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FORWARD LOOKING STATEMENTS

The statements included or incorporated by reference in this Annual Report on Form 10-K for the year ended December 31, 2006 (this Annual
Report ) of Pogo Producing Company (the Company ) include forward-looking statements within the meaning of Section 27A of the Securities
Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. All statements included or incorporated by
reference herein, other than statements of historical fact, are forward-looking statements. In some cases, you can identify the Company s
forward-looking statements by the words anticipate, estimate, expect, objective, projection, forecast, goal, and similar expressions. Su
forward-looking statements include, without limitation, statements regarding expected production volumes, drilling of wells and related

expenditures and other statements herein and therein regarding the timing of future events regarding the operations of the Company and its
subsidiaries, and the statements under the caption Management s Discussion and Analysis of Financial Condition and Results of Operations
regarding the Company s anticipated future financial position, results of operations, and cash requirements. Although the Company believes that

the expectations reflected in these forward-looking statements are reasonable, it can give no assurance that such expectations will prove to have

been correct. Important factors that could cause actual results to differ materially from the Company s expectations ( Cautionary Statements ) are
disclosed in this Annual Report and in other filings by the Company with the Securities and Exchange Commission (the Commission ). All
subsequent written and oral forward-looking statements attributable to the Company or persons acting on its behalf are expressly qualified in

their entirety by the Cautionary Statements. The Company s actual results could differ materially from those anticipated in these forward-looking
statements as a result of the factors set forth below, the risk factors described under the caption Risk Factors and other factors set forth in or
incorporated by reference in this Annual Report. These factors include:

e the cyclical nature of the oil and natural gas industries

e the Company s ability to successfully and profitably find, produce and market oil and gas

e uncertainties associated with the United States and worldwide economies

e current and potential governmental regulatory actions in countries where the Company operates
e substantial competition from larger companies

e the Company s ability to implement cost reductions

e the Company s ability to acquire and integrate oil and gas reserves

e operating interruptions (including leaks, explosions, fires, mechanical failure, unscheduled downtime,
transportation interruptions, and spills and releases and other environmental risks)

e fluctuations in foreign currency exchange rates in areas of the world where the Company conducts operations
e covenant restrictions in the Company s debt agreements

e strategic transactions, including the sale of part or all of the Company, or changes to the Company s business plan,
that may result from its strategic alternative process

Many of these factors are beyond the Company s ability to control or predict. Management cautions against putting undue reliance on
forward-looking statements or projecting any future results based on such statements or present or prior earnings levels.

All subsequent written and oral forward-looking statements attributable to the Company and persons acting on the Company s behalf are
qualified in their entirety by the Cautionary Statements contained in this section and elsewhere in this Annual Report.
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CERTAIN DEFINITIONS

As used in this Annual Report, Mcf means thousand cubic feet, MMcf means million cubic feet, Bcf means billion cubic feet, Bbl means barrel
MBbls means thousand barrels and MMBbls means million barrels. BOE means barrel of oil equivalent, Mcfe means thousand cubic feet of

natural gas equivalent, MMcfe means million cubic feet of natural gas equivalent and Bcfe means billion cubic feet of natural gas equivalent.

Natural gas equivalents and crude oil equivalents are determined using the ratio of six Mcf of natural gas to one Bbl of crude oil, condensate or

natural gas liquids ( NGL ). Referencesto $ and dollars refer to United States dollars. All estimates of reserves and information related to

production contained in this Annual Report, unless otherwise noted, are reported on a net basis. Information regarding acreage and numbers of

wells are set forth on a gross basis, unless otherwise noted.

PART I

ITEM 1. Business.

The Company was incorporated in 1970 and is engaged in oil and gas exploration, development, acquisition and production activities on its
properties primarily located in North America, both onshore and offshore, and in Vietnam and New Zealand. As of December 31, 2006, the
Company had interests in approximately 4,800,000 gross leasehold acres in major oil and gas provinces in North America, approximately
6,354,000 gross acres in New Zealand and approximately 1,480,000 gross acres in Vietnam. Over the last several years, the Company has
transitioned from a predominately offshore-focused company to one with a majority of its reserves located in the onshore regions of North
America. As of December 31, 2006, approximately 94% of the Company s reserves are located onshore.

The Company organizes its exploration and production activities principally into five operating regions, as well as a New Ventures Group. The
operating regions are its Canadian Operations, its Western U.S. Region, which is active in the Permian Basin area of West Texas and Southeast
New Mexico, the Panhandle of Texas, the San Juan Basin in New Mexico and the Wind River Basin in Wyoming; its Gulf Coast Region, which
includes the Company s onshore operations principally in South Texas and Louisiana; its Gulf of Mexico Region, which is responsible for the
Company s operations offshore Texas and Louisiana in the Gulf of Mexico; and its Asia and Pacific Region, which has responsibility for the
Company s operations in New Zealand and Vietnam. The New Ventures Group is primarily responsible for identifying new projects and
opportunities for the Company outside the United States.

On May 31, 2006, the Company closed the sale of an undivided 50% interest in each of Pogo s Gulf of Mexico oil and gas leasehold interests to
Mitsui & Co., Ltd., Mitsui & Co. (U.S.A.), Inc. and Mitsui Oil Exploration Co., Ltd. for approximately $448.8 million. On May 2, 2006, the
Company completed the acquisition of Latigo Petroleum, Inc. ( Latigo ) for approximately $764.9 million. Latigo s activities are concentrated in
the Permian Basin and the Panhandle of Texas.

