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ITEM 7. Financial Statements and Exhibits

On January 23, 2001, the registrant, Newfield Exploration Company (the
"Company"), acquired all of the outstanding capital stock of Lariat Petroleum,
Inc. ("Lariat") by merging Lariat with a wholly owned subsidiary of the Company.
Via an amended Current Report on Form 8-K/A, on February 13, 2001 the Company
filed with the SEC Lariat's audited consolidated financial statements as of and
for the year ended December 31, 1999 and unaudited interim financial statements
as of and for the nine months ended September 30, 2000, together with pro forma
combined financial statements of the Company as of September 30, 2000 and for
the year ended December 31, 1999 and the nine months ended September 30, 2000
that give effect to the acquisition of Lariat and an earlier separate
significant acquisition as if the acquisitions had occurred as of the dates
specified in the financial statements.

Pursuant to a Form S-3 registration statement (Registration No.
333-59391) filed with the SEC under the Securities Act of 1933 by the Company,
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Newfield Financial Trust I and Newfield Financial Trust II, a wholly owned
finance subsidiary of the Company ("Trust II"), the Company registered the
offering and sale of a variety of its debt and equity securities and the
guarantee of trust preferred securities and Trust II registered the offer and
sale of its trust preferred securities.

In order for the Company and Trust II to offer and sell any further
securities pursuant to the above described registration statement, certain
additional financial information must be filed with the SEC.

Pursuant to Rule 3-10 of Regulation S-X, financial information
regarding Trust II is not required to be filed with the SEC if several
conditions are met, including the inclusion of a footnote containing certain
required disclosures about Trust II and its trust preferred securities. In order
to comply with this exemption, the Company is herewith re-filing its audited
consolidated financial statements as of December 31, 2000 and 1999 and for each
of the three years in the period ended December 31, 2000 for the sole purpose of
adding a new Note 16 that contains the required disclosures. No other changes
have been made to the Company's consolidated financial statements.

Pursuant to Rules 3-05 and 3-11 of Regulation S-X, the Company is
herewith filing Lariat's audited consolidated financial statements as of and for
the year ended December 31, 2000, together with pro forma combined income
statements of the Company for the year ended December 31, 2000 and the six
months ended June 30, 2001 that give effect to the acquisition of Lariat and an
earlier separate significant acquisition as if the acquisitions had occurred as
of January 1, 2000. The Company's historical balance sheet as of June 30, 2001
reflects the acquisition of Lariat and therefore, no pro forma balance sheet has
been provided.

(a) Financial Statements of Business Acquired
See "Index to Financial Statements" on page F-1.

(b) Pro Forma Financial Information
See "Index to Financial Statements" on page F-1.

(c) Exhibits
23.1 Consent of PricewaterhouseCoopers LLP

23.2 Consent of Arthur Andersen LLP

SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the
registrant has duly caused this Form 8-K to be signed on its behalf by the
undersigned thereunto duly authorized.

NEWFIELD EXPLORATION COMPANY

Date: October 3, 2001 By: /s/ Terry W. Rathert

Terry W. Rathert
Vice President, Chief Financial



Edgar Filing: NEWFIELD EXPLORATION CO /DE/ - Form 8-K

Officer and Secretary
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REPORT OF INDEPENDENT ACCOUNTANTS
To the Stockholders and Board of Directors of Newfield Exploration Company:

In our opinion, the accompanying consolidated balance sheet and the related
consolidated statements of income, stockholders' equity and cash flows present
fairly, in all material respects, the financial position of Newfield Exploration
Company and its subsidiaries at December 31, 2000 and 1999, and the results of
their operations and their cash flows for each of the three years in the period
ended December 31, 2000, in conformity with accounting principles generally
accepted in the United States of America. These financial statements are the
responsibility of the Company's management; our responsibility is to express an
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opinion on these financial statements based on our audits.

We conducted our

audits of these statements in accordance with auditing standards generally

accepted in the United States of America,

which require that we plan and perform

the audit to obtain reasonable assurance about whether the financial statements

are free of material misstatement. An audit includes examining,

evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by

management,
believe that our audits provide a reasonable basis for our opinion.

and evaluating the overall financial statement presentation.

We

As discussed in Note 1 to the consolidated financial statements, the
Company changed its method of accounting for its crude oil inventories in

connection with its adoption of SEC Staff Accounting Bulletin 101, "Revenue
Recognition in Financial Statements" effective January 1, 2000.
PRICEWATERHOUSECOOPERS LLP
/s/ PRICEWATERHOUSECOOPERS LLP
Houston, Texas
March 20, 2001, except for Note 16,
as to which the date is September 18, 2001
F-2
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NEWFIELD EXPLORATION COMPANY
CONSOLIDATED BALANCE SHEET
(IN THOUSANDS, EXCEPT SHARE DATA)
DECEMBER
2000
ASSETS
Current assets:
Cash and cash equivalents...... ..ttt iineeeeeennnnns $ 18,451
Accounts receivable —— 01l and gasS. .. e e ittt itteeeeeeennnn 147,643
598 ol s X == 7,164
Other current asset S . ... ittt ittt et ittt eeeaenanns 5,891
Total current asSsSet S . .. i ittt ittt eeeeneennenns 179,149
0il and gas properties (full cost method, of which $106,783
at December 31, 2000 and $77,732 at December 31, 1999 were
excluded from amortization) ........c.ii ittt nnnnnnn 1,589,558
Less —- accumulated depreciation, depletion and
P 141wl 2wl I B (756,243)
833,315
Furniture, fixtures and equipment, net............ccoeiie.o... 4,028
(@ N ol oS = = i Y 6,758

TOLAl @SS St ittt ittt ettt ettt ettt

on a test basis,

s 41,841
67,744
9,962
6,382

1,210,895

(566,053)
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LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities:

AccoUnts pPayvable. ot e et e e e et e $ 10,209 $ 7,035
Accrued liabilitdesS ..ttt ittt ittt et ettt 128,190 81,635
Advances from JOInt OWNETrS. ... i ittt eeeeeeenneeeeeeeanns 2,661 2,057
Total current liabilities........c..iiiiiiiiiinnnn... 141,060 90,727

Other 11abilities. vttt ittt ettt et eeneeennns 6,030 10,586
Long—term debt . ...ttt it ettt e et e e e e 133,711 124,679
Deferred LaAXe S . v i i it ittt ittt ettt ettt eeeteeeeeeeaeeaeeens 79,244 36,801
Total long-term liabilities.........iiiiiiiiinen... 218,985 172,066

Company-obligated, mandatorily redeemable, convertible
preferred securities of Newfield Financial Trust I........ 143,750 143,750
Commitments and contingencies
Stockholders' equity:
Preferred stock ($0.01 par value, 5,000,000 shares
authorized; no shares issued) ......uii ittt tneenneennn —= —=
Common stock ($0.01 par value, 100,000,000 shares
authorized; 42,607,301 and 41,734,884 shares issued and
outstanding at December 31, 2000 and December 31, 1999,

TESPECEIVE LY ) ¢ ittt ettt e e e e e e e e e e e et e e 426 417
Additional paid-in capital...... .ttt 286,412 267,352
Unearned compensation. ... ...ttt ittt tneeeeeeeeennenns (6,201) (3,685)
Accumulated other comprehensive loss —-- foreign currency

translation adjustment...... ..ttt (4,0644) (179)
Retained earningsS. ... ittt ti ittt taeeeeeeeeenaeens 243,462 111,113

Total stockholders' equUity.....ouiiiiiiennenn.. 519,455 375,018
Total liabilities and stockholders' equity......... $1,023,250 $ 781,561

The accompanying notes to consolidated financial statements are an integral part
of this statement.
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NEWFIELD EXPLORATION COMPANY
CONSOLIDATED STATEMENT OF INCOME
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)
YEAR ENDED DECEMBER 31,
2000 1999 1998

01l and gaAS FEVENUES .t ettt v vt e e e eenneeeeeseneennnnnees S 526,642 S 287,889 S 199,474
Operating expenses:

Lease oOperating. ...ttt ittt ettt 65,372 45,561 35,345

Production and other taxesS......cuu ittt tneennennnn 10,288 2,215 ——
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Transportation. c vttt et e e e ettt e 5,984 5,922 3,789
Depreciation, depletion and amortization............ 191,182 152,644 123,147
Ceiling test writedown........ it iiiieneeeennnn 503 - 104,955
General and administrative (includes non—-cash stock
compensation of $3,047, $1,999 and $2,222 for
2000, 1999 and 1998, respectively) ......ceeeeeenn.. 32,084 16,404 12,070
Total operating eXPensSesS. .« e ettt eeeenn. 305,413 222,746 279,306
Income (loss) from operationS........c.ueiiiieeennnnenn. 221,229 65,143 (79,832)
Other income (expenses):
Interest INCOME. v ittt ittt ettt ettt ettt eneeneean 2,124 1,616 964
Interest expense, Net.......uiii ittt eeeeeeeeeennenns (9,320) (11,188 (9,508)
Dividends on convertible preferred securities of
Newfield Financial Trust T. .. ... iitinttneennennenn (9,344) (3,556 -
(16,540) (13,128 (8,544)
Income (loss) before income taxes.......eiieeeennnnn. 204,689 52,015 (88,376)
Income tax provision (benefit):
L = o S 15,897 1,105 ——
J I k=Y 54,083 17,706 (30,677)
69,980 18,811 (30,677)
Income (loss) before cumulative effect of change in
accounting principle. ...ttt e e e e 134,709 33,204 (57,699)
Cumulative effect of change in accounting principle,
TS S @ B S it (2,360) —= —=
Net 1ncome (L1OSS) v vttt ittt ettt eeeeeennnn S 132,349 S 33,204 S (57,699)
Earnings (loss) per share:
Basic —--
Income (loss) before cumulative effect of change in
accounting principle. ...ttt ittt S 3.18 S 0.81 S (1.55)
Cumulative effect of change in accounting principle,
TS S @ B wit < (0.05) —= —=
Net 1ncome (L1OSS) v vttt ittt ettt S 3.13 S 0.81 S (1.55)
Diluted —--—
Income (loss) before cumulative effect of change in
accounting principle. ...ttt ittt e, S 2.98 S 0.79 S (1.55)
Cumulative effect of change in accounting principle,
TS SN @ B wit < (0.05) —= —=
Net 1ncome (L1OSS) v vttt ie et ettt S 2.93 S 0.79 S (1.55)
Weighted average number of shares outstanding for
basic earnings per share....... ... 42,332,835 41,194,021 37,311,928
Weighted average number of shares outstanding for
diluted earnings per share........ ..ot eeennn. 47,227,708 42,293,865 37,311,928

The accompanying notes to consolidated financial statements are an integral part
of this statement.

