitted foreign earnings that the Company is evaluating for
repatriation, including projected 2005 earnings, ranges from zero to $500 million. The Company expects to complete its evaluation of the
amount of repatriation, if any, during 2005. If the Company was to repatriate certain unremitted foreign earnings under the special one-time
repatriation provisions of the Jobs Act in the range noted in the preceding sentence, the income tax effects of such repatriation could range from
zero to approximately $26 million.

8. DISCONTINUED OPERATIONS

On November 30, 2004, the Company completed the sale of its operations in Canada. The Company received $274.7 million in cash and
recorded a gain of $167.8 million ($198.5 million including income tax benefit).

In accordance with the rules established by Statement of Financial Accounting Standards No. 144, Accounting for the Impairment or Disposal of
Long-Lived Assets, the Company s operations in Canada are accounted for as discontinued operations in the accompanying consolidated financial
statements.

Following is summarized financial information for the Company s operations in Canada (in thousands):

Three Months Six Months
Ended Ended
June 30, 2004 June 30, 2004
Revenues $ 25,711 $ 50,746
Income from discontinued operations $ 2,672 $ 3,799
Income tax provision (benefit) 35) 318
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As discussed in Note 7, in the first quarter of 2005, the Company reversed approximately $10.7 million of contingent U.S. federal and state
income tax liabilities related to its previously-discontinued operations in Trinidad.

9. SEGMENT INFORMATION

The Company applies Statement of Financial Accounting Standards No. 131, Disclosures About Segments of an Enterprise and Related
Information. The Company s reportable business segments have been identified based on the differences in products or services provided.
Revenues for the exploration and production segment are derived from the production and sale of crude oil, condensate, natural gas liquids and
natural gas. The gas marketing segment generates a margin through the purchase and resale of both Company-produced and third party-produced
gas volumes. The Company evaluates the performance of its operating segments based on operating income.

Intersegment sales are priced in accordance with terms of existing contracts and current market conditions. Capital investments include expensed
exploratory costs. Amounts below the operating income line on the statements of operations are not allocated to segments. General and
administrative expense and stock compensation are included in the corporate segment, except for certain operating expenses related to oil and
gas producing activities, which are allocated to each exploration and production segment.

4.
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Operations in the gas marketing segment are in the U.S. The Company operates in the oil and gas exploration and production industry in the
U.S., Argentina, Bolivia, Yemen and Bulgaria. The financial information related to the Company s discontinued operations in Canada has been
excluded in all periods presented (see Note 8). Summarized financial information for the Company s reportable segments for the six months and
three months ended June 30, 2005 and 2004, is shown in the following tables (in thousands):

Six Months Ended 6/30/05

External segment revenues

Intersegment revenues

Depreciation, depletion and amortization expense
Operating income (loss)

Total assets

Capital investments

Long-lived assets

Six Months Ended 6/30/05

External segment revenues

Intersegment revenues

Depreciation, depletion and amortization expense
Operating income (loss)

Total assets

Capital investments

Long-lived assets

Six Months Ended 6/30/04

External segment revenues

Intersegment revenues

Depreciation, depletion and amortization expense
Operating income (loss)

Total assets

Capital investments

Long-lived assets

Six Months Ended 6/30/04
External segment revenues

Table of Contents

Exploration and Production

U.S. Argentina Bolivia Yemen Other Foreign
$212,963  $203,0609 $ 5248 $34,150 $
32,237 29,027 1,239 4,287
106,991 93,903 1,698 17,362 (215)
689,120 687,825 112,903 82,952 1,995
63,053 62,914 17,801 193
584,509 601,161 87,455 58,567
Gas
Marketing Corporate Total
$ 34,702 $ $ 490,132
1,737 1,737
960 67,750
2,036 (31,061) 190,714
18,337 180,252 1,773,384
1,440 145,401
5,607 1,337,299
Exploration and Production
U.S. Argentina Bolivia Yemen Other Foreign
$154,504 $146,819 $ 6,727 $ 1,729 $
22,234 21,003 1,460 222
65,314 80,363 2,894 763 (4,863)
509,565 563,211 112,274 26,027 1,925
52,063 42,562 7,139 4,016
468,009 512,325 89,973 29,989
Gas
Marketing Corporate Total
$ 32,234 $ $ 342,013
40
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Intersegment revenues 926
Depreciation, depletion and amortization expense

Operating income (loss) 1,683
Total assets 17,814

Capital investments
Long-lived assets
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1,048
(26,601)
72,868
1,049
5,185

926
45,967
119,553
1,303,684
106,829
1,105,481
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Three Months Ended 6/30/05

External segment revenues

Intersegment revenues

Depreciation, depletion and amortization expense
Operating income (loss)

Total assets

Capital investments

Long-lived assets

Three Months Ended 6/30/05

External segment revenues

Intersegment revenues

Depreciation, depletion and amortization expense
Operating income (loss)

Total assets

Capital investments

Long-lived assets

Three Months Ended 6/30/04

External segment revenues

Intersegment revenues

Depreciation, depletion and amortization expense
Operating income (loss)