Recent Developments

On February 15, 2007, the Company issued a press release confirming that its Board of Directors had previously initiated the exploration of a
range of strategic alternatives to enhance shareholder value, and was continuing to do so, including the possible sale or merger of the Company,
the sale of its Canadian, Gulf Coast, Gulf of Mexico or other significant assets, and changes to its business plan. The Company also announced
that it had retained Goldman, Sachs & Co. and TD Securities Inc. as financial advisors for the process.

Domestic Onshore Operations

The Company s Gulf Coast Region is headquartered in Houston, Texas, with field offices in Laredo and Manvel, Texas and Thibodaux,
Louisiana. The Company s Western U.S. Region is headquartered in
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Midland, Texas, and maintains an additional office in Tulsa, Oklahoma. In addition the Company has four field offices in West Texas, three

field offices in southeastern New Mexico and three field offices in the Texas Panhandle. The Company conducts its onshore operations in the
United States directly and through its wholly-owned subsidiaries. Domestic onshore reserves as of December 31, 2006, accounted for
approximately 62% of the Company s total proved reserves, with the Gulf Coast Region and the Western U.S. Region contributing approximately
12% and 50%, respectively, of the Company s total proved reserves. During 2006, approximately 64% of the Company s natural gas production
and 39% of its oil and condensate production was from its domestic onshore properties, contributing approximately 51% of the Company s
consolidated oil and gas revenues.

The Los Mogotes Field, which is part of the Company s Gulf Coast Region, consists of approximately 22,420 gross acres located in South Texas.
The Company owns various working interests in the Los Mogotes Field, which average approximately 71% across the field, and is the operator

of a majority of those working interests. In 2006, the Company s interests in Los Mogotes produced an average of approximately 35 MMcf per
day of natural gas, accounting for approximately 13% of the Company s natural gas production for the period. As of December 31, 2006, the
Company s proved reserves associated with the Los Mogotes Field were 45 MBbls of oil, condensate and natural gas liquids and 97,252 MMcf of
natural gas, which together represented approximately 4.4% of the Company s total proved reserves. As of that date, the Company s leasehold
interests in the field included 13,329 net acres of developed lands and 1,953 net acres of undeveloped lands, with approximately 107 net
producing wells and 161 gross producing wells. The map below depicts the location of the field.
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The Madden Unit, which is part of the Company s Western Region, is a federal unit operated by a third party and consists of approximately
80,000 acres in the Wind River Basin located in Central Wyoming. The Company owns various working interests in the Madden Unit, which
average approximately 14% across the unit area. In 2006, the Company s interests in the Madden Unit produced an average of approximately 36
MDMcf per day of natural gas, accounting for approximately 13% of the Company s natural gas production for the period. As of December 31,
2006, the Company s proved reserves associated with the Madden Unit were 59 MBbls of oil, condensate and natural gas liquids and

241,501 MMcf of natural gas, which together represented approximately 10.9% of the Company s total proved reserves. As of that date, the
Company s leasehold interests in the unit included 3,094 net acres of developed lands and 7,353 net acres of undeveloped lands, with
approximately 33 net producing wells and 236 gross producing wells. The map below depicts the location of the unit.

Exploration and Development

The Company s onshore capital and exploration expenditures for 2006 were approximately $577,400,000, excluding approximately
$998,500,000 of net property acquisitions. Comparable expenditures for 2005 and 2004 were approximately $251,400,000 (excluding
approximately $59,500,000 of net property acquisitions) and $196,500,000 (excluding approximately $489,600,000 of net property
acquisitions), respectively. The increase in the Company s onshore capital and exploration expenditures for 2006, compared to 2005, resulted
primarily from expenditures related to increased exploratory and development drilling. The Company has currently budgeted approximately
$720,000,000 for capital and exploration expenditures during 2007 in its domestic onshore areas.

The Company generally conducts its onshore activities through 100% ventures as well as joint ventures and other interest sharing arrangements
with major and independent oil companies. The
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Company and its subsidiaries operate many of their onshore properties using both independent contractors and field personnel that are employed
by the Company or its subsidiaries.

Western U.S. Region. The Company s Western U.S. Region has actively explored in West Texas and Southeastern New
Mexico for more than 27 years. In addition to those areas, in recent years the Company has expanded its exploration
and production efforts to also include the Texas Panhandle, the San Juan Basin of northwest New Mexico and the
Wind River Basin of Wyoming. In 2006, the Company participated in the drilling of 258 wells in all of these areas
(88% of which were successfully completed). The Company believes that during recent years it has been one of the
more active companies drilling for oil and natural gas in the Permian Basin of West Texas, Southeastern New Mexico
and the Texas Panhandle.

During 2007, the Company plans to drill approximately 21 exploratory wells and 103 development wells in various known fields and
exploratory prospects located in West Texas, southeast New Mexico, and the Texas Panhandle. Drilling objectives for these wells range in
vertical depth from 4,500 feet to 17,000 feet below the surface and target numerous formations including, among others, the Grayburg, Delaware
(Bell Canyon, Cherry Canyon, Brushy Canyon), Spraberry, Bone Spring, Wolfcamp, Granite Wash, Strawn, Atoka, Morrow and Mississippian
and Hunton formations.