F-4



Edgar Filing: NEWFIELD EXPLORATION CO /DE/ - Form 8-K

NEWFIELD EXPLORATION COMPANY

CONSOLIDATED STATEMENT OF STOCKHOLDERS'
(IN THOUSANDS, EXCEPT SHARE DATA)

COMMON STOCK

BALANCE, DECEMBER 31, 1997......
Issuance of common stock......
Issuance of restricted stock,

less amortization of $583...
Cancellation of restricted

35,975,777
4,341,620

115,668

(3,3306)
Amortization of stock
compensation................
Tax benefit from exercise of
stock options...............
Net 10SS.iieeeetieeeeneeeeennn
40,429,729
1,283,544

BALANCE, DECEMBER 31, 1998......
Issuance of common stock......
Issuance of restricted stock,

less amortization of $218...
Cancellation of restricted

37,211

(15,600)
Amortization of stock
compensation................
Tax benefit from exercise of
stock options...............
Comprehensive Income:
Net income..........covvi..
Foreign currency translation
adjustment, net of tax of

Total comprehensive
income................

BALANCE, DECEMBER 31, 1999...... 41,734,884

Issuance of common stock...... 776,161
Issuance of restricted stock,
less amortization of $646... 96,256

Amortization of stock
compensation................

Tax benefit from exercise of
stock options...............

Comprehensive Income:

Net income..........covvi..

Foreign currency translation
adjustment, net of tax of

Total comprehensive
income............. ...

$360
43

404
13

417

EQUITY

ADDITIONAL

PAID-IN
CAPITAL

$160,672
85,472

2,706

250,642
7,995

1,048

(371)

8,038

267,352
6,925

5,562

6,573

A
UNEARNED RETAINED CC
COMPENSATION EARNINGS
$(4,592) $135, 608
(2,124)
50
1,659
(57,699)
(5,007) 77,909
(830)
312
1,840
33,204
(3,685) 111,113
(4,917)
2,401
132,349
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BALANCE, DECEMBER 31, 2000...... 42,607,301 $426 $286,412 $(6,201) $243,462

The accompanying notes to consolidated financial statements are an integral part
of this statement.

F-5

NEWFIELD EXPLORATION COMPANY

CONSOLIDATED STATEMENT OF CASH FLOWS
(IN THOUSANDS)

YEAR ENDED DECEMBER 31,

Cash flows from operating activities:

NEet 1NCOME (LOSS) v vt ittt ettt ettt ettt ettt teeeeeeneenns $ 132,349 $ 33,204 $ (57,699)
Adjustments to reconcile net income to net cash provided

by operating activities:

Depreciation, depletion and amortization................ 191,182 152,644 123,147
Ceiling test writedown........ it iiiieeneeeeennnnns 503 - 104,955
Deferred LaXe S . v w ettt ittt ittt ettt tee e neeaeean 54,083 17,706 (30,677)
Stock compensation. ... ..ttt e e e e e e e e 3,047 1,999 2,222
Cumulative effect of change in accounting principle..... 2,360 - -
383,524 205,553 141,948
Changes in assets and liabilities:

(Increase) decrease in accounts receivable -- o0il and
Lo =X (81,854) (23,382) 11,028
(Increase) decrease in inventories.........ouuiiieeennen. (2,143) 775 ——
(Increase) decrease in other current assets............. (1,442) (2,780) 344
(Increase) decrease in other assets........oiiiiii.. 663 (4,010) (130)

Increase (decrease) in accounts payable and accrued

B =Y o i 0 G 21,405 12,020 (4,652)
Increase in advances from joint owners.................. 604 105 1,392
Decrease in other liabilities.........iiiiiiiiinnnnnn (4,313) (3,378) (3,355)
Net cash provided by operating activities....... 316,444 184,903 146,575

Cash flows from investing activities:
Acquisition of Gulf Australia, net of cash acquired of

5 2 0 - (10,977) -
Additions to o0il and gas propertiesS........ccueeieeeeeenn. (353,856) (197,882) (317,831)
Additions to furniture, fixtures and equipment.......... (1,691) (1,958) (1,160)

Net cash used in investing activities........... (355,547) (210,817) (318,991)

Cash flows from financing activities:

Proceeds from DOrrOWINgS. ... v iie e ettt eeeeeeeeeennenens 219,000 443,000 795,750
Repayments Of DOrroOwWingS. .. ... it ittt teeeneeeeennenens (210,000) (527,000) (716,750)

Proceeds from issuance of convertible preferred
FSE S i s e I = —— 143,750 ——
Proceeds from issuances of common stock, net............ 6,933 8,008 85,291
Net cash provided by financing activities....... 15,933 67,758 164,291

8
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Effect of exchange rate changes on cash and cash

EQUIVALENE S . i it ittt it e e e e e e e e e e e e e e e e e (220) (95)
Increase (decrease) in cash and cash equivalents.......... (23,390) 41,749
Cash and cash equivalents, beginning of period............ 41,841 92
Cash and cash equivalents, end of period.........cccvuvu... $ 18,451 $ 41,841

The accompanying notes to consolidated financial statements are an integral part
of this statement.
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NEWFIELD EXPLORATION COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
Organization and Principles of Consolidation

These financial statements include the accounts of Newfield Exploration
Company, a Delaware corporation, and its subsidiaries (collectively, the
"Company"). All significant intercompany balances and transactions have been
eliminated. As an independent oil and gas producer, the Company's revenue,
profitability and future rate of growth are substantially dependent upon
prevailing prices for natural gas, oil and condensate, which are dependent upon
numerous factors beyond the Company's control, such as economic, political and
regulatory developments and competition from other sources of energy. The energy
markets have historically been very volatile, and there can be no assurance that
0il and gas prices will not be subject to wide fluctuations in the future. A
substantial or extended decline in o0il and gas prices could have a material
adverse effect on the Company's financial position, results of operations, cash
flows and access to capital and on the quantities of o0il and gas reserves that
may be economically produced.

Use of Estimates and Reclassifications

The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date(s) of the financial
statements and the reported amounts of revenues and expenses during the
reporting period(s). Actual results could differ from these estimates. The
Company's most significant financial estimates are based on remaining proved oil
and gas reserves. Certain reclassifications have been made to prior years
reported amounts in order to conform with the current year presentation. As a
result of the adoption of Emerging Issues Task Force (EITF) No. 00-10,
"Accounting for Shipping and Handling Fees and Costs," the Company has
reclassified to operating expenses, for all periods presented, third party costs
incurred to transport production to the Company's respective sales point instead
of as a reduction of the related revenues as previously reported.

Accounting Change
The Company adopted SEC Staff Accounting Bulletin (SAB) No. 101, "Revenue

Recognition in Financial Statements," effective January 1, 2000. The adoption of
SAB No. 101 requires the Company to report crude oil inventory associated with
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its Australian offshore operations at lower of cost or market, which is a change
from the historical policy of recording such inventory at market value on the
balance sheet date, net of estimated costs to sell. The cumulative effect of the
change from the acquisition date of the Company's Australian operations in July
1999 through December 31, 1999 is a reduction in net income of $2.36 million, or
$0.05 per diluted share, and is shown as the cumulative effect of change in
accounting principle on the consolidated statement of income for the year ended
December 31, 2000. The pro forma effect had SAB No. 101 been applied
retroactively in 1999 would have been as follows:

AS REPORTED PRO FORMA

(IN THOUSANDS, EXCEPT
PER SHARE DATA)

L= S 1o ) 1= $33,204 $30, 844
Earnings per share:
= = I 1 $ 0.81 $ 0.75
0 T IS Y $ 0.79 $ 0.73

SAB No. 101 would not have effected periods prior to the acquisition of the
Company's Australian operations in July 1999.

F-7
11
NEWFIELD EXPLORATION COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —-- (CONTINUED)
Revenue Recognition

Revenues are recorded when title passes to the customer. Revenues from the
production of o0il and gas properties in which the Company has an interest with
other companies are recorded on the basis of sales to customers. Differences
between these sales and the Company's share of production are not significant.

Inventories

Inventories consist of international oil produced but not sold. Crude oil
from the Company's operations located offshore Australia is produced into a
floating production, storage and off-loading vessel (FPSO) and sold periodically
as a barge quantity is accumulated. The product inventory at December 31, 2000
consisted of approximately 252,450 barrels of crude oil, wvalued at $3.3 million
net to the Company's interest, and is carried at lower of average cost or
market. Also included in inventories are materials and supplies, stated at lower
of average cost or market.

Foreign Currency

The functional currency for all foreign operations, except Australia, is
the U.S. dollar. Translation adjustments resulting from translating the
Australian subsidiary's Australian dollar financial statements into U.S. dollars
are included as other comprehensive income in the consolidated statement of
stockholders' equity. Gains and losses incurred on currency transactions in
other than a country's functional currency are included in the consolidated
statement of income.

Earnings Per Share

10
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Basic earnings (loss) per common share (EPS) is computed by dividing net
income (loss) by the weighted average number of common shares outstanding for
the period. Diluted EPS reflects the potential dilution that could occur if
outstanding stock options and convertible securities were exercised for or
converted into common stock.