Total assets

Capital investments

Long-lived assets

Three Months Ended 6/30/04

External segment revenues

Intersegment revenues

Depreciation, depletion and amortization expense
Operating income (loss)

Total assets

Capital investments

Long-lived assets
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Exploration and Production

U.S. Argentina Bolivia Yemen Other Foreign
$114911 $104,227 $ 2,665 $17446 $
16,319 14,575 610 2,316
60,939 49,098 757 8,673 (35)
689,120 687,825 112,903 82,952 1,995
34,314 33,627 11,703 30
584,509 601,161 87,455 58,567
Gas
Marketing Corporate Total
$ 16,124 $ $ 255373
1,018 1,018
533 34,353
1,000 (15,290) 105,142
18,337 180,252 1,773,384
931 80,605
5,607 1,337,299
Exploration and Production
U.S. Argentina Bolivia Yemen Other Foreign
$ 80,624 $ 75,143 $ 3311 $ 1,729 $
11,570 8,899 744 222
37,188 42,678 1,376 1,027 (4,680)
509,565 563,211 112,274 26,027 1,925
30,066 21,251 4,572 3,688
468,009 512,325 89,973 29,989
Gas
Marketing Corporate Total
$ 17,462 $ $ 178,269
545 545
446 21,881
981 (15,396) 63,174
17,814 72,868 1,303,684
375 59,952
5,185 1,105,481
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ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

We are an independent energy company with operations primarily in the exploration and production and gas marketing segments of the oil and
gas industry. We have operations or exploration activities in the U.S., South America, Yemen, and Bulgaria. We are focused on the acquisition
of oil and gas properties which contain the potential for increased value through exploitation and exploration. In addition, we are focused on
continuing to build an inventory of exploration prospects in the U.S. that may impact production in the near term as well as high potential
frontier prospects that may impact production in the longer term.

During 2004 and 2005, we have been focused on our core objectives of acquisitions, exploitation and exploration. We completed two
acquisitions of producing properties in 2004, one in September 2004 in Argentina at a total cost of $34.9 million and one in the U.S. in
December 2004 at a total cost of $77.2 million. In the first six months of 2005, we spent an additional $9.1 million on acquisitions, primarily in
the U.S., and subsequent to June 30, 2005, we made additional U.S. acquisitions for $9.8 million and we have signed additional agreements to
purchase certain oil and gas properties in the U.S. for approximately $52 million. This increased focus on our core objectives has resulted in a
significant improvement in our production levels and our operating results. It has also allowed us to significantly increase our capital
expenditures in 2004 and 2005 compared to previous years. We incurred $144.0 million of oil and gas capital expenditures in the first six
months of 2005 and we plan to spend approximately $285 million in 2005, exclusive of acquisitions. We expect to have sufficient internally
generated cash flows to fund our non-acquisition capital expenditures. In the event we successfully secure acquisitions of oil and gas properties,
we will seek appropriate levels of oil and gas price risk management and debt and equity capital in order to maintain our financial flexibility.

We reported net income of $57.7 million in the second quarter of 2005, representing a 66 percent increase over income from continuing
operations of $34.7 million in the second quarter of 2004. Net income for the second quarter of 2004 was $37.4 million, including income from
discontinued operations of $2.7 million. Our net income for the six months ended June 30, 2005, was $89.6 million, compared to net income of
$56.5 million for the six months ended June 30, 2004. Net income for the first six months of 2005 included $10.7 million of income from
discontinued operations versus $3.5 million of income from discontinued operations in the first six months of 2004. Income from continuing
operations for the first six months of 2005 was significantly impacted by $41.0 million of losses under derivative instruments that did not
qualify, or ceased to qualify, for hedge accounting. These losses resulted primarily from substantial increases in oil prices during January and
February 2005, when most of our oil price swap agreements were accounted for under mark-to-market accounting. As of June 30, 2005, $12.8
million of these losses had been realized and $28.2 million remained unrealized. Net income for the first six months of 2005 was reduced by
$17.2 million ($28.2 million before taxes) related to these unrealized losses. As these derivative instruments settle in future periods, we will
report higher oil revenues in those future periods than would have been reported had the unrealized losses not been recognized in the first six
months of 2005. As of March 1, 2005, we redesignated all of our oil price swap agreements as cash flow hedges and therefore we were allowed
to cease mark-to-market accounting for these derivative financial instruments.
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Production from continuing operations for the second quarter of 2005 of 6.9 MMBOE was 17 percent greater than the 5.9 MMBOE of
production from continuing operations for the second quarter of 2004. Similarly, production from continuing operations for the six months
ended June 30, 2005, of 13.7 MMBOE was 18 percent greater than the 11.5 MMBOE of production from continuing operations for the six
months ended June 30, 2004. These increases resulted from the acquisitions discussed above, the results of our successful exploration activities
in Yemen and the results of our successful exploitation and exploration activities in the U.S. and Argentina. Our U.S. production for the three
months and six months ended June 30, 2005, was reduced by an estimated 47 MBOE and 279 MBOE, respectively, as a result of heavy rains
and mudslides in Ventura County, California, which required us to shut in certain wells. These shut-in wells have now been returned to
production. Our Argentina production for the three months and six months ended June 30, 2004, was negatively impacted by a labor strike,
which reduced production by an estimated 228 MBOE and 415 MBOE, respectively.