The Company also plans to continue an active development drilling program in the San Juan Basin of northwest New Mexico. Twenty wells are
expected to be drilled in several prospects in this area during 2007. The primary targets are the Fruitland Coal and Dakota formations. Drilling
depths are expected to range from approximately 1,500 feet to 6,500 feet.

The Company has actively participated in the exploration and development of the Madden Unit since it first acquired its non-operated working
interest in 2001. The Madden Unit is characterized by gas production from multiple stratigraphic horizons of the Lower Fort Union, Lance,
Mesaverde and Cody sands and the Madison dolomite. Production from the Madden Unit is typically found at depths ranging from 5,500 to
25,000 feet. Some of the gas produced from the Madden Unit requires processing by the Lost Cabin Gas Plant (in which the Company owns a
partial interest) to make it pipeline quality. Of the 258 wells drilled in the Western Region in 2006, 36 of those wells were drilled in the Madden
Unit. Recent drilling activity in the unit has focused on the Lower Fort Union formation, where productive zones have historically been found at
depths from approximately 5,500 feet to 11,000 feet below the surface. The company expects that the unit operator will conduct a 2007 drilling
program of approximately 25 to 30 wells which will target, among other objectives, the Lower Fort Union Sands and the shallower (3,500 feet)
Shotgun Sands.

Acquisition of Latigo. On May 2, 2006, the Company acquired Latigo Petroleum, Inc. a privately owned exploration and
production company, for a purchase price of approximately $764.9 million, including approximately $210 million to
retire Latigo s bank debt and purchase price adjustments. As of December 31, 2006, proved reserves attributed to
Latigo properties were approximately 29 MMBIs of oil, condensate and natural gas liquids and 153,623 MMcf of
natural gas. This acquisition included approximately 404,000 net acres of leasehold. Its development activities are
concentrated in Texas, including the Collie Field in Reeves and Ward counties in West Texas, and the Courson Ranch
area located primarily in Roberts and Ochiltree Counties in the Texas Panhandle. Exploration opportunities in the
Panhandle have been identified in multiple areas, including on a concentration of ranches controlled by Latigo which
are principally located in Roberts and Hutchinson Counties, Texas. During 2007, the company plans to drill
approximately 52 exploratory and development wells on its Latigo properties.

Gulf Coast Region. The Company s Gulf Coast Region is actively exploring for and developing oil and gas reserves,
primarily in the coastal onshore areas of Louisiana and Texas. The Region s staff is also responsible for the Company s
activities in the Illinois Basin in southern Indiana and the North Dakota portion of the Williston Basin. The Company
has interests in over 715,000 gross developed and
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undeveloped leasehold acres in this Region. During 2006, the Gulf Coast Region participated in drilling 65 wells, 82% of which were
successfully completed. For 2007, the Company s budget for the Region includes participation in a total of 59 wells of which 14 are exploratory
wells and 45 are development wells.

The Gulf Coast Region s development activities in 2006 were focused on its 64,000 gross acres of leasehold in South Texas Webb and Zapata
Counties. The Region has been developing gas reserves primarily in its Los Mogotes, Hundido, South Hundido and Hereford Ranch Fields that
produce from the Eocene Wilcox formation, found at depths generally ranging from 7,000 to 14,000 feet below the surface. The Company s
working interest in these wells ranges from 49% to 100% and the Company has historically operated over 80% of its working interest in these
wells. A total of 34 wells were drilled in these fields in 2006. The Company has planned an active drilling program here and has 27 locations
budgeted for drilling in 2007. Identification of additional development drilling locations in these fields is an iterative and continuing process.
The Company believes that as additional locations are identified there will be continued successful development of these properties in future
years.

In Jefferson County, Texas, the Company is a 50% partner in an outside-operated venture to explore for Oligocene, Hackberry and Vicksburg
reservoirs. Approximately 77,000 gross acres are leased or optioned and three exploratory test wells are budgeted to be drilled in 2007.

In Polk and Tyler Counties, Texas, the Company s Gulf Coast Region is exploring the Cretaceous Woodbine and Austin Chalk Formations for

new oil and gas reserves. The Company owns 128 square miles of new, proprietary 3-D seismic data and interpretation of that data has yielded a
number of exploratory prospects, which are generally 100% owned and operated by the Company. The Company has interests in approximately
72,000 gross acres in this area. During 2006, the Company drilled and completed two high volume Austin Chalk discovery wells.

During 2006, the Company s Gulf Coast Region participated in drilling four Miocene exploratory wells in South Louisiana that were
unsuccessful. The Company expects to operate one exploratory test and participate in one outside operated exploratory test in this area in 2007.
The Company is in the process of acquiring over 100 square miles of new 3-D seismic data in central South Louisiana to explore for new
Miocene prospects. The Company has interests in over 51,000 gross acres in the area and it intends to maintain a 50% working interest in any
prospects developed.

The Company is actively evaluating its contiguous 8,000 gross acres of leasehold in Jack and Wise Counties, Texas to determine the potential of
the Mississippian Barnett Shale unconventional resource play. The Company holds a 75% working interest in this acreage. If test results warrant,
the Company may drill additional wells here in 2007.

In southwest Indiana, the Company owns a 50% working interest in a Devonian New Albany Shale unconventional resource play that an
industry partner operates. Approximately 253,000 gross acres are under lease. During 2006, the Company participated in drilling 13 productive
gas wells. Fourteen horizontal New Albany Shale wells are connected to a central facility.