F-8
12
NEWFIELD EXPLORATION COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —-- (CONTINUED)

The following is a calculation of basic and diluted weighted average shares
outstanding for each of the three years in the period ended December 31, 2000:

(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)

Income (loss) (numerator):

Income (loss) before cumulative effect

change in accounting principle........... $ 134,709 S 33,204 $ (57,699)
Cumulative effect change in accounting

principle, net of tax.......... ... . (2,360) - -
Income (loss) —— basic.......iiiiiiino.. 132,349 33,204 (57,699)
After tax dividends on convertible trust

preferred securities........ ... 6,074 - -
Income (loss) —— diluted.......uuuiueineennn. S 138,423 S 33,204 S (57,699)

Shares (denominator) :

Shares —— basicC. ..ttt ettt ieeennnnn 42,332,835 41,194,021 37,311,928
Dilution effect of stock options outstanding

at end of period......ci i i 971, 648 1,099,844 -
Dilution effect of convertible trust

preferred securities........ ... 3,923,225 —— ——
Shares —— diluted......iiiiiiiiienennnnnnn 47,227,708 42,293,865 37,311,928

Earnings (loss) per share:
Basic before change in accounting

ol o ¥ T o 31 I = $ 3.18 $ 0.81 $ (1.55)
2= T $ 3.13 $ 0.81 $ (1.55)
Diluted before change in accounting

oot o VT o 31 I =S $ 2.98 $ 0.79 $ (1.55)
Diluted. .ottt e e e e e e $ 2.93 $ 0.79 $ (1.55)

The calculation of diluted EPS for 1999 does not include the effect of
3,923,225 shares underlying the 6.5% quarterly income convertible trust
preferred securities because to do so would have been antidilutive.
Additionally, the calculation of shares outstanding for diluted EPS for each of
the three years in the period ended December 31, 2000 does not include the
effect of outstanding stock options to purchase 127,000, 270,000 and 3,921,420
shares, respectively, because to do so would have been antidilutive.

Financial Instruments

Cash equivalents include highly-liquid investments with a maturity of three

11
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months or less when acquired. The Company invests cash in excess of operating
requirements in U.S. Treasury Notes, Eurodollar bonds and investment grade
commercial paper. Cash equivalents are stated at cost, which approximates fair
market value.

The Company includes fair value information in the notes to financial
statements when the fair value of its financial instruments is different from
the book value. The book value of those financial instruments that are
classified as current assets or liabilities approximate fair value because of
the short maturity of those instruments.

The Company enters into various commodity price hedging contracts with
respect to its o0il and gas production. While the use of these hedging
arrangements limits the downside risk of adverse price movements, they may also
limit future revenues from favorable price movements. The use of hedging
transactions also involves the risk that the counterparties will be unable to
meet the financial terms of such

F-9
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NEWFIELD EXPLORATION COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —-- (CONTINUED)

transactions. Such contracts are accounted for as hedges, in accordance with
SFAS No. 80. Gains and losses on these contracts are recognized in revenue in
the period in which the underlying production is delivered. These instruments
are measured for correlation at both the inception of the contract and on an
ongoing basis. If these instruments cease to meet the criteria for deferral
accounting, any subsequent gains or losses are recognized in revenue. If these
instruments are terminated prior to maturity, resulting gains and losses
continue to be deferred until the hedged item is recognized in revenue. Neither
the hedging contracts nor the unrealized gains or losses on these contracts are
recognized in the financial statements.

On January 1, 2001, the Company adopted SFAS No. 133, "Accounting for
Derivative Instruments and Hedging Activities." SFAS No. 133 requires
enterprises to recognize all derivatives as either assets or liabilities on
their balance sheet and measure those instruments at fair value. See Note
3 —— "Recent Adoption of SFAS No. 133."

0il and Gas Properties

The Company uses the full cost method of accounting. Under this method, all
costs incurred in the acquisition, exploration and development of oil and gas
properties are capitalized into cost centers that are established on a
country-by-country basis. Such capitalized costs and estimated future
development and dismantlement costs are amortized on a unit-of-production method
based on proved reserves. For each cost center, the net capitalized costs of oil
and gas properties are limited to the lower of unamortized cost or the cost
center ceiling, defined as the sum of the present value (10% per annum discount
rate) of estimated future net revenues from proved reserves, based on year-end
0il and gas prices; plus the cost of properties not being amortized, if any;
plus the lower of cost or estimated fair value of unproved properties included
in the costs being amortized, if any; less related income tax effects. In
accordance with full cost accounting rules, the Company recorded a charge of
$0.5 million in 2000 related to abandoned prospect costs in foreign locations
other than Australia or China. Additionally, a writedown of domestic oil and gas
properties of $105.0 million (resulting in a charge to earnings of $68.3 million
after-tax) was recorded at December 31, 1998. The writedown was primarily
attributable to the lower prices for both o0il and natural gas at December 31,
1998.

12
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Proceeds from the sale of o0il and gas properties are applied to reduce the
costs in the cost center unless the sale involves a significant quantity of
reserves in relation to the cost center, in which case a gain or loss is
recognized.

Unevaluated properties and associated costs relating to domestic and
Australian operations not currently being amortized and included in oil and gas
properties were $90.5 million and $67.3 million at December 31, 2000 and 1999,
respectively. The properties associated with these costs were at such dates
undergoing exploration activities or are properties on which the Company intends
to commence such activities in the future. The Company believes that these
unevaluated properties at December 31, 2000 will be substantially evaluated and
therefore subject to amortization within 12 to 24 months. Additionally, at
December 31, 2000 and 1999, there were $16.2 million and $10.4 million,
respectively, of unproved property costs associated with the Company's
investment in international activities other than in Australia. While the
Company will continue to evaluate these properties and costs, the timing of the
completion of such evaluations is uncertain because of the substantial time
period required to establish the commerciality of projects or commence
operations in some foreign countries.

Other property and equipment are recorded at cost and are depreciated over
their estimated useful lives of five to seven years using the straight-line
method. At December 31, 2000 and 1999, furniture, fixtures and equipment is net
of accumulated depreciation of $3.5 million and $2.6 million, respectively.
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Abandonment and Dismantlement Costs

Future abandonment and dismantlement costs include costs to dismantle and
relocate or dispose of the Company's offshore production platforms, FPSOs,
gathering systems, wells and related structures. The Company develops estimates
of its future abandonment and dismantlement costs for each of its offshore
properties based upon the type of production structure, depth of water,
currently available abandonment procedures and consultations with construction
and engineering consultants. The Company does not currently anticipate
additional abandonment and dismantlement costs will be incurred beyond such
estimates. Such estimates are re-evaluated at least annually by the Company's
engineers.

Total estimated future abandonment and dismantlement costs associated with
the Company's developed and acquired properties were $120.4 million, $133.1
million and $69.1 million as of December 31, 2000, 1999 and 1998, respectively.

Estimated future abandonment and dismantlement costs are accrued on a
unit-of-production method based on proved reserves. The portion of future
abandonment and dismantlement costs that has been accrued is included in
accumulated depreciation, depletion and amortization and was $56.9 million,
$43.1 million and $29.7 million as of December 31, 2000, 1999 and 1998,
respectively.

Income Taxes
The Company uses the liability method of accounting for income taxes. Under

this method, deferred tax assets and liabilities are determined by applying tax
regulations existing at the end of a reporting period to the cumulative
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temporary differences between the tax bases of assets and liabilities and their
reported amounts in the financial statements.

A valuation allowance is established to reduce deferred tax assets if it is
more likely than not that the related tax benefits will not be realized.

Concentration of Credit Risk

The Company maintains cash balances with several banks that frequently
exceed federally insured limits and invests its cash in investment grade
commercial and U.S. Government-backed securities. The Company's joint interest
partners consist primarily of independent o0il and gas producers. The Company's
0oil and gas production purchasers consist primarily of independent marketers and
major gas pipeline companies. The Company performs credit evaluations of its
customers' financial condition and obtains letters of credit and parental
guarantees from selected customers. The Company has not experienced any
significant losses from uncollectible accounts. All of the Company's hedging
transactions have been carried out in the over-the-counter market.

Major Customers

The Company sold oil and gas production representing more than 10% of its

oil and gas revenues for the year ended December 31, 2000 to Conoco Inc. (35%)
and Superior Natural Gas Corporation (16%); for the year ended December 31, 1999
to Conoco Inc. (18%) and Superior Natural Gas Corporation (10%); and for the

year ended December 31, 1998 to Conoco Inc. (13%) and Coast Energy Group (10%).
Because alternative purchasers of oil and gas are readily available, the Company
believes that the loss of any of these purchasers would not have a material
adverse effect on the Company.

2. HEDGING TRANSACTIONS:

During 2000, approximately 47% of the Company's equivalent production was
subject to hedge positions as compared to 55% in 1999 and 61% in 1998.
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As of December 31, 2000, the Company had entered into commodity price

hedging contracts with respect to its natural gas production for 2001 and 2002
as follows:

NYMEX CONTRACT PRICE PER MMBTU

COLLARS
VOLUME IN SWAPS @ —————————— FLOOR
PERIOD MMMBTUS (AVERAGE) FLOORS CEILINGS CONTRACTS
January 2001 —-- March 2001
Price Swap Contracts....... 10,510 $3.29 - —— ——
Collar Contracts........... 5,980 - $2.75-$7.00 $3.21-%10.80 -
April 2001 —-- June 2001
Price Swap Contracts....... 7,380 $3.42 - —— ——
Collar Contracts........... 9,080 - $2.75-%54.50 $3.21-%$6.15 -
July 2001 -- September 2001
Price Swap Contracts....... 2,780 $5.17 - —— ——
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Collar Contracts........... 9,400 - $3.50-%4.50 $3.85-%6.00 -
October 2001 -- December 2001

Price Swap Contracts....... 1,770 $5.23 - - —=

Collar Contracts........... 900 - $4.00-$4.50 $5.75-$6.00 -

Floor Contracts............ 900 —— —— —= $4.54
January 2002 —-- December 2002

Collar Contracts........... 4,800 - $4.00 $4.80-$5.15 -

(1) Except for January 2001 hedging contracts, fair market value is calculated
using prices derived from NYMEX futures contract prices existing at December
31, 2000. Because January 2001 NYMEX futures contracts expired on December
27, 2000, the fair market value of January 2001 hedging contracts represents
the actual settlement value of such contracts.