As a result of the 18 percent increase in production on a BOE basis discussed above and higher oil and gas prices, our cash provided by
continuing operations for the first six months of 2005 was $185.3 million, which was 55 percent higher than the first six months of 2004. The
increases in cash flow from increased production and higher prices were slightly offset by higher cash operating expenses.

Our future financial results depend on a number of factors, including, in particular, oil and gas prices, our ability to find or acquire oil and gas
reserves, access to capital, our ability to control costs and both domestic and foreign regulatory developments. Commodity prices are impacted
by many factors that are outside of our control. Historically, commodity prices have been volatile and we expect them to remain volatile. Oil and
gas prices are affected by changes in market demands, overall economic activity, political events, weather, inventory storage levels, basis
differentials and other factors. As a result, we cannot accurately predict future oil and gas prices, and therefore, we cannot determine what effect
increases or decreases will have on our capital programs, production volumes, future revenues or our ability to acquire oil and gas properties. In
addition to production volumes and commodity prices, acquiring, finding and developing sufficient amounts of oil and gas reserves at
economical costs are critical to our long-term success.
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Results of Operations

Our results of operations have been significantly affected by our success in acquiring oil and gas properties and our ability to maintain or
increase production through our exploitation and exploration activities. Acquisitions of producing oil and gas properties in the U.S. and
Argentina during late 2004 and the disposition of our Canadian operations in November 2004 affect the comparability of operating data for the
periods presented in the tables below. Fluctuations in oil and gas prices have also significantly affected our results. The following table reflects
our oil and gas production and our average oil and gas sales prices for the periods presented:

Three Months Ended Six Months Ended

June 30, June 30,
2005 2004 2005 2004

Production:

Oil (MBbls) -

U.S. (a) 1,727 1,532 3,191 3,045
Argentina (b)(c) 3,017 2,434 6,101 4,875
Bolivia (b) 15 21 30 41
Yemen (b) 342 59 703 59
Continuing operations 5,101 4,046 10,025 8,020
Canada 215 450
Total 5,101 4,261 10,025 8,470
Gas (MMcf) -

U.S. (a) 7,141 7,125 14,824 13,365
Argentina (c) 2,228 2,147 4,381 4,179
Bolivia 1,236 1,829 2,567 3,548
Continuing operations 10,605 11,101 21,772 21,092
Canada 3,868 7,806
Total 10,605 14,969 21,772 28,898
MBOE from continuing operations 6,869 5,896 13,654 11,535

Total MBOE 6,869 6,756 13,654 13,286

(a) U.S. production for the three months and six months ended June 30, 2005, is estimated to have been reduced as a result of mudslides in
Ventura County, California by 36 MBbls of oil and 66 MMcf of gas, or 47 MBOE, and 228 MBbls of oil and 304 MMcf of gas, or 279
MBOE, respectively.

(b) Oil production (in MBbls) before the impact of changes in inventories:

Three Months Ended Six Months Ended

June 30, June 30,
2005 2004 2005 2004
Argentina 3,032 2,455 5,856 4,931
Bolivia 14 22 27 43
Yemen 391 108 735 109

()
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Argentina production for the three months and six months ended June 30, 2004, is estimated to have been reduced as the result of a labor
strike by 200 MBbls of oil and 165 MMcf of gas, or 228 MBOE, and 365 MBblIs of oil and 300 MMcf of gas, or 415 MBOE, respectively.
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Average Sales Price (including impact of hedges):

Oil (per Bbl) -
U.S. (a)
Argentina
Bolivia
Yemen

Continuing operations (a)
Canada

Gas (per Mcf) -
U.s.

Argentina
Bolivia

Continuing operations

Canada

Average Sales Price (excluding impact of hedges):

Oil (per Bbl) -
U.S.
Argentina
Bolivia
Yemen

Continuing operations
Canada

Gas (per Mcf) -
U.S.

Argentina
Bolivia

Continuing operations

Canada

Three Months Ended  Six Months Ended

June 30, June 30,

2005 2004 2005 2004
$ 3836 $ 27.12 $36.82 $27.53
33.83 30.29 32.67 29.62
22.62 24.67 22.87 24.26
51.02 29.15 48.57 29.15
36.48 29.04 35.08 28.80
28.80 28.30
$ 668 $§ 545 § 632 $ 524
0.96 0.66 0.86 0.58
1.87 1.54 1.78 1.62
4.92 3.88 4.69 3.70
5.02 4.85
$ 4555 $ 3454 $44.07 $33.54
33.83 30.29 32.67 29.62
22.62 24.67 22.87 24.26
51.02 29.15 48.57 29.15
38.91 31.85 37.39 31.08
33.94 32.29
$ 680 $ 552 $ 629 $ 528
0.96 0.66 0.86 0.58
1.87 1.54 1.78 1.62
5.00 3.92 4.67 3.72
5.02 4.85