The Company s Gulf Coast Region also evaluates the Company s Mississippian Bakken Shale unconventional resource play in Williams and
Dunn Counties, North Dakota. During 2006, the Company acquired a 100% working interest in over 81,000 gross acres and began drilling test
wells. The Company anticipates that it will drill additional wells to appraise and develop this play in 2007.

Domestic Offshore Operations

Gulf of Mexico Region. Approximately 6% of the Company s total proved reserves as of December 31, 2006 were located
in the Gulf of Mexico. During 2006, approximately 8% of the Company s natural gas production and 21% of its oil,
condensate and natural gas liquids production were from the Company s domestic offshore properties and together
contributed approximately 17% of the Company s
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consolidated oil and gas revenues. The Company s exploration and development efforts in this region are primarily focused in the shallower
waters of the continental shelf.

During 2006, the Company s wells in the Main Pass Block 61/62 Field, which is located on the continental shelf off the southeastern tip of
Louisiana, produced an average of approximately 5,370 Bbls per day of oil, condensate and natural gas liquids, accounting for approximately

15% of the Company s liquid hydrocarbon production for the period. As of December 31, 2006, the Company s proved reserves for the Main Pass
Block 61/62 Field were 7,858 MBbls of oil, condensate and natural gas liquids and 4,142 MMcf of natural gas, which together represented
approximately 2.3% of the Company s total proved reserves. The Company is the operator of a 50% working interest in Main Pass Block 61/62
Field, subject to a 5% overriding royalty interest in Main Pass Block 61. The Company s interests are owned through federal leases administered
by the Minerals Management Service ( MMS ), in which the MMS has retained a 16.67% royalty interest. As of December 31, 2006, the
Company s leasehold interests in the Main Pass Block 61/62 Field included 4,995 net acres of developed lands and no undeveloped lands, with

17 net producing wells.

The Main Pass Block 61/62 Field, which was brought online by the Company in 2002, consists of a series of stratigraphic traps located on a
regionally dipping slope, downdip at the Upper Miocene Shelf/Slope break. As of December 31, 2006, the Company is injecting water for both
pressure support and enhanced recovery in the two larger reservoirs of the field through injection wells, while producing from 17 wells. The map
below depicts the location of the field.
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Exploration and Development

The Company s domestic offshore capital and exploration expenditures for 2006 were $47,700,000. Comparable expenditures for 2005 and 2004
were approximately $88,700,000 and $150,300,000, respectively. The decrease in the Company s domestic offshore capital and exploration
expenditures for
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2006 were due in part to the sale of 50% of the Company s position in all offshore properties and from decreased expenditures for exploration
and development wells and facilities construction. During 2006, the Company invested approximately $24,900,000 in exploration and
development wells and $19,900,000 in facilities construction for its Gulf of Mexico operations. The Company has currently budgeted
$37,000,000 for capital expenditures and development wells during 2007 in the Gulf of Mexico, of which $9,700,000 is budgeted for
development wells and $27,300,000 for workovers, facilities and abandonment operations. The Company participated in drilling two wells
during 2006 in the Gulf of Mexico Region, one of which was considered successful. At December 31, 2006, the Company held varying interests
in 201 proved producing and proved shut-in oil and gas wells in the Gulf of Mexico.

Leases acquired by the Company and other participants in its bidding groups are customarily committed, on a block-by-block basis, to separate
operating agreements under which the appointed operator supervises exploration and development operations for the account and at the expense
of the group. These agreements usually contain terms and conditions that have become relatively standardized in the industry. Major decisions
regarding development and operations typically require the consent of at least a majority (in working interest) of the participants. Because the
Company generally has a meaningful working interest position, the Company believes it can significantly influence (but not always control)
decisions regarding development and operations on most of the leases in which it has a working interest, even though it may not be the operator
of a particular lease. The Company is the operator on all or a portion of 53 of the 84 offshore leases in which it had an interest as of

December 31, 2006.

Platforms and related facilities are installed on an offshore lease block when, in the judgment of the lease interest owners, the necessary capital
expenditures are justified. A decision to install a platform generally is made after the drilling of one or more exploratory wells with contracted
drilling equipment. Platform costs vary depending on, among other factors, the number of well slots, water depth, currents, sea floor conditions,
and type of production handling equipment.

Sale of 50% Interest in Gulf of Mexico Properties. On May 31, 2006, the Company completed the sale of one-half of its
federal and state Gulf of Mexico oil and gas leasehold interests and related pipelines and equipment for a purchase
price of $500 million, or approximately $448.8 million after customary purchase price adjustments, to MitEnergy
Upstream LLC, an affiliate of Mitsui & Co., Ltd., Mitsui & Co. (U.S.A.), Inc. and Mitsui Oil Exploration Co., Ltd.
The sale of the 50% interest in these properties is equivalent to approximately 8 MBbls per day of oil production and
24 MMcf per day of natural gas production, in each case as of March 31, 2006.

Lease Acquisitions

The Company has participated, either on its own or with other companies, in bidding on and acquiring interests in federal and state leases
offshore in the Gulf of Mexico since 1970. As a result of such purchases and subsequent activities, as of December 31, 2006, the Company
owned interests in 73 federal leases and 11 state leases offshore Louisiana and Texas. Federal leases generally have primary terms of five, eight
or ten years, depending on water depth, and state leases generally have terms of three or five years, depending on location, in each case subject
to extension by development and production operations.