As of December 31, 1999, the Company had entered into commodity price
hedging contracts with respect to its natural gas production for 2000 as
follows:

NYMEX CONTRACT PRICE PER MMBTU

COLLARS
VOLUME IN SWAPS @ === FLOOR
PERIOD MMMBTUS (AVERAGE) FLOORS CEILINGS CONTRACTS
January 2000
Price Swap Contracts............ 750 $2.74 - - -
Collar Contracts....oeeeeeeennn. 250 - $2.63 $ 3.25 -
Floor ContractsS...v.eeeeeeeeeennn. 100 - - - $2.63

(1) Because January 2000 NYMEX futures contracts expired on December 28, 1999,
the fair market value of these hedging contracts represents the actual
settlement value of such contracts.

These hedging transactions are settled based upon the average of the
reported settlement prices on the NYMEX for the last three trading days or,
occasionally, the penultimate trading day of a particular contract month. With
respect to any particular swap transaction, the counterparty is required to make
a payment to the Company in the event that the settlement price for any
settlement period is less than the swap price for such transaction, and the
Company is required to make payment to the counterparty in the event that the
settlement price for any settlement period is greater than the swap price for
such transaction. For any particular collar transaction, the counterparty is
required to make a payment to the Company if the settlement price for any
settlement period is below the floor price for such transaction, and the Company
is required to make payment to the counterparty if the settlement price for any
settlement period is above the ceiling price of such transaction. For any
particular floor transaction, the counterparty
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is required to make a payment to the Company if the settlement price for any
settlement period is below the floor price for such transaction. The Company is
not required to make any payment in connection with the settlement of a floor
transaction.

The Company believes that it has no material basis risk with respect to gas
swaps because substantially all of the Company's natural gas production is sold
under spot contracts that have historically correlated with the settlement
price.

As of December 31, 2000, the Company had entered into commodity price

hedging contracts with respect to its oil production for 2001 and 2002 as
follows:

NYMEX CONTRACT PRICE PER BBL

COLLARS
VOLUME IN SWAPS @ =
PERIOD BBLS (AVERAGE) FLOORS CEILINGS

January 2001 -- March 2001

Price Swap Contracts....... 540,000 $21.99 - -

Collar Contracts........... 270,000 - $25.00 $30.05-$30.75

Floor Contracts............ 238,500 - - -
April 2001 —-- June 2001

Price Swap Contracts....... 436,800 $22.80 - -

Collar Contracts........... 364,000 - $25.00-$27.25 $30.05-$30.75

Floor Contracts............ 186,550 - - -
July 2001 -- September 2001

Price Swap Contracts....... 391,000 $23.88 - -

Collar ContractsS........... 414,000 —— $24.00-%26.25 $27.30-$32.45

Floor ContractsS............ 207,000 - - -
October 2001 -- December 2001

Price Swap Contracts....... 386,400 $23.24 - -

Collar ContractS........... 345,000 —— $24.00-$25.25 $27.30-$30.75

Floor Contracts............ 262,200 —— - -
January 2002 —-- March 2002

Collar ContractS........... 517,500 —— $22.00-$25.00 $25.75-$30.75
April 2002 —-- June 2002

Collar ContractS........... 455,000 —— $22.00-$25.00 $25.75-$30.75
July 2002 -- September 2002

Collar ContractS........... 345,000 —— $23.00-$25.00 $26.75-$30.75
October 2002 -- December 2002

Collar Contracts........... 184,000 - $25.00 $28.00-$30.75

(1) Except for January 2001 hedging contracts, fair market value is calculated
using prices derived from NYMEX futures contract prices existing at December
31, 2000. Because January 2001 NYMEX futures contracts expired on December
19, 2000, the fair market value of January 2001 hedging contracts represents
the actual settlement value of such contracts.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —-- (CONTINUED)

As of December 31, 1999, the Company had entered into commodity price
hedging contracts with respect to its oil production for 1999 as follows:

NYMEX CONTRACT PRICE PER BBL

COLLARS
VOLUME IN SWAPS @ == FLOOR
PERIOD BBLS (AVERAGE) FLOORS CEILINGS CONTRACT
January 2000-March 2000
Price Swap Contracts....... 455,000 $21.63 - - -
Collar ContractsS........... 182,000 —— $18.28-519.50 $20.10-%21.00 ——
Floor Contracts............ 91,000 —— —— -— $19.32
April 2000-June 2000
Price Swap Contracts....... 455,000 $21.70 - - -
Collar ContractS........... 182,000 —— $18.28-519.50 $20.10-%21.00 ——
July 2000-September 2000
Price Swap Contracts....... 460,000 $21.70 - - -
Collar Contracts........... 92,000 - $18.28 $21.00 -
October 2000-December 2000
Price Swap Contracts....... 460,000 $21.70 - - -
January 2001-March 2001
Price Swap Contracts....... 180,000 $21.25 - - -

(1) Except for January 2000 hedging contracts, fair market value is calculated
using prices derived from NYMEX futures contract prices existing at December
31, 1999. Because January 2000 NYMEX futures contracts expired on December
20, 1999, the fair market value of January 2000 hedging contracts represents
the actual settlement value of such contracts.

Because substantially all of the Company's domestic oil production is sold
under spot contracts that have historically correlated to the NYMEX West Texas
Intermediate price, the Company believes that it has no material basis risk with
respect to these transactions. The actual cash price the Company receives in the
U.S., however, generally is about $2.00 per barrel less than the NYMEX West
Texas Intermediate price when adjusted for location and quality differences.

See Note 3 —- "Recent Adoption of SFAS No. 133" for a discussion of the
Company's adoption of SFAS 133, "Accounting for Derivative Instruments and
Hedging Activities."

3. RECENT ADOPTION OF SFAS NO. 133:

In June 1998, the Financial Accounting Standards Board (FASB) issued SFAS
No. 133, "Accounting for Derivative Instruments and Hedging Activities." The
FASB has subsequently issued SFAS Nos. 137 and 138, which are amendments to SFAS
No. 133. SFAS No. 133 1is effective for fiscal years beginning after June 30,
2000. We adopted SFAS No. 133 on January 1, 2001.

SFAS No. 133 establishes accounting and reporting standards for derivative
instruments and for hedging activities. All derivatives will be recorded on the
balance sheet at fair value and changes in the fair value of derivatives are
recorded each period in current earnings or other comprehensive income,
depending on whether a derivative is designated as part of a hedge transaction
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and, if it is, depending on the type of transaction. The Company's derivative
contracts consist primarily of cash flow hedge transactions in which it hedges
the variability of cash flows related to a forecasted transaction. Changes in
the fair value of these derivative instruments will be recorded in other
comprehensive income and will be reclassified as earnings in the periods in
which earnings are impacted by the variability of the cash flows of the hedged
item. The ineffective portion related to basis changes and time value of all
hedges will be recognized in current period earnings.
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In accordance with the transition provisions of SFAS No. 133, on January 1,
2001, in connection with its hedging activities, the Company recorded as
cumulative effect adjustments a loss of $74.2 million (net of tax of $40.0
million) in accumulated other comprehensive loss and a loss of $4.8 million (net
of tax of $2.6 million) in 2001 earnings. In addition, the adoption resulted in
the recognition of $17.7 million of derivative assets and $139.3 million of
derivative liabilities on the balance sheet on January 1, 2001. Based on fair
values at January 1, 2001 and the settlement dates of such derivatives, the
Company expects to reclassify approximately $75.3 million (net of tax of $40.5
million) of the transition adjustment recorded in accumulated other
comprehensive loss to earnings in 2001.

The Company is not in violation of any debt covenants or other contracts as
a result of implementing SFAS No. 133.

4. DEBT:

Long-term debt consisted of the following:

DECEMBER 31, DECEMBER 31,
2000 1999

Senior Unsecured Debt:
Bank revolving credit facility:

Prime rate based loans.........ouuiiiiiiiiiininnnennnn $ - $ -
LIBOR based 10aANS . i it ii ittt tetteeeeeeneeeeeeneeneeanns 4,000 -
Total bank revolving credit facility.............. ___;:565 ______ ::

7.45% Senior Notes due 2007 ... i ittt ittt eteeeneennnnn _1;;:;11 _I;;:g;;
Money market credit 1inesS. ... ..t iiiin ittt ttneeeeeneanns ___;:565 ______ ::
Long-term debt ... ..ttt ittt et ;1;;:;11 ;I;;:g;;

At December 31, 2000, the interest rate was 7.22% for LIBOR based loans and
for the loans outstanding under the money market credit lines was 7.31%.

The estimated fair market value of the 7.45% Senior Notes due 2007, based

on quoted market prices at December 31, 2000 and 1999, was $114.0 million and
$115.2 million, respectively. Debt outstanding under the bank revolving credit

18



Edgar Filing: NEWFIELD EXPLORATION CO /DE/ - Form 8-K

facility is stated at cost, which approximates fair market value.

At December 31, 2000, the Company maintained its reserve-based revolving
credit facility with Chase Bank of Texas, National Association, as agent. As
discussed in Note 14 -- "Subsequent Events," the Company obtained a new
reserved-based revolving credit facility as of January 23, 2001. The old
facility provided a $225 million revolving credit maturing on October 31, 2002.
The amount available under the facility was subject to a calculated borrowing
base determined by a majority of the banks participating in the facility, which
was reduced by the aggregate principal outstanding on the Company's senior notes
($125 million at December 31, 2000). The borrowing base was $380 million at
December 31, 2000. At December 31, 2000, there was $4 million outstanding under
the facility.