(a) The average oil sales price per barrel for the U.S. does not reflect realized losses of $4.92 and $4.02 per barrel for the three months and six
months ended June 30, 2005, respectively, which relate to settlements on economic hedges. The average oil sales price per barrel for
continuing operations does not reflect realized losses of $1.67 and $1.28 per barrel for the three months and six months ended June 30,
2005, respectively, which relate to settlements on economic hedge. These losses have been reflected in non-operating expense. Economic

hedges are derivative financial instruments, intended to hedge a specific exposure, that do not qualify or ceased to qualify for hedge

accounting under SFAS 133.
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Qil Prices

Average U.S. oil prices we receive generally fluctuate with changes in the NYMEX reference price for oil. Our oil production in Argentina is
sold primarily at West Texas Intermediate spot prices as quoted on the Platt s Crude Oil Marketwire (approximately equal to the NYMEX
reference price) less a specified differential. Our Yemen oil production is sold at Dated Brent prices as quoted in Platt s Crude Oil Marketwire
less a specified differential. We experienced a 26 percent increase in our average oil price from continuing operations, including the impact of
hedging activities (22 percent excluding the impact of hedging activities), during the second quarter of 2005 compared to the second quarter of
2004. In the first six months of 2005, we experienced a 22 percent increase in our average oil price from continuing operations, including the
impact of hedging activities (20 percent excluding the impact of hedging activities), compared to the first six months of 2004.

During late 2004 and continuing in the first six months of 2005, the NYMEX reference price for crude oil was at or above $45.00 per barrel and
our contract differentials on our California and Argentina properties increased, thus lowering our average realized oil prices as a percent of
NYMEX. During the second quarter and early in the third quarter of 2005, we experienced an improvement in these contract differentials,
however, they currently remain above historical levels. If future NYMEX reference prices stay at or above this level, our realized price as a
percentage of NYMEX may be lower than our previous historical relationships.

Our Argentina oil production is subject to an export tax. This tax is applied on the sales value after the tax, thus, the effective tax rate is less than
the stated rate. The export tax rate was 20 percent in the first quarter of 2004. In May 2004, the Argentine government increased the export tax
from 20 percent to 25 percent. In August 2004, the Argentine government further increased the export tax rates for oil exports. The export tax
now escalates from 25 percent (which results in a 20 percent effective rate) to a maximum rate of 45 percent (which results in a 31 percent
effective rate) of the realized value for exported barrels as West Texas Intermediate posted prices per Bbl increase from less than $32.00 to
$45.00 and above. The export tax is deducted for income tax purposes but is not deducted in the calculation of royalty payments. The export tax
expires in February 2007. Given the number of governmental changes during 2004 affecting the realized price we receive for our oil sales, no
specific predictions can be made about the future of oil prices in Argentina; however, in the short term, we expect Argentine oil realizations to
be less than oil realizations in the U.S. Export oil sales are valued and paid in U.S. dollars. Domestic Argentine oil sales, while valued in U.S.
dollars, are paid in equivalent pesos.

We currently export approximately 35 percent of our Argentine oil production. The U.S. dollar equivalent value for domestic Argentine oil sales
(paid in pesos) has generally moved toward parity with the U.S. dollar-denominated export values, net of the export tax. The adverse impact of
this tax is partially offset by the Argentine income tax savings related to deducting the impact of the export tax.

On January 2, 2003, at the Argentine government s request, crude oil producers and refiners agreed to limit amounts payable for certain domestic
sales occurring during the first quarter of 2003 to a maximum $28.50 per Bbl. The producers and refiners further agreed that the difference
between the West Texas Intermediate posted price and the maximum price would be payable once the West Texas Intermediate posted price fell
below the maximum. The debt payable under the original agreement accrues interest at eight percent. The total debt will be collected by

invoicing future deliveries at $28.50 per Bbl after the West Texas Intermediate posted price falls below the maximum price. Additionally, the
agreement allowed for renegotiation if the West Texas Intermediate reference price exceeded $35.00 per Bbl for 10 consecutive days, which
occurred on February 24, 2003.
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On February 25, 2003, the agreement between the producers and the refiners was modified to limit the amount payable from refiners to
producers for deliveries occurring between February 26, 2003, and March 31, 2003. While the $28.50 per Bbl payable maximum was
maintained, under the modified terms refiners have no obligation to pay producers for sales values that exceed $36.00 per Bbl. This agreement,
which was extended several times under similar terms, expired on April 30, 2004. At June 30, 2005, the accumulated balance of amounts which
we may charge to domestic oil purchasers in Argentina, if the West Texas Intermediate posted price decreases below the established maximum
price in the future, was approximately $7.5 million, excluding interest. We do not have the right to invoice for such amounts until such time as
the West Texas Intermediate posted price declines below the established price cap of $28.50. Accordingly, we have adopted a revenue
recognition accounting policy for this potential revenue in which we will record such revenue only upon the receipt of payment for this
additional billing due to the uncertainty of recovery of such amounts and the timing thereof. During 2004 and 2005, we did not record any
revenue under this agreement.