International Operations

The Company has conducted international exploration activities since the late 1970s in numerous oil and gas areas throughout the world. The

Company currently holds acreage in Canada, New Zealand and Vietnam. The Company s explorationists continue to evaluate other international
opportunities that are consistent with its exploration strategy and expertise. For a discussion of certain risks associated with the Company s

international operations, see Risk Factors The Company s foreign operations subject it to additional risks, The Company s recent acquisitions are
significant and may not be successful and
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The Company may not be able to obtain sufficient drilling equipment and experienced personnel to conduct its operations.
Exploration and Development

The Company s international capital and exploration expenditures were approximately $327,100,000 (excluding approximately $22,400,000 of
net property acquisitions) for 2006. Expenditures for 2005 and 2004 were approximately $162,000,000 (excluding approximately

$2,526,000,000 of property acquisitions and approximately $71,095,000 of expenditures related to discontinued Thailand and Hungary
operations) and $148,900,000 (approximately $5,700,000 excluding Thailand and Hungary operations), respectively. The increase in the
Company s capital and exploration expenditures for 2006 resulted primarily from increased expenditures for facilities costs and increased drilling
activity.

The Company has currently budgeted approximately $258,000,000 for capital and exploration expenditures during 2007 in areas outside the
United States, including approximately $250,000,000 in Canada.

Canadian Operations

The Company s Canadian operations are conducted through a wholly-owned subsidiary, Northrock Resources Ltd. ( Northrock ), which was
acquired by the Company from Unocal Corporation on September 27, 2005 for approximately $1.7 billion. Northrock is headquartered in
Calgary, Alberta, Canada and has Canadian field offices in Rocky Mountain House, Alberta, Grande Prairie, Alberta and in Estevan,
Saskatchewan.

Northrock conducts its activities through joint ventures with other Canadian oil and gas companies and operates its properties using both
independent contractors and field personnel.

Northrock s principal producing properties are located in the Canadian provinces of Alberta, Saskatchewan and British Columbia. In addition,
Northrock participates in an active exploration program in the Northwest Territories.

Crude oil and natural gas reserves in Canada as of December 31, 2006, accounted for approximately 32% of the Company s total proved
reserves. During 2006, Northrock contributed approximately 28% of the Company s natural gas production and 40% of its crude oil, condensate
and natural gas liquids production.

In addition to crude oil and natural gas reserves and production, Northrock has a significant undeveloped land base. As of December 31, 2006,
Northrock had more than one million net acres of undeveloped land for future exploration purposes including almost 300,000 net acres of
undeveloped land in the Northwest Territories.

10
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Exploration and Development

In 2006 Northrock drilled 163 gross wells of which 152 gross wells were successfully completed, for an overall success rate of 93%. Drilling
activity included 33 natural gas wells in the Sunchild/Ferrier area of West Central Alberta and 25 wells in the Mikwan/Huxley area of southern
Alberta following a successful exploration program in 2005. These activities contributed significantly to the natural gas production growth that
was experienced in Canada in 2006. The 2006 drilling program also included eight successful Coal Bed Methane wells in the Mikwan/Huxley
area of Alberta of which five wells are expected to be tied-in by the middle of 2007.

For 2007, Northrock expects to continue an equally active exploration and development program and expects to drill 139 wells including a large
scale natural gas exploration program in the Alberta foothills. The exploration and development program in Canada for 2007 will focus on
various known fields in both Alberta and Saskatchewan.

In addition to exploration and development initiatives in western Canada, Northrock has an approximate 32% working interest in an exploration
project in the Central Mackenzie Valley in the Northwest Territories near the route of the proposed Mackenzie Valley Gas Pipeline. For 2006,
Northrock participated in drilling two wells in the Central Mackenzie Valley. The 2007 and 2008 winter exploration program is anticipated to
include the acquisition of both 2-D seismic and 3-D seismic with the potential of drilling an additional well in the first quarter of 2008.

Acquisitions

Northrock also has an acquisition program focused on properties that compliment existing exploration and development initiatives and on
identifying new areas where significant development opportunities are anticipated. In 2006, Northrock spent $34 million to acquire interests in
producing properties located primarily in the Mikwan/Huxley area of Alberta. For 2007, the Company anticipates that Northrock will continue
to pursue incremental acquisition opportunities to supplement its exploration and development program.

Asia and Pacific Region

New Zealand. During 2004, the Company was granted three petroleum exploration licenses over approximately
1,044,000 acres in the offshore Northern Taranaki Basin. During 2006, the Company farmed-out 50% of its working
interest in these three permits to two industry partners. The primary exploration term of these licenses is for five years,
subject to extension for up to an additional ten years, provided that at least half of the acreage under each license has
been relinquished and the permit holder has substantially complied with the terms of its permits. The Company
committed to acquire 3-D seismic data over at least 1,000 square kilometers of the licenses within the first two years
of their primary term and to reprocess 433 miles of existing 2-D seismic data. During 2004 and early 2005, the
Company exceeded its work obligations with respect to both 3-D seismic data acquisition and 2-D seismic data
reprocessing. The 3-D seismic data acquired by the Company has been processed and is being analyzed. The
Company and its partners have agreed to drill at least one well in 2007 with a rig that the Company has under contract.
The Company also anticipates acquiring additional 3-D seismic data over a portion of its Northern Taranaki permit
areas in 2007. The Company has a commitment to drill one well on each of the three licenses by February 2008 or
relinquish the licenses. Production permits of up to 40 years may be applied for if a commercial field is discovered.