Borrowings under the old facility bore interest, at the Company's option,
at (i) the higher of (a) the federal fund rate plus 50 basis points and (b) the
bank's prime rate or (ii) LIBOR plus a variable margin, which was based upon the
loan amount outstanding relative to the borrowing base and the Company's
corporate credit ratings.

The facility also provided for the payment of a commitment fee and a
standby fee. The Company paid fees of approximately $315,000, $336,000 and
$178,000 for the years ended December 31, 2000, 1999 and 1998, respectively.
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5. CONVERTIBLE PREFERRED SECURITIES OF NEWFIELD FINANCIAL TRUST I:

In August 1999, Newfield Financial Trust I, a Delaware business trust and
wholly owned subsidiary of the Company (the "Trust"), issued, in an underwritten
public offering, $143,750,000 (2,875,000 securities having a liquidation
preference of $50 each) of 6.5% Cumulative Quarterly Income Convertible
Securities, Series A (the "Trust Preferred Securities"). The proceeds of the
issuance of the Trust Preferred Securities were used to purchase $143,750,000 of
the Company's 6.5% Junior Subordinated Convertible Debentures, due 2029 (the
"Debentures"). The interest terms and payment dates of the Debentures correspond
to those of the Trust Preferred Securities. The Company's obligations under the
Debentures and related agreements, when taken together, constitute a full and
unconditional guarantee of payments due on the Trust Preferred Securities. The
sole asset of the Trust is the Debentures. The Trust has no independent
operations. The Debentures are eliminated in the consolidated financial
statements.

The Trust Preferred Securities accrue and pay distributions quarterly in
arrears at a rate of 6.5% per annum on the stated liquidation amount of $50 per
Trust Preferred Security on February 15, May 15, August 15, and November 15 of
each year to holders of record 15 business days immediately preceding the
distribution payment date. The Company may on one or more occasions defer the
payment of interest on the Debentures for up to 20 consecutive quarterly periods
unless an event of default on the Debentures has occurred and is continuing.
During any such deferral period, the Trust will defer the payment of
distributions, but accrued distributions on the Trust Preferred Securities will
compound quarterly and the Company will generally not be permitted to declare or
pay any dividends or distributions on, or redeem or acquire, any of its capital
stock or make any payment of principal or interest on any debt securities that
rank equal or junior to the Debentures.

The Trust Preferred Securities are convertible at the option of the holder
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at any time into common stock of the Company at the rate of 1.3646 shares of
Company common stock per Trust Preferred Security. This conversion rate is
subject to adjustment to prevent dilution and is currently equivalent to a
conversion price of $36.64 per share of Company common stock. The Trust
Preferred Securities are mandatorily redeemable upon maturity of the Debentures
on August 15, 2029, and on a proportionate basis to the extent of any earlier
redemption of any Debenture by the Company. The Debentures are redeemable by the
Company at any time after August 15, 2002.

The estimated fair market value of the Trust Preferred Securities at
December 31, 2000 and 1999, based on quoted market prices, was $207.0 million
and $134.8 million, respectively.

6. INCOME TAXES:

Income (loss) before income taxes is composed of the following:

FOR THE YEAR ENDED DECEMBER 31,

(IN THOUSANDS)

U.S. federal. . vttt ettt ittt eeeeeeeeeneeeennnneaens $180, 741 $41,178 $(88,376)
@ I 5 o PP 23,948 10,837 ——
Ao o $204,689 $52,015 $(88,376)
F-16
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The total provision for income taxes consists of the following:

FOR THE YEAR ENDED DECEMBER 31,

(IN THOUSANDS)

Current taxes:

U.S. federal. . vttt ittt ettt eeeeeeenaaeeenns $15,897 $ 1,105 $ -

Deferred taxes:
U.S. federal. . vttt ittt ettt eeeeeeenaaeaenns 47,442 13,668 (30,677)
2@ a5 o 6,641 4,038 ——
$69,980 $18,811 $(30,677)

The components of deferred tax assets and liabilities are as follows:
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DECEMBER 31, 2000 DECEMBER 31, 1999

Deferred tax assets:

Alternative minimum tax credit............. $ - $ -— $ 2,953 S —=
Net operating loss carry forwards.......... 1,750 190 23,961 4,646
Other, net.... ...ttt 2,609 284 1,834 -
Gross deferred tax asset........... 4,359 474 28,748 4,646
Valuation alloWanCe . ... v v weeeeeeeeeneennnn —— —— —— (2,326)
Net deferred tax asset............. 4,359 474 28,748 2,320

Deferred tax liability:

Oil and gas properties......c.veiiineee... (82,175) (1,902) (65,549) ——
Net deferred tax asset (liability)........... (77,816) (1,902) (36,801) 2,320
Less current deferred tax asset.............. - - - 2,320
Noncurrent deferred tax liability............ $(77,816) $(1,428) $(36,801) S ——

U.S. deferred taxes have not been provided on foreign income of $32.1
million that is permanently reinvested in Australia. The Company currently does
not have any foreign tax credits available to reduce U.S. taxes on such income
if it was repatriated.

In connection with its acquisition of Gulf Australia in July 1999, the
Company recorded a valuation allowance of $2.3 million to reduce acquired NOL
carryforwards to an amount that, more likely than not, would be realized. During
2000, primarily as a result of a substantial increase in estimated taxable
income resulting from increased commodity prices, the valuation allowance was
reversed and a majority of the remaining Australian NOL carryforwards were
realized.
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7. COMMITMENTS AND CONTINGENCIES:

The Company has entered into a non-cancellable operating lease agreement
for office space in Houston, Texas. The lease term expires in October 2005,
subject to two options to renew for five years each. In addition, the Company

enters into various other equipment leases as part of its operations.

Future minimum lease payments required as of December 31, 2000 related to
these operating leases are as follows:

YEAR ENDING DECEMBER 31,
———————————————————————— (IN THOUSANDS)
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2008 . e e e e e e e e e e e e e e 2,320
200 . e e e e e e e e e e e e e 1,762
200D . e e e e e e e e e e 1,525

Total minimum lease payments................. $12,246

Rent expense for the years ended December 31, 2000, 1999 and 1998 was $3.2
million, $2.8 million and $1.9 million, respectively.

The Company has been named as a defendant in certain lawsuits arising in
the ordinary course of business. While the outcome of these lawsuits cannot be
predicted with certainty, management does not expect that these matters will
have a material adverse effect on the financial position, cash flows or results
of operations of the Company.
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8. STOCK-BASED COMPENSATION:

The Company has several stock-based compensation plans, each of which is
described below. The Company applies APB Opinion No. 25 and related
interpretations in accounting for its stock-based compensation plans.

Stock Option Plans

The Company has granted options pursuant to its 1989, 1990, 1991, 1993,
1995, 1998 and 2000 stock option plans (collectively, the "Stock Option Plans").
Options that have been granted and are outstanding generally expire 10 years

from the date of grant and become exercisable at the rate of 20% per year.

The following is a summary of all stock option activity for 1998, 1999 and

2000:

NUMBER OF WEIGHTED

SHARES AVERAGE
UNDERLYING EXERCISE

OPTIONS PRICE

Outstanding at December 31, 1997 ... ...ttt ennnnnnnnn 3,391,990 S 7.84
Lot o o =Y o Ot 959,900 20.81

L = el e ==Y (296,570) 5.13
Rl e I i =Y Ot (133,900) 21.22
Outstanding at December 31, 1998. ... ... @ittt ennnnnnnnn 3,921,420 10.76
Lot o =Y O 308,000 27.38

L = el e ==Y (1,243,960) 5.80
Forfedted. c ittt ettt ettt ettt et e e e e (83,800) 18.68
Outstanding at December 31, 1999. ... ... @it iennnnnnnn 2,901,660 14.43
Lot o o =Y o 827,000 31.74

L = el o ==Y (738,170) 8.14

Forfeited. ... i e e e e e e (70,330) 25.01
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Outstanding at December 31, 2000. ... ..t tiiiieetttennnnnennn 2,920,160 $20.67
Exercisable at December 31, 1998. ... .. ittt neennnenn _;:;;;:8;8 ;_;T;;
Exercisable at December 31, 1990. ... .. ittt eennnnnn _1:;;;:;;8 ;_QTI;
Exercisable at December 31, 2000.. ...ttt tneeneenneens _1:1;;:;;8 ;Iljgl

At December 31, 2000, the Company had an additional 1,680,464 options
available for grant. If granted, these additional options will be exercisable at
a price not less than the fair market value per share of the Company's common
stock on the date of grant. The weighted average fair value of options granted
during 2000, 1999 and 1998 was $15.41, $12.68 and $8.92, respectively.

The fair value of each stock option granted is estimated as of the date of
grant using the Black-Scholes option-pricing model with the following weighted
average assumptions for grants in 2000, 1999 and 1998: no dividend yield for all
years; expected volatility of 34.78%, 33.77% and 30.57%, respectively; risk-free
interest rates of 6.76%, 5.97% and 5.55%, respectively; and an expected option
life of 6.50 years for all years.
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The following table summarizes information about stock options outstanding
and exercisable at December 31, 2000:

OPTIONS OUTSTANDING OPTIONS EXERCISABLE
WEIGHTED AVERAGE WEIGHTED WEIGHTED
RANGE OF REMAINING AVERAGE AVERAGE

EXERCISE PRICES OUTSTANDING CONTRACTUAL LIFE EXERCISE PRICE EXERCISABLE EXERCISE PRICE

$ 3.50 to $ 5.62 552,450 2.0 years $ 3.88 552,450 $ 3.88
10.94 to 14.78 254,460 5.0 years 13.87 195,140 13.85
15.04 to 20.94 426,800 7.3 years 17.12 64,100 18.82
21.06 to 46.38 1,686,450 8.3 years 28.09 294,860 23.78

$ 3.50 to $46.38 2,920,160 6.7 years $20.67 1,106,550 $11.81

Common stock issued through the exercise of stock options results in a tax
deduction for the Company equivalent to the taxable gain recognized by the
optionee. For financial reporting purposes, the tax effect of this deduction is
accounted for as a credit to additional paid-in capital rather than as a
reduction of income tax expense. The exercise of stock options during 2000, 1999
and 1998 resulted in a deferred tax benefit to the Company of approximately $6.6
million, $8.0 million and $1.9 million, respectively.