To the extent that derivative financial instruments qualify for accounting treatment as cash flow hedges, we record the cash settlements as an
adjustment to oil and gas sales. During the first six months of 2004, we participated in oil price swap agreements covering 2.9 million barrels of
our oil production at a weighted average NYMEX reference price of $29.89 per barrel and during the first six months of 2005, we participated in
oil price swap agreements covering 2.5 million barrels of our oil production at a weighted average NYMEX reference price of $37.13 per barrel.
We accounted for all of the oil price swaps during the first six months of 2004 as cash flow hedges and we accounted for 2.4 million barrels for
the first six months of 2005 oil price swaps as cash flow hedges. The impact on our average sales prices of the cash settlements under oil price
swaps accounted for as cash flow hedges are reflected in the preceding tables.

Gas Prices

Average U.S. gas prices we receive generally fluctuate with changes in spot market prices, which may vary significantly by region. Most of our
Bolivian gas production is sold at average gas prices tied to a long-term contract under which the base price is adjusted for changes in specified
fuel oil indexes. Our Argentine gas is sold under spot contracts of varying lengths and we are paid in pesos. This has resulted in a decrease in
sales revenue value when converted to U.S. dollars due to the devaluation of the peso and current market conditions. Market prices for gas in
Argentina have historically been significantly less than developed countries, such as the U.S. This is primarily due to limited gas markets and
gas infrastructure in the region whose developed supplies have been sufficient to meet both internal demand and allow for exports to Chile. Our
total average gas price from continuing operations for the first six months of 2005 was 27 percent higher than the same period in 2004, including
the impact of hedging activities (26 percent higher excluding hedging activities). Our total average gas price for the second quarter of 2005,
including the impact of hedging activities was 27 percent higher (28 percent higher excluding hedging activities) than the same period of 2004.

32

Table of Contents 50



Edgar Filing: VINTAGE PETROLEUM INC - Form 10-Q

Table of Conten

During the first six months of 2004, we participated in gas price swap agreements covering 1.2 million MMBtu of our gas production at a
weighted average NYMEX reference price of $5.85 per MMBtu. During the first six months of 2005, we participated in gas price swap
agreements covering 2.3 million MMBtu of our gas production at a weighted average NYMEX reference price of $6.40 per MMBtu and gas
price collar agreements covering 5.4 million MMBtu of our gas production with NYMEX floor reference prices of $6.00 per MMBtu and
NYMEX cap reference prices ranging from $6.80 to $9.21 per MMBtu. In conjunction with each of our 2005 U.S. gas price swap and collar
agreements, we entered into basis swap agreements covering identical periods of time and volumes. These basis swaps establish a differential
between the NYMEX reference price and the various delivery points at levels that are comparable to the historical differentials we have
received. All of these gas price swaps were accounted for as cash flow hedges. The impacts of the cash settlements under these cash flow hedges
on our average gas prices are reflected in the preceding tables.

Future Period Price Risk Management

We produce, purchase and sell crude oil, natural gas, condensate, natural gas liquids and sulfur. As a result, our financial results can be
significantly impacted as these commodity prices fluctuate widely in response to changing market forces. Relatively modest changes in either oil
or gas prices significantly impact our results of operations and cash flows. However, the impact of changes in the market prices for oil and gas
on our average realized prices may be reduced from time to time based on the level of our hedging activities. Based on oil production from
continuing operations for the six months of 2005, a change in the average oil price we realize, before hedges, of $1.00 per Bbl would result in a
change in net income and revenues less production and export taxes on an annual basis of approximately $11.9 million and $18.5 million,
respectively. A 10 cent per Mcf change in the average gas price we realize, before hedges, would result in a change in net income and revenues
less production taxes on an annual basis of approximately $2.7 million and $4.3 million, respectively, based on gas production for the first six
months of 2005.

We have previously engaged in oil and gas derivative transactions and we intend to continue to consider various derivative transactions to
realize commodity prices which we consider favorable. The counterparties to all of our current derivative transactions are commercial or
investment banks.

The following table reflects the volume of our future oil production under price swap arrangements and the corresponding weighted average
NYMEX reference prices by quarter:

NYMEX

Reference Price

Quarter Ending Barrels Per Barrel
September 30, 2005 1,269,600 $ 35.57
December 31, 2005 1,269,600 34.88
March 31, 2006 427,500 37.39
June 30, 2006 432,250 36.80
September 30, 2006 437,000 36.32
December 31, 2006 437,000 35.93
March 31, 2007 189,000 34.26
June 30, 2007 63,700 39.66
September 30, 2007 64,400 39.38
December 31, 2007 64,400 39.10
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The following table reflects the volume of our future gas production under price swap arrangements and the corresponding weighted average
NYMEX reference prices by quarter:

NYMEX

Reference Price

Quarter Ending MMBtu Per MMBtu
September 30, 2005 1,186,800 $ 6.17
December 31, 2005 1,186,800 6.37
March 31, 2006 243,000 6.47
June 30, 2006 245,700 6.47
September 30, 2006 248,400 6.47
December 31, 2006 248,400 6.47
March 31, 2007 225,000 6.00
June 30, 2007 227,500 6.00
September 30, 2007 230,000 6.00
December 31, 2007 230,000 6.00

We have also entered into various gas price collar arrangements for 2005. The following table reflects the MMBtu covered by these gas price
collars and the corresponding NYMEX floor and cap reference prices:

Remaining 2005 NYMEX Floor NYMEX Cap
Gas Production Reference Price Reference Price
(MMBtu) Per MMBtu Per MMBtu
920,000 $ 6.00 $ 6.80
1,840,000 6.00 8.02
920,000 6.00 8.73
1,840,000 6.00 9.21

We also have entered into basis swap agreements for all of our gas production covered by the price swaps and price collars. These basis swaps
establish a differential between the NYMEX reference price and the various delivery points at levels that are comparable to the historical
differentials we have received.

At June 30, 2005, we would have been required to pay $109.2 million to terminate our swaps and price collars then in place. The following table
summarizes the change in fair value for all of our derivative financial instruments for the three months and six months ended June 30, 2005, and
2004 (in thousands):

Three Months Ended Six Months Ended

June 30, June 30,
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Fair value of contracts at beginning of period
Net realized losses on contracts settled
Net decrease in fair value of all open contracts

Fair value of contracts at end of period

Table of Contents

2005 2004 2005 2004
$(125,878) $(22,595) $ (34.446) $ (7,551)
21,761 12,976 35,565 20,582
(5,113) (19,805) (110,349) (42,455)
$(109,230) $(29,424) $(109,230)  $(29,424)

-34-

54



Edgar Filing: VINTAGE PETROLEUM INC - Form 10-Q

Table of Conten

Beginning in September 2004 and continuing through February 2005, the differential between the NYMEX index price for crude oil and West
Coast and other U.S. crude oil postings widened. Although the NYMEX crude oil index prices increased, many crude oil postings under which
we sell our oil did not increase at the same rate. This market fluctuation caused us to conclude that most of our crude oil hedges were no longer
highly effective in achieving offsetting changes in the cash flows of the physical transactions. In accordance with SFAS 133, we discontinued
hedge accounting for these contracts beginning in September and recorded the changes in the fair value of these contracts as a charge to losses
on derivative transactions. As of March 1, 2005, we determined that the correlation indicated that our existing oil price swap agreements will
again be highly effective in achieving offsetting changes in the cash flows of the physical transactions and, accordingly, we redesignated all of
our oil price swap contracts as cash flow hedges and resumed hedge accounting for these contracts as of March 1, 2005.

During the period from September 2004 through February 2005, we recorded a total of $60.7 million of unrealized losses under derivative
instruments that did not qualify, or ceased to qualify for hedge accounting as losses on derivative transactions. As of June 30, 2005, we have
now realized $22.8 million of these previously recorded losses, $12.8 million of which was realized in the first six months of 2005. However,
since the losses were previously recorded as an expense, the realization of the $22.8 million of losses resulted in higher reported oil sales than
would have been reported if we had not recorded these losses in previous periods. Accordingly, as we realize the remaining $37.9 million of
previously recorded losses, we will report higher oil sales than would be reported had these charges not been recorded in previous periods, as
follows (in thousands):

Quarter Ending

September 30, 2005 $ 8,745
December 31, 2005 8,455
March 31, 2006 4,786
June 30, 2006 4,593
September 30, 2006 4,384
December 31, 2006 4,151
March 31, 2007 1,948
June 30, 2007 300
September 30, 2007 288
December 31, 2007 273

Period to Period Comparison

On November 30, 2004, we sold all of our Canadian operations. We received $274.7 million in cash and recorded a gain of $167.8 million
($198.5 million after income taxes) in the fourth quarter of 2004. In accordance with the rules established by Statement of Financial Accounting
Standards No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets, our operations in Canada are accounted for as discontinued
operations in our consolidated financial statements. Accordingly, the revenues and operating expenses discussed on the following pages
exclude the results related to our operations in Canada for all periods.
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Revenues:

Oil, condensate and NGL sales
Gas sales

Sulfur sales

Gas marketing

Total revenues

Production:

Oil, condensate and NGL volumes (MBbls)
Gas volumes (MMcf)

Total production (MBOE)

Average sales price (including impact of hedges):

Oil, condensate and NGL (per Bbl)
Gas (per Mcf)

Revenues:

Oil, condensate and NGL sales
Gas sales

Sulfur sales

Gas marketing

Total revenues

Production:

Oil, condensate and NGL volumes (MBDbls)
Gas volumes (MMcf)

Total production (MBOE)

Average sales price (including impact of hedges):

Oil, condensate and NGL (per Bbl)
Gas (per Mcf)
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Three Months Ended
June 30,