During 2006, the Company was granted a petroleum exploration license over approximately 21,460 square kilometers (approximately 5.31
million acres) in the offshore East Coast Basin. The primary term of this license is for five years, subject to extension for up to an additional ten
years, provided that at least half
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of the acreage under the license has been relinquished and the permit holder has substantially complied with the terms of the permit. The
Company committed to reprocess 3,800 kilometers of existing 2-D seismic data and acquire 2000 kilometers of new 2-D seismic data over the
permit area within the first year of the primary term. The Company must commit to drill one well within the permit area prior to May 2008 or
relinquish the license. As in the Northern Taranaki permit areas, a production permit of up to 40 years may be applied for if a commercial field is
discovered.

Viemam. The Company, together with a joint venture partner, entered into a Production Sharing Contract with
PetroVietnam, the state oil company of Vietnam, for Block 124, which covers approximately 1.48 million acres
offshore central Vietnam. The initial term of the contract is seven years, consisting of a three year primary phase
during which the Company is committed to acquire, process and interpret at least 800 square kilometers of 3-D
seismic data and drill two exploration wells, followed by two consecutive year optional phases. The contract may be
extended to a maximum term of 35 years if a commercial field is discovered.

Thailand and Hungary Dispositions

On August 17, 2005, the Company completed the sale of all of the issued and outstanding shares of Thaipo Limited, a Thailand company and a
wholly-owned subsidiary of the Company ( Thaipo ), and all of the Company s 46.34% interest in B8/32 Partners Limited, also a Thailand
company ( B8/32 Partners ), for a total sales price of $820 million. The sale of the shares of Thaipo and the Company s interests in B8/32 Partners
effected the disposition of all of the Company s Thailand operations.

On June 7, 2005, the Company completed the sale of Pogo Hungary Ltd. ( Pogo Hungary ) for approximately $9 million. The sale of Pogo
Hungary resulted in the disposition of the Company s exploration license and related operations in Hungary.

Both the Thailand and Hungary assets have been treated as discontinued operations. For further discussion, please refer to Management s
Discussion and Analysis of Financial Condition and Results of Operations.

Geographic and Other Information

For financial information about geographic areas, see Note 10 Geographic Segment Information in the Notes to Consolidated Financial
Statements, which is incorporated herein by reference. For a presentation of the Company s revenues, net income and total assets for the years
ended December 31, 2006, 2005 and 2004, respectively, see Financial Statements and Supplementary Data.

The business of exploration, development and production of crude oil and natural gas is capital intensive. The Company has historically needed
and will continue to need substantial amounts of cash to fund its capital expenditure and working capital requirements. For further discussion,
see Management s Discussion and Analysis of Financial Condition and Results of Operations Liquidity and Capital Resources and Risk
Factors The Company has substantial capital requirements.

Miscellaneous
Other Assets

The Company owns an approximate 13.68% interest in the Lost Cabin Gas Plant located in the Madden Unit, which currently is processing
approximately 336 MMcf per day.
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Sales

The marketing of all of the Company s onshore and offshore oil and gas production is subject to the availability of pipelines and other
transportation, processing and refining facilities, as well as the existence of adequate markets. As a result, even if hydrocarbons are discovered in
commercial quantities, a substantial period of time could elapse before commercial production commences. If pipeline facilities in an area are
insufficient, the Company may have to await the construction or expansion of pipeline capacity before production from that area can be
marketed. The Company s domestic onshore and offshore properties are generally located in areas where a pipeline infrastructure or other
transportation alternatives are well developed and there is adequate availability in such pipelines or other transportation alternatives to transport
the Company s current and projected future production.

Most of the Company s domestic natural gas sales are currently made in the spot market for no more than one month at a time at then-currently
available prices or under longer-term contracts with prices that are based on, and fluctuate with spot market prices. Prices on the spot market
fluctuate with supply and demand. Domestic crude oil and condensate production is also generally sold one month at a time at the price that is
then-currently available or under longer-term contracts with prices that also fluctuate in relationship to published market price.

Northrock, the Company s wholly-owned Canadian subsidiary, currently sells approximately 50% of its oil production under contracts with a
six-month term but with prices based on monthly market conditions. The remainder of Northrock s crude oil production is sold in the spot market
for no more than one month at a time at then currently available prices. The majority of Northrock s gas sales are month-to-month spot market
sales at currently available prices. Approximately 60% of Northrock s spot market, month-to-month sales of natural gas are sold under firm
delivery requirements for the month of sales. The remaining approximate 40% of sales are sold under a best efforts basis. The Company believes
that this 60-40 mix affords it the necessary flexibility in its production to meet all firm delivery requirements. A small portion of Northrock s gas
sales are under longer-term contracts but with prices based on monthly market conditions and best efforts delivery obligations.

Other than oil and natural gas forward sales contracts that may exist from time to time, which are described below in ~ Miscellaneous;
Competition and Market Conditions, and the natural gas contracts discussed above, the Company has no existing contracts that require the
delivery of fixed quantities of oil or natural gas, other than on a best efforts basis.

In 2006, crude oil sales to Shell Trading Company and gas sales to NGX each constituted more than 10% of the Company s consolidated
revenues.