Employee Stock Purchase Plan
Pursuant to the Company's employee stock purchase plan, for each six month

period beginning on January 1 or July 1 during the term of the plan, each
eligible employee has the opportunity to purchase common stock for a purchase
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price equal to 85% of the lesser of the fair market value of the common stock on
(i) the first day of the period or (ii) the last day of the period. No employee
may purchase common stock under the plan valued at more than $25,000 in any
calendar year.

At December 31, 2000, 200,000 shares of common stock were available for
issuance pursuant to the stock purchase plan. Under the plan, the Company has
sold 22,180 shares, 24,945 shares and 25,369 shares to employees in 2000, 1999
and 1998, respectively, which had weighted average prices of $26.75, $19.73 and
$18.72, respectively. In accordance with APB Opinion No. 25 and related
interpretations, the Company has not recognized any compensation expense with
respect to the plan.

The weighted average fair value of the option to purchase stock during
2000, 1999 and 1998 was $8.87, $6.34 and $5.92, respectively. The fair value of
each option granted under the stock purchase plan is estimated on the date of
grant using the Black-Scholes option-pricing model with the following weighted
average assumptions for grants in 2000, 1999 and 1998: no dividend yield for all
years; expected volatility of 37.86%, 33.77% and 30.57%, respectively; risk-free
interest rates of 5.73%, 4.78% and 5.01%, respectively; and an expected option
life of six months for all years.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —-- (CONTINUED)
Pro Forma Net Income and Net Income Per Common Share
If the fair value based method of accounting in SFAS No. 123, "Accounting
for Stock-Based Compensation" had been applied, the Company's net income and

earnings per common share for 2000, 1999 and 1998 would have approximated the
pro forma amounts below:

YEAR ENDED DECEMBER 31,

(IN THOUSANDS EXCEPT PER SHARE DATA)

Net income (loss):

AS TEPOTLEA. ittt ittt ittt et ettt et e $132,349 $33,204 $(57,699)

ol o N o X 11T Y 128,702 31,242 (59,275)
Basic earnings (loss) per common share —-—

AS TEPOTLEA. i vt ittt ittt ettt S 3.13 S 0.81 S (1.55)

o T s =Y 3.04 0.76 (1.59)
Diluted earnings (loss) per common share —-

AS TEPOTLEA. i vt ittt ittt ettt S 2.93 S 0.79 S (1.55)

o T o =Y 2.85 0.74 (1.59)

The effects of applying SFAS No. 123 in this pro forma disclosure are not
indicative of future amounts. The Company anticipates making awards in the
future under its stock-based compensation plans.

Restricted Stock

The Company has adopted four plans pursuant to which restricted shares of
common stock may be granted.
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Under the Newfield Exploration Company 1995 Omnibus Stock Plan (the "1995
Omnibus Plan"), the Company may grant to employees (including an officer or a
director who is also an employee) as restricted common stock all or a portion of
400,000 shares of common stock reserved under the 1995 Omnibus Plan. In 1999 and
1998 the Company issued 29,000 and 107,100 shares, respectively, of restricted
common stock that fully vest after nine years. Vesting may, however, be
accelerated if certain performance-based criteria are met.

Under the Newfield Exploration Company 2000 Non-Employee Director
Restricted Stock Plan (the "Non-Employee Director Plan"), subject to a maximum
of 50,000 shares, each non-employee director who is in office immediately after
each annual meeting of stockholders of the Company shall, unless electing to not
participate, receive a number of restricted shares determined by dividing
$30,000 by the fair market value on the date of the annual meeting of
stockholders, subject to the terms of the plan. The forfeiture restrictions with
respect to all restricted shares granted since the last annual meeting of
stockholders lapse on the day before the first annual meeting of stockholders
following the date of issuance of such shares, provided that the holder remains
a director until such time. The Company issued 5,250 shares to seven
non-employee directors in 2000 pursuant the Non-Employee Director Plan. The
Company issued 8,211 shares to seven non-employee directors in 1999 and 8,568
shares to seven non-employee directors in 1998 pursuant to a predecessor plan
with terms substantially similar to the current plan.

Under the Newfield Exploration Company 1998 Omnibus Stock Plan (the "1998
Omnibus Plan"), the Company may, subject to certain restrictions, grant to
employees (including an officer or director who is also an employee) as
restricted common stock all or a portion of 250,000 shares of common stock
reserved under the 1998 Omnibus Plan. In 2000 the Company issued 91,006 shares
of restricted stock that fully vest after nine years. Vesting may, however, be
accelerated if certain performance-based criteria are met.
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Under the Newfield Exploration Company 2000 Omnibus Stock Plan (the "2000
Omnibus Plan"), the Company may, subject to certain restrictions, grant to
employees (including an officer or director who is also an employee) as
restricted common stock all or a portion of 200,000 shares of common stock
reserved under the 2000 Omnibus Plan.

In accordance with APB Opinion No. 25, the Company recognized unearned
compensation for the fair value of the restricted common stock in the amount of
$2.9 million for 2000, $1.0 million for 1999 and $2.7 million for 1998. This
amount is charged to stockholders' equity and recognized as compensation expense
over the applicable vesting period, in the amount of $1.8 million for 2000, $0.9
million for 1999 and $2.0 million for 1998. The weighted average price for
96,256 shares of restricted common stock issued in 2000 is $30.37. The weighted
average price for 37,211 shares of restricted common stock issued in 1999 is
$27.75. The weighted average price for 115,668 shares of restricted common stock
issued in 1998 is $23.40.

9. EMPLOYEE BENEFIT PLANS:

The Company sponsors a 401 (k) Profit Sharing Plan (the "401 (k) Plan") under
Section 401 (k) of the Internal Revenue Code. This plan covers all employees of
the Company other than employees of the Company's Australian subsidiaries. The
Company matches $1.00 for each $1.00 of employee deferral, with the Company's
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contribution not to exceed 8% of an employee's salary, subject to limitations
imposed by the Internal Revenue Service. The Company's contributions to the

401 (k) Plan totaled $714,000, $605,000 and $546,000 for the years ended December
31, 2000, 1999 and 1998, respectively.

The Company also sponsors the Newfield Employee 1993 Incentive Compensation
Plan (the "Incentive Plan"), which is a non-qualified plan funded by amounts
equal to revenues that would be attributable to a 1% overriding royalty interest
on acquired proved properties and a 2% overriding royalty interest from
exploration properties. Such amounts are attributable to both the Company's
interest and the interest of certain working interest owners in these
properties. Amounts available for distribution under the Incentive Plan and
attributable to the overriding royalty interests bearing against the Company are
limited to 5% of the Company's adjusted net income as defined in the Incentive
Plan. The Incentive Plan is administered by the Compensation Committee of the
Board of Directors with award amounts recommended by the Chief Executive Officer
of the Company, based on the performance of the Company and the eligible
employees during the performance period. All employees of the Company are
eligible for awards if employed on both October 1 and December 31 of the
performance period. Awards may have both a current and a deferred component of
compensation. Eligible employees may elect for deferred amounts to be paid in
common stock instead of cash. If the eligible employee elects for a deferred
amount to be paid in common stock, the number of shares of common stock to be
awarded is determined by using the fair market value of common stock on the date
of the award. Total expense under the Incentive Plan for the years ended
December 31, 2000, 1999 and 1998 were $12.8 million, $3.9 million and $1.9
million, respectively.

During 1997, the Company implemented a highly compensated employee Deferred
Compensation Plan (the "Deferred Plan"). This non-qualified plan allows an
eligible employee to defer a portion of the employee's salary or bonus on an
annual basis. The Company matches $1.00 for each $1.00 of employee deferral,
with the Company's contribution not to exceed 8% of an employee's salary,
subject to limitations imposed by the Deferred Plan. The Company's contribution
is reduced by the amount of contribution made by the Company to the 401 (k) Plan
for each participant. The Company's contributions to the Deferred Plan totaled
$29,000, $34,000 and $30,000 for the years ended December 31, 2000, 1999 and
1998, respectively.
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10. STOCKHOLDER RIGHTS PLAN:

In 1999, the Company adopted a stockholder rights plan. The plan is
designed to ensure that all stockholders of the Company receive fair and equal
treatment in the event of a proposed takeover of the Company. It includes
safeguards against partial or two-tiered tender offers, squeeze-out mergers and
other abusive takeover tactics.

The plan provides for the issuance of one right for each outstanding share
of the Company's common stock. The rights will become exercisable only if a
person or group acquires 20% or more of the Company's outstanding voting stock
or announces a tender or exchange offer that would result in ownership of 20% or
more of the Company's voting stock.

Each right will entitle the holder to buy one one-thousandth (1/1000) of a
share of a new series of junior participating preferred stock at an exercise
price of $85 per right, subject to antidilution adjustments. Each one
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one-thousandth of a share of this new preferred stock has the dividend and
voting rights of, and is designed to be substantially equivalent to, one share
of common stock. The Company's Board of Directors may, at its option, redeem all
rights for $0.01 per right at any time prior to the acquisition of 20% or more
of the Company's stock by a person or group.

If a person or group acquires 20% or more of the Company's outstanding
voting stock, each right will entitle holders, other than the acquiring party,
to purchase common stock of the Company having a market value of $170 for a
purchase price of $85, subject to antidilution adjustments.

The plan also includes an exchange option. If a person or group acquires
20% or more, but less than 50% of the outstanding voting stock, the Board of
Directors may at its option exchange the rights in whole or part for shares of
common stock of the Company. Under this option, the Company would issue one
share of common stock, or one one-thousandth of a share of new preferred stock,
for each two shares of common stock for which a right is then exercisable. This
exchange would not apply to rights held by the person or group holding 20% or
more of the Company's voting stock.