2005 2004 Variance
$186,089 $117,507 $ 68,582 58%
52,166 43,058 9,108 21%
994 242 752 311%
16,124 17,462 (1,338) -8%
$255,373 $178,269 $ 77,104 43%
5,101 4,046 1,055 26%
10,605 11,101 (496) -4%
6,869 5,896 973 17%
$ 3648 $ 29.04 $ 7.44 26%
4.92 3.88 1.04 27%

Six Months Ended
June 30,

2005 2004 Variance
$351,646 $230,938 $120,708 52%
102,052 78,126 23,926 31%
1,732 715 1,017 142%
34,702 32,234 2,468 8%
$490,132 $342,013 $148,119 43%
10,025 8,020 2,005 25%
21,772 21,092 680 3%
13,654 11,535 2,119 18%
$ 3508 $ 28.80 $ 6.28 22%
4.69 3.70 0.99 27%
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Oil, condensate and NGL sales. The 26 percent increase in production from the second quarter of 2004 to the second quarter of 2005 resulted in
a $38.5 million increase in our oil, condensate and NGL sales between the same periods. The remaining $30.1 million increase in oil, condensate
and NGL sales from the second quarter of 2004 to the second quarter of 2005 was the result of a 26 percent increase in our average oil price
between the same periods.

Similarly, oil, condensate and NGL sales increased by $70.3 million from the first six months of 2004 to the first six months of 2005 as a result
of the 25 percent increase in production between the same periods. The remaining $50.4 million increase in oil, condensate and NGL sales from
the first six months of 2004 to the first six months of 2005 was the result of a 22 percent increase in our average oil price between the same
periods.

Our oil production in Argentina for the second quarter of 2005 averaged 33,157 BOPD, representing a 24 percent increase over the 26,746
BOPD for the second quarter of 2004. Oil production from Argentina for the first six months of 2005 averaged 33,706 BOPD compared to
26,787 BOPD for the first six months of 2004, which is a 26 percent increase between these periods. The increases were the results of additional
production resulting from our drilling and workover programs and our acquisition of producing properties in the San Jorge basin in September
2004. In addition, both the second quarter of 2004 and the first six months of 2004 were negatively impacted by a labor strike which reduced
reported production for these periods by an estimated 200 MBbls and 365 MBbls, respectively. There were no similar disruptions in 2005.

Oil production from our An Nagyah field in Yemen began making a contribution in the second quarter of 2004. Our Yemen oil production was
59 MBbls for both the second quarter and first six months of 2004. This compares to our Yemen oil production of 342 MBbls for the second
quarter of 2005 and 703 MBbls for the first six months of 2005. Through June 30, 2005, all of our An Nagyah field production was transported
by truck to a nearby facility for processing and transporting to an export terminal. We have completed an 18-mile pipeline to the processing
facility and it became operational in early July 2005. We anticipate the An Nagyah production to increase to 10,000 gross BOPD (5,200 net) by
the middle of the third quarter of 2005.

Our U.S. oil production increased by 13 percent from 16,839 BOPD in the second quarter of 2004 to 18,967 BOPD in the second quarter of
2005 and increased by five percent from 16,730 BOPD in the first six months of 2004 to 17,628 BOPD in the first six months of 2005. These
increases resulted from our December 2004 acquisition of producing properties in Alabama and from our 2005 exploitation successes. Partially
offsetting these increases, we estimate that our U.S. oil production for the three months and six months ended June 30, 2005, was reduced by 36
MBBbIs and 228 MBBIs, respectively, as a result of heavy rains and mudslides in Ventura County, California, which required us to shut in certain
wells. These shut-in wells have now been returned to production.

Gas sales. The increase in gas sales from the second quarter of 2004 to the second quarter of 2005 was the result of the 27 percent increase in
our average gas price between the same periods. The $11.5 million increase in gas sales from the price increase was reduced by $2.4 million
resulting from a four percent decline in our gas production from the second quarter of 2004 to the second quarter of 2005.

Our gas sales increased by $23.9 million from the first six months of 2004 to the first six months of 2005. A 27 percent increase in prices
between the same period, accounted for $20.7 million of this increase. The remaining $3.2 million of the increase was the result of a three
percent increase in our gas production from the first six months of 2004 to the first six months of 2005.
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Although gas production in the U.S. and Argentina increased slightly between the second quarter of 2004 and the second quarter of 2005, the
decline in our gas production in Bolivia led to the overall four percent decrease between the same periods. Similarly, for the first six months of
2005 compared to the first six months of 2004, an 11 percent increase in our U.S. gas production and a five percent increase in our Argentine gas
production were offset by a 28 percent decline in our Bolivian gas volumes, resulting in only a three percent increase in gas production on a

worldwide basis between these periods.

Our successful exploitation program in the U.S. and our December 2004 acquisition of producing properties in Alabama again were the primary
reason for the U.S. production increase. Offsetting these increases, we estimate that our U.S. gas production was reduced by 66 MMcf for the
second quarter of 2005 and 304 MMcf for the first six months of 2005 as a result of the California rain and mudslides discussed previously. Our
gas production in Argentina for the three months and six months ended June 30, 2004, was reduced by an estimated 165 MMcf and 300 MMcf,
respectively, due to the labor strike discussed previously. The decrease in our Bolivian gas production was the result of the anticipated lower

sales volumes from Bolivia into Brazil.