Competition and Market Conditions

The Company experiences competition from other oil and gas companies in all phases of its operations, as well as competition from other
energy-related industries. See Risk Factors The Company faces significant competition and is smaller than many of its competitors. The
Company s profitability and cash flow are highly dependent upon the prices of oil and natural gas, which historically have been seasonal, cyclical
and volatile. In general, prices of oil and gas are dependent upon numerous factors beyond the control of the Company, including various
weather, economic, political and regulatory conditions. In addition, the decisions of the Organization of Petroleum Exporting Countries relating

to export quotas also affect the price of crude oil. A future drop in oil or gas prices could have a material adverse effect on the Company s cash
flow and profitability. Sustained periods of low prices could cause the Company to shut-in existing production and also have a material adverse
effect on its operations and financial condition. It could also result in a reduction of funds available under the Company s bank credit
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facilities. See Management s Discussion and Analysis of Financial Condition and Results of Operations Liquidity and Capital Resources; Credit
Agreement.

Because it is impossible to predict future oil and gas price movements with any certainty, the Company from time to time enters into contracts to
hedge against future market price changes on a portion of its production. While intended to limit the negative effect of price declines, some

forms of hedging transactions could effectively limit the Company s participation in price increases, which could be significant, for the covered
period. As of December 31, 2006, the Company was a party to certain natural gas or crude oil option contracts (see Quantitative and Qualitative
Disclosures About Market Risk Current Hedging Activity ). When the Company does engage in certain types of hedging activities, it may satisfy
its obligations with its own production or by the purchase (or sale) of third-party production. The Company may also offset delivery obligations
under these hedging transactions requiring physical delivery with equivalent agreements, thereby effecting a purely cash transaction.

Exploration and Production Data

In the following data, gross refers to the total acres or wells in which the Company has an interest and net refers to gross acres or wells
multiplied by the percentage working interest owned by the Company in such acres or wells.

The Company owns interests in developed and undeveloped oil and gas acreage in various parts of the world. These ownership interests
generally take the form of working interests in oil and gas leases that have varying terms. The following table shows the Company s interest in
developed and undeveloped oil and gas acreage under lease as of December 31, 2006:

Developed Acreage(a) Undeveloped Acreage(b)

Gross Net Gross Net
Domestic Onshore
Louisiana 9,999 4,372 92,092 88,382
New Mexico 116,886 86,568 115,405 74,060
Texas 429,142 263,173 570,322 428,846
Indiana 24,130 10,983 228,693 108,125
Wyoming 30,885 3,895 137,149 100,549
Utah 0 0 70,978 68,591
Other 34,663 13,481 287,968 177,357
Total Domestic Onshore 645,705 382,972 1,502,607 1,045,910
Domestic Offshore
Louisiana 126,176 27,876 174,595 78,052
Texas 11,520 2,643 11,520 2,016
Total Domestic Offshore 137,696 30,519 186,115 80,068
Total Domestic 783,401 413,491 1,688,722 1,125,978
International
Canada 654,874 319,998 1,950,162 1,012,256
New Zealand 0 0 6,354,000 5,832,000
Vietnam 0 0 1,480,000 1,480,000
Total International 654,874 319,998 9,784,162 8,324,256
Total Company 1,438,275 733,489 11,472,384 9,450,234

() Developed acreage consists of lease acres spaced or assignable to production on which wells have been drilled

or completed to a point that would permit the production of commercial quantities of oil or natural gas.
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(b) Approximately 19% of the Company s total offshore net undeveloped acreage has expiring terms in 2007 and
approximately 9% of the Company s total onshore net undeveloped acreage has expiring terms in 2008.

Average Production (Lifting) Costs per Unit of Production

The following table shows the average production (lifting) costs per unit of production during the periods indicated. For a discussion of the

Company s average daily production and the average sales prices received by the Company for such production, see Selected Financial

Data Production (Sales) Data and Management s Discussion and Analysis of Financial Condition and Results of Operations Results of Operations;
Oil and Gas Revenues. Production (lifting) costs are defined as the sum of lease operating expenses (which include insurance and producing well
overhead), production and other taxes and transportation costs.

2006 2005 2004
Average Production (Lifting) Costs per Mcfe(a):
Located in the United States $ 216 $ 145 $ 097
Located in Canada $ 163 $ 147
Total Company(b) $ 198 $ 145 $ 097
() Production costs were converted to common units of measure on the basis of relative energy content. Such

production costs exclude all depletion, depreciation and amortization associated with property and equipment.
(b) Total Company average production costs exclude discontinued operations.
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Productive Wells and Drilling Activity

The following table shows the Company s interest in productive oil and natural gas wells as of December 31, 2006. For purposes of this table
productive wells are defined as wells producing hydrocarbons and wells capable of production (i.e., natural gas wells waiting for pipeline

connections or necessary governmental certification to commence deliveries and oil wells waiting to be connected to currently installed

production facilities). Net wells for purposes of this table are defined to mean the sum of the Company s working interest net of royalties and
other burdens. This table does not include exploratory or development wells that have located commercial quantities of oil or natural gas but that
are not capable of commercial production without the installation of material production facilities or that, for a variety of reasons, the Company

does not currently believe will be placed on production.