If, after the rights have become exercisable, the Company merges or
otherwise combines with another entity, or sells assets constituting more than
50% of its assets or producing more than 50% of its earning power or cash flow,
each right then outstanding will entitle its holder to purchase for $85, subject
to antidilution adjustments, a number of the acquiring party's common shares
having a market value of twice that amount.

This plan will not prevent, nor is it intended to prevent, a takeover of
the Company. Since the rights may be redeemed by the Board under certain
circumstances, they should not interfere with any merger or other business
combination approved by the Board. The issuance of the rights does not in any
way diminish the financial strength of the Company or interfere with its
business plans. The issuance of the rights has no dilutive effect, does not
affect reported earnings per share or change the way the common stock of the
Company is currently traded.
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11. PROPERTY ACQUISITIONS:

In February 2000, the Company acquired interests in three producing gas
fields in South Texas for approximately $139 million in cash. The acquisition
has been accounted for as a purchase and, accordingly, income and expenses from
the properties have been included in the Company's statement of income from the
date of purchase.

The unaudited pro forma results of operations assuming that such

acquisition occurred on January 1 of the respective periods are as follow (in
thousands, except per share amounts) :

YEAR ENDED DECEMBER 31,

Proforma:
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ROV EINUE s v v v v e et e ettt et et e et e eeeeeeeeeeeseeeeeeeenneeens $532,142 $317,333
Income from oOperations. . ... ittt ii ittt eenneneeneenns 223,771 72,846
A S oA I Yoo 1 133,379 34,220
Basic earnings per COmMMON Share........ieeenenenneeeeeeennns $ 3.15 S 0.83
Diluted earnings per Ccommon Share..........eeeeeeeeeeeennnsn $ 2.95 S 0.81

The pro forma financial information does not purport to be indicative of
the results of operations that would have occurred had the acquisition taken
place at the beginning of the periods presented or future results of operations.

On July 15,1999, the Company completed the purchase of Gulf Australia
Resources Limited for $23 million in cash. Included in the purchase price was a
substantial amount of working capital, including an inventory of 479 MBbls of
0il. The acquisition was accounted for as a purchase and included an interest in
two producing oil fields in the Timor Sea, offshore Australia.
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12. GEOGRAPHIC INFORMATION:

OTHER
INTERNATIONAL

UNITED STATES

AUSTRALIA

(IN THOUSANDS)

2000
01l and gas YeVeNUES. .. v vt e e eeennnneeens $476,301 $50, 341 S -
Operating expenses:
Lease operating.......cooiiiiinnnnn.. 51,509 13,863 -
Production and other taxes............ 5,643 4,645 -
Transportation..........oiiiieeeennn. 5,984 - -
Ceiling test writedown................ - - 503
Depreciation, depletion and
amortization....... ..., 183,739 7,443 ——
Allocated income taXeS....uoveueeeeneenn 80,299 8,537 ——
Net income (loss) from oil and
gas operations.............. $149,127 $15,853 S (503)
General and administrative (inclusive
of stock compensation) (1) ..........
Total operating expenses......
Income from operations..................
Interest expense and dividends, net
Income before income taxes..............
Total long-lived assetsS......oeeeeeeennn. $806,457 $10, 634 $16,244
Additions to long-lived assets.......... $358, 936 $13,913 S 6,317

1999

$526, 642

65,372
10,288
5,984
503

191,182

221,229
(16,540)
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01l and gas YeVeNUES. ... vt e eeeennnnneens $265,603 $22,286
Operating expenses:
Lease operating.......cooiiiiiinnn.. 38,562 6,999
Production and other taxes............ 699 1,516
Transportation..........uiiiiieeeennn. 5,922 -
Depreciation, depletion and
amortization......... ... .. 149,350 3,294
Allocated income taxXesS....uoveueeeeneenn 24,875 3,772
Net income from oil and gas
operations.......oeeeeeeenn.. $ 46,195 $ 6,705
General and administrative (inclusive
of stock compensation) (1) ..........
Total operating expenses......
Income from operations..................
Interest expense and dividends, net
Income before income taxes..............
Total long-lived assetsS.....oeeeeeeennn. $630,316 $ 4,096
Additions to long-lived assets.......... $201,143 S 7,390
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UNITED STATES AUSTRALIA
1998
01l and gas YeVeNUES. ... vt e e eeennnneeens $199,474 $ -
Operating expenses:
Lease operating.......cooiiiiiinnn.. 35,345 -
Production and other taxes............ - -
Transportation..........uiiiieeeeennn. 3,789 -
Depreciation, depletion and
amortization......... . ... 123,147 -
Ceiling test writedown................ 104,955 -
Allocated income taXeS....ueveeeeenweenn (23,717) ——
Net loss from oil and gas
operations.......oeeeeeeenn.. $(44,405) S -

General and administrative (inclusive
of stock compensation) (1) ..........

Total operating expenses......

OTHER
INTERNATIONAL

$287,889
45,561
2,215
5,922

152, 644

65,143

$199,474
35,345

3,789

123,147
104, 955
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Loss from operations..........cccoio... (79,832)

Interest expense, nNet.........cevveun.. (8,544)
Loss before income taxes.......couuun.. ;;éé:;;;)
Total long-lived assetsS......eeeeeeennn. $569,259 S - $ 9,164 ZZ;ZTZZ;
Additions to long-lived assets.......... Z;;;TZZ; :====ii :=:T;:Z Z;:;T:;Z

(1) General and administrative expense includes non-cash stock compensation
charges of $3,047, $1,999 and $2,222 for 2000, 1999 and 1998, respectively.

13. SUPPLEMENTAL CASH FLOW INFORMATION:

YEAR ENDED DECEMBER 31,

(IN THOUSANDS)

Cash payments:

Interest and dividend payments (includes interest on
the senior notes and dividends on the convertible
trust preferred securities, net of interest
capitalized of $5,353, $2,376 and $4,369 during

2000, 1999 and 1998, respectively)....oveiiinan.. $16,999 $11,598 $ 7,478
Income taxX PayMENE S . .. ittt ittt ettt et et eeeennenns 14,015 - -
Non-cash items excluded from the statement of cash
flows:
Increase (decrease) in accrued capital expenditures... $26,712 $ 9,261 $(7,059)
[ oL (121) (179) (23)
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14. SUBSEQUENT EVENTS:

On January 23, 2001, the Company acquired all of the outstanding capital
stock of Lariat Petroleum, Inc. ("Lariat") by merging Lariat with and into
Newfield Exploration Mid-Continent Inc., a wholly owned subsidiary of the
Company. The total consideration for the acquisition was approximately $333
million, inclusive of the assumption of debt and certain other obligations of
Lariat. The transaction will be accounted for as a purchase.

The consideration included 1.9 million shares of the Company's common
stock. The Company financed the cash portion of the consideration under a new
reserve-based revolving credit facility obtained on January 23, 2001 with The
Chase Manhattan Bank, as Agent. The banks participating in the new facility have
committed to lend the Company up to $425 million. The amount available under the
facility is subject to a calculated borrowing base determined by banks holding
75% of the aggregate commitments, which is reduced by the aggregate outstanding
principal amount of any senior notes issued by the Company ($125 million at
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January 31, 2001). The borrowing base will be redetermined at least semi-
annually and, after reduction for then outstanding senior notes, was $385
million at January 31, 2001. No assurances can be given that the banks will not
elect to redetermine the borrowing base in the future. The new facility contains
restrictions on the payment of dividends and the incurrence of debt as well as
other customary covenants and restrictions. The new facility matures on January
23, 2004.

On February 22, 2001 the Company placed $175 million of 7 5/8% Senior Notes
due 2011. The offering was done under an existing shelf registration statement.
Net proceeds from the sale of the senior notes were used to repay outstanding
indebtedness under the Company's revolving credit facility. The notes were
issued at 99.931% of par to yield 7.635%, with interest payable on each March 1
and September 1, commencing September 1, 2001.
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15. QUARTERLY RESULTS OF OPERATIONS (UNAUDITED) :

The results of operations by quarter for the years ended December 31, 2000
and 1999 are as follows:

2000 QUARTER ENDED

MARCH 31 (1) JUNE 30 (1) SEPTEMBE
AS PREVIOUSLY AS PREVIOUSLY AS PREVIOUSLY
REPORTED RESTATED REPORTED RESTATED REPORTED

(IN THOUSANDS, EXCEPT PER SHARE DATA)

0il and gas

revenues (2) « v e e, $95,039 $97,822 $118,878 $114,704 $151,263
Income from

operations............ 30,348 30,984 49,004 45,209 70,177
Net income.............. 17,123 15,183 29,561 27,056 44,338
Basic earnings per

common share.......... $ 0.41 $ 0.36 $ 0.70 S 0.64 S 1.04
Diluted earnings per

common share.......... $ 0.40 $ 0.35 $ 0.66 S 0.60 S 0.97

1999 QUARTER ENDED

(IN THOUSANDS, EXCEPT PER SHARE DATA)

0il and gas revenues(2).......... $54,562 561,688 $80,044 $91,595
Income from operations........... 3,236 9,886 22,699 29,322
Net income (1loSS) ..., (170) 4,375 12,405 16,594
Basic earnings per common

share. ...ttt it i i i i $ 0.00 $ 0.11 $ 0.30 $ 0.40

Diluted earnings per common
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Share. . vttt $ 0.00 $ 0.10 $ 0.29

(1) The first through third quarters of 2000 are restated to reflect the
adoption of SAB No. 101, "Revenue Recognition in Financial Statements." The
adoption of SAB No. 101 requires the Company to report crude oil inventory
associated with its Australian operations at the lower of cost or market,
which is a change from its historical policy of recording such inventory at
market value on the balance sheet, net of estimated costs to sell.