Three Months Ended
June 30,
2005 2004 Variance
Costs and expenses:
Production costs $ 43836 $ 34,806 $ 9,030 26%
Transportation and storage costs 4,300 2,741 1,559 57%
Production and ad valorem taxes 8,332 5,519 2,813 51%
Export taxes 16,332 6,706 9,626  144%
Exploration costs 7,429 7,329 100 1%
Gas marketing 15,124 16,480 (1,356) -8%
General and administrative 16,821 16,791 30
Depreciation, depletion and amortization 34,353 21,881 12,472 57%
Accretion 1,792 1,629 163 10%
Other operating expenses 1,912 1,213 699 58%
Total costs and expenses $ 150,231 $115,095 $35,136 31%
Costs and expenses per BOE:
Production costs $ 638 $§ 590 $ 048 8%
Transportation and storage costs 0.63 0.46 0.17 37%
General and administrative 2.45 2.85 0.40) -14%
Depreciation, depletion and amortization 5.00 3.71 1.29 35%
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Six Months Ended
June 30,
2005 2004 Variance

Costs and expenses:

Production costs $ 87,195 $ 70,165 $17,030 24%
Transportation and storage costs 8,529 5,061 3,468 69%
Production and ad valorem taxes 15,216 10,825 4,391 41%
Export taxes 29,668 12,912 16,756 130%
Exploration costs 17,755 8,565 9,190 107%
Gas marketing 32,666 30,551 2,115 7%
General and administrative 34,171 34,856 (685) -2%
Depreciation, depletion and amortization 67,750 45,967 21,783 47%
Impairment of proved oil and gas properties 3,915 (3,915) -100%
Accretion 3,539 3,247 292 9%
Other operating (income) expenses 2,929 (3,604) 6,533  -181%
Total costs and expenses $299,418 $222,460 $76,958 35%
Costs and expenses per BOE:

Production costs $ 639 $§ 608 $ 031 5%
Transportation and storage costs 0.62 0.44 0.18 41%
General and administrative 2.50 3.02 (0.52) -17%
Depreciation, depletion and amortization 4.96 3.99 0.97 24%

Production costs. Approximately $5.7 million of the increase in our production costs between the second quarter of 2004 and the second quarter
of 2005 relates to the 17 percent increase in our total production on a BOE basis between the same periods. Similarly, approximately $12.9
million of the increase in our production costs between the first six months of 2004 and the first six months of 2005 relate to the 18 percent
increase in our total production on a BOE basis between the same periods.

In addition to these increases, during the three months and six months ended June 30, 2005, we incurred approximately $2.2 million ($0.32 per
BOE) and $5.7 million ($0.42 per BOE), respectively, to repair damage from the heavy rains and mudslides in California. We expect to spend an
additional $2.5 million in total during the third quarter of 2005, bringing the total expected costs of these repairs to $8.2 million. Production
costs for the first six months of 2004 included $1.9 million ($0.16 per BOE) for costs to repair damage resulting from fires in California during
late 2003.

Transportation and storage costs. The increases between the second quarter of 2004 and the second quarter of 2005 and between the first six
months of 2004 and the first six months of 2005 are primarily the result of trucking costs associated with our new Yemen production area. We
began incurring these costs in the second quarter of 2004 to deliver oil to a nearby processing facility and we produced substantially higher
volumes in 2005 compared to 2004. Our pipeline to the processing facility was completed and placed in service during July 2005, which will
reduce our transportation cost per barrel in Yemen.
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Production and ad valorem taxes. Higher oil and gas prices and our increased U.S. production resulted in increases in production and ad
valorem taxes between the second quarter of 2004 and the second quarter of 2005 and between the first six months of 2004 and the first six
months of 2005.

Export taxes. The increases in Argentine export taxes between the second quarter of 2004 and the second quarter of 2005 and between the first
six months of 2004 and the first six months of 2005 resulted from higher oil prices between the same periods and export tax rates. The effective
export tax rate increased from 16.7 percent to 20.0 percent in May 2004 and was further increased in August 2004. The average effective export
tax rate for the second quarter of 2005 on our exported volumes was 31.0 percent.

Exploration costs. Exploration costs for the second quarter of 2005 consisted of $3.7 million for seismic and other geological and geophysical
costs and $3.7 million for unsuccessful exploratory drilling, primarily in Yemen. During the second quarter of 2004, our exploration costs were
comprised of $1.7 million for seismic and other geological and geophysical costs, $4.4 million for unsuccessful exploratory drilling, primarily in
Italy, and $1.2 million for impairments of unproved leasehold costs, primarily in the U.S.

Exploration costs for the first six months of 2005 consisted of $10.0 million for seismic and other geological and geophysical costs, $6.3 million
for unsuccessful exploratory drilling, primarily in Yemen, and $1.4 million for impairments of unproved leasehold costs. During the first six
months of 2004, our exploration costs were compris