Natural

Oil Wells(a)(b) Gas Wells(a)(b) Total

Gross Net Gross Net Gross Net
Domestic Onshore 2,187 1,455.2 2,083 1,228.7 4,270 2,683.9
Operated 1,439 1,332.3 1,296 1,083.6 2,735 2,415.9
Nonoperated 748 122.9 787 145.1 1,535 268.0
Domestic Offshore 127 30.9 52 12.3 179 43.2
Operated 47 20.4 29 9.7 76 30.1
Nonoperated 80 10.5 23 2.6 103 13.1
Canada 1,573 840.0 724 363.0 2,297 1,203.0
Operated 530 477.0 366 279.0 896 756.0
Nonoperated 1,043 363.0 358 84.0 1,401 447.0
Total 3,887 2,326.1 2,859 1,604.0 6,746 3,930.1
Operated 2,016 1,829.7 1,691 1,372.3 3,707 3,202.0
Nonoperated 1,871 496.4 1,168 231.7 3,039 728.1

(a) One or more completions in the same bore hole are counted as one well. The data in the above table includes

35 gross (19.3 net) oil wells and 136 gross (83.6 net) natural gas wells with multiple completions.

(b) The Company was in the process of drilling a total of 59 gross (7 Canada, 52 U.S.) and 38.8 net (5.3 Canada,
33.5 U.S.) oil and natural gas wells as of December 31, 2006.
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The following table shows the number of successful gross and net exploratory and development wells in which the Company has participated

and the number of gross and net wells abandoned as dry holes during the periods indicated. An onshore well is considered successful upon the
installation of permanent equipment for the production of hydrocarbons or when electric logs run to evaluate such wells indicate the presence of
commercially producible hydrocarbons and the Company currently intends to complete such wells. Successful offshore wells consist of
exploratory or development wells that have been completed or are suspended pending completion (which has been determined to be feasible and
economic) and exploratory test wells that were not intended to be completed and that encountered commercially producible hydrocarbons. For
accounting purposes, a well is considered a dry hole when the above criteria indicate that proved reserves have not been found. For purposes of
this table, a well is classified as a dry hole in the period in which the Company reports permanent abandonment to the appropriate agency.

2006 2005 2004

Productive Dry Productive Dry Productive Dry
Gross Wells:
Domestic Onshore
Exploratory 21 15 10 3 1 5
Development 258 29 204 12 248 9
Domestic Offshore
Exploratory 1 2 5 2 2
Development 1 0 8
Canada
Exploratory 28 9 2 1
Development 124 2 37
Total 432 56 255 24 259 16
Net Wells:
Domestic Onshore
Exploratory 15.7 12.2 7.7 22 0.6 3.8
Development 163.1 17.7 70.2 5.1 122.4 4.6
Domestic Offshore
Exploratory 0.0 0.6 2.0 39 1.6 1.8
Development 0.5 0.0 6.2
Canada
Exploratory 23.6 7.5 1.5 1.0
Development 73.8 1.5 21.9 1.9
Total 276.7 39.5 103.3 14.1 130.8 10.2
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Reserves

The following table sets forth information as to the Company s net total proved and proved developed reserves as of December 31, 2006, 2005

and 2004, and the present value as of such dates (based on an annual discount rate of 10%) of the estimated future net revenues from the

production and sale of those reserves ( PV-10 ), as set forth in reports prepared by Ryder Scott Company L.P. ( Ryder Scott ) and reports prepared
by the Company and reviewed by Ryder Scott, for certain of its domestic properties acquired from Latigo, Ryder Scott Company Canada ( Ryder
Scott Canada ), for all of its Canadian properties, and Miller and Lents, Ltd. ( Miller and Lents ), for certain of its onshore Gulf Coast and Rocky

Mountain properties, in accordance with criteria prescribed by the Commission. The summary reports of Ryder Scott, Ryder Scott Canada, and
Miller and Lents, independent petroleum engineering firms, on the Company s reserves are set forth as exhibits to this Annual Report on

Form 10-K and are incorporated herein by reference. The Ryder Scott reports cover all of the Company s reserves, except for the Company s
Canadian areas, which are covered by the Ryder Scott Canada report, and certain domestic onshore areas on the Texas/Louisiana Gulf Coast and
in Wyoming, which are covered by the Miller and Lents report. Reserves attributable to the Company s operations in Thailand and Hungary,
operations that were disposed of in 2005 and are accounted for in the Company s financial statements as discontinued operations, are excluded
from the table below and separately presented in the footnotes that follow the table.

As of December 31,
2006 2005 2004
Total Proved Reserves(a):
Oil, condensate and natural gas liquids (MBbls)
Located in the United States 98,718 82,238 83,866
Located in Canada 64,617 61,803
Total Company 163,335 144,041 83,866
Natural Gas (MMcf)
Located in the United States 914,657 891,298 933,981
Located in Canada 318,313 286,427
Total Company 1,232,970 1,177,725 933,981
Present value of estimated future net cash flows, before income taxes (in
thousands)
Located in the United States $ 2,979,261 $ 4,666,472 $ 3,639,318
Located in Canada $ 1,498,958 $ 1,954,086
Total Company $ 4,478,219 $ 6,620,558 $ 3,639,318
Total Proved Developed Reserves(b):
Oil, condensate and natural gas liquids (MBbls)
Located in the United States 67,685 63,161 72,968
Located in Canada 55,918 55,413
Total Company 123,603 118,574 72,968
Natural Gas (MMcf)
Located in the United States 701,550 685,301 769,753
Located in Canada 236,791 220,704
Total Company 938,341 906,005 769,753
Present value of estimated future net cash 