(2) As a result of the adoption of EITF No. 00-10, "Accounting for Shipping and
Handling Fees and Costs," the Company has reclassified to operating
expenses, for all periods presented, third party costs incurred to transport
production to the Company's respective sales point, instead of as a
reduction of the related revenues as previously reported. The effect of EITF
No. 00-10 reduced previously reported oil and gas revenues by $1.5 million,
$1.6 million and $1.6 million for the quarters ended March 31, June 30 and
September 30, 2000, respectively and by $1.7 million, $1.5 million, $1.4
million and $1.3 million for the quarters ended March 31, June 30, September
30 and December 31, 1999, respectively. The reclassification had no effect
on previously reported net income.

(3) Prior period financial statements have not been restated to apply SAB No.
101. However, the pro forma effect of retroactively applying SAB No. 101 to
the fourth quarter of 1999 would have reduced net income by $0.2 million, or
$0.01 per diluted share.

16. NEWFIELD FINANCIAL TRUST II:

Pursuant to a Form S-3 registration statement filed with the SEC under the
Securities Act of 1933, Newfield Financial Trust II, a "100% owned, ""finance
subsidiary" (in each case, as defined in Rule 3-10 of Regulation S-X) of the
Company ("Trust II"), may offer and sell its preferred securities to the public.
If issued and sold, the holders of the trust preferred securities would be
entitled to receive periodic payments that are cumulative if unpaid, would be
entitled to receive a fixed liquidation amount and the backup undertakings will
provide a bundle of rights that together place the holder in the same position
as if the Company had fully and unconditionally guaranteed Trust II's payment
obligations on the trust preferred securities.
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SUPPLEMENTARY OIL AND GAS DISCLOSURES —-- UNAUDITED

See Note 12 to the consolidated financial statements for disclosure of the
Company's results of operations from oil and gas producing activities. Costs
incurred for oil and gas property acquisition, exploration and development
activities for each of the three years in the period ended December 31, 2000 are
as follows:

UNITED OTHER
STATES AUSTRALIA CHINA FOREIGN

(IN THOUSANDS)

TOTAL
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Property acquisition:

$ - $ 375 $ 153 S 24,149
(295) - - 115,272
3,760 5,286 - 100,223
10, 448 - - 139,019
$13,913 $5,661 $ 153 $378,663

UNPrOVEA . ¢ ettt e ettt eeeeeeeeseeeennnneens $ 23,621
ProvVed. t vt ittt ettt et e e e et 115,567
Exploration. . ...t teeenenennnn 91,177
Development . oottt ittt ettt 128,571
Total costs incurred............ $358, 936

1999

Property acquisition:

$ -= $ - S - $ 5,849

2,490 — — 80,163
3,852 641 625 51,461
1,048 — — 72,326

$ 7,390 $ 641  $ 625 $209,799

UNPrOVEA . ¢ ettt e ettt e eeeeeeeseeeneennneens S 5,849
ProvVed. « vt ittt et e et e e e et 77,673
Exploration. ... ..ottt teeeeeneennn 46,343
Development . oottt ittt ettt 71,278
Total costs incurred............ $201,143

1998

Property acquisition:

$ - S $ 3,400

- - - 86,219
- 510 1,002 65,314
- - - 155,839
$ -- $ 510 $1,002  $310,772

UNPrOVEA . ettt e e et e eeeeeeeeseeeennnnees $ 3,400
ProvVed. « vt ittt ettt et e e e e e e 86,219
Exploration. . ... inn it iteeenneenns 63,802
Development . oottt ittt ettt 155,839
Total costs incurred............ $309, 260
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SUPPLEMENTARY FINANCIAL INFORMATION
SUPPLEMENTARY OIL AND GAS DISCLOSURES ——- UNAUDITED —-- (CONTINUED)

Capitalized costs for oil and gas producing activities consist of the
following at the end of each of the three years in the period ended December 31,

2000:
UNITED OTHER
STATES AUSTRALIA CHINA FOREIGN

(IN THOUSANDS)

2000

Proved properties. ...t iiinnneeeeennnnnn. $1,474,925 $ 21,304 S - S -

Unproved properties. . ...ttt eennnn 77,085 - 14,236 2,008
1,552,010 21,304 14,236 2,008

Accumulated depreciation, depletion and

P N1 i wils 72 wils ¥ S (745,573) (10,670) —— —=
Net capitalized COStT ...t neeeeennn $ 806,437 $ 10,634 $14,236 $2,008
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1999
Proved pProperties. ...ttt eennnnn. $1,135,225 $ 3,538 S - S - $1,13
Unproved properties. ... ..ottt eennnnn 57,850 3,852 8,575 1,855 7
1,193,075 7,390 8,575 1,855 1,21
Accumulated depreciation, depletion and
amortization. ...ttt ittt e e e e e e e (562,759) (3,294) —— —— (56
Net capitalized COST ...t eneeeeennn $ 630,316 S 4,096 $ 8,575 $1,855 S 64
1998
Proved properties. ...t iiinnneeeeennnnnn. $ 960,127 S - S - S - S 96
Unproved properties. ... ..ot eeennnnn 23,338 - 7,934 1,230 3
983,465 -— 7,934 1,230 99
Accumulated depreciation, depletion and
P N1 i wils 72 wils ¥ S (414,206) —— —— —— (41
Net capitalized COST ...t nneeeennnn $ 569,259 S - $ 7,934 $1,230 S 57
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SUPPLEMENTARY FINANCIAL INFORMATION
SUPPLEMENTARY OIL AND GAS DISCLOSURES ——- UNAUDITED —-- (CONTINUED)

Users of this information should be aware that the process of estimating
quantities of "proved" and "proved developed" natural gas and crude oil reserves
is very complex, requiring significant subjective decisions in the evaluation of
all available geological, engineering and economic data for each reservoir. The
data for a given reservoir may also change substantially over time as a result
of numerous factors including additional development activity, evolving
production history and continual reassessment of the viability of production
under varying economic conditions. Consequently, material revisions to existing
reserve estimates occur from time to time. Although every reasonable effort is
made to ensure that reported reserve estimates represent the most accurate
assessments possible, the significance of the subjective decisions required and
variances in available data for various reservoirs make these estimates
generally less precise than other estimates presented in connection with
financial statement disclosures.
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SUPPLEMENTARY OIL AND GAS DISCLOSURES ——- UNAUDITED —-- (CONTINUED)

ESTIMATED NET QUANTITIES OF OIL AND GAS RESERVES
The following table sets forth the Company's net proved reserves (at 14.73
pounds per square inch absolute), including the changes therein, and proved

developed reserves at the end of each of the three years in the period ended
December 31, 2000, as estimated by the Company's petroleum engineering staff:
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OIL, CONDENSATE AND
NATURAL GAS LIQUIDS

TOTAL U.Ss
337,481 435,323
1,981 505
83,777 93,589
65,672 72,381
(66,634) (88,494
422,277 513,304
(4,359) (1,365
52,210 61,808
60,517 101,195
(3,112) (8,668
(87,360) (108,282
440,173 557,992
(4,531) 3,054
91,096 118,103
99,531 108,454
(1,100) (2,588
(105, 4406) (129, 986
519,723 655,029
252,018 346,290
388,040 475,927
376,820 479,558
416,368 528,310

(MBBLS) NATURAL GAS (MMCF)
U.S AUSTRALIA TOTAL U.s AUSTRALIA

Proved developed and

undeveloped reserves:
DECEMBER 31, 1997..... 16,307 - 16,307 337,481 -
Revisions of previous

estimates............ (240) —— (246) 1,981 ——
Extensions, discoveries

and other

additions............ 1,635 - 1,635 83,777 -
Purchases of

properties........... 1,118 —— 1,118 65,672 ——
Sales of properties.... - - - - -
Production............. (3,643) —— (3,643) (66,634) ——
DECEMBER 31, 1998..... 15,171 - 15,171 422,277 -
Revisions of previous

estimates............ 499 —— 499 (4,359) ——
Extensions, discoveries

and other

additions............ 1,600 - 1,600 52,210 -
Purchases of

properties........... 6,780 7,000 13,780 60,517 ——
Sales of properties.... (926) —— (926) (3,112) ——
Production............. (3,487) (867) (4,354) (87,360) -
DECEMBER 31, 1999..... 19,637 6,133 25,770 440,173 -
Revisions of previous

estimates............ 1,264 866 2,130 (4,531) -
Extensions, discoveries

and other

additions............ 4,501 - 4,501 91,096 -
Purchases of

properties........... 1,487 —— 1,487 99,531 ——
Sales of properties.... (248) —— (248) (1,100) ——
Production............. (4,090) (1,616) (5,7006) (105, 4406) -
DECEMBER 31, 2000..... 22,551 5,383 27,934 519,723 -
Proved developed

reserves:

December 31, 1997.... 15,712 - 15,712 252,018 -

December 31, 1998.... 14,648 - 14,648 388,040 -

December 31, 1999.... 17,123 6,133 23,256 376,820 -

December 31, 2000.... 18,657 5,383 24,040 416,368 -
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NEWFIELD EXPLORATION COMPANY
SUPPLEMENTARY FINANCIAL INFORMATION
SUPPLEMENTARY OIL AND GAS DISCLOSURES —-—- UNAUDITED —-- (CONTINUED)

STANDARDIZED MEASURE OF DISCOUNTED FUTURE NET CASH FLOWS RELATING TO PROVED OIL
AND GAS RESERVES
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The following information has been developed utilizing procedures
prescribed by SFAS No. 69 "Disclosures about 0il and Gas Producing Activities"
and based on natural gas and crude o0il reserve and production volumes estimated
by the Company's petroleum engineering staff. It may be useful for certain
comparative purposes, but should not be solely relied upon in evaluating the
Company or its performance. Further, information contained in the following
table should not be considered as representative of realistic assessments of
future cash flows, nor should the Standardized Measure of Discounted Future Net
Cash Flows be viewed as representative of the current value of the Company.

The Company believes that the following factors should be taken into
account in reviewing the following information: (1) future costs and selling
prices will probably differ from those required to be used in these
calculations; (2) due to future market conditions and governmental regulations,
actual rates of production achieved in future years may vary significantly from
the rate of production assumed in the calculations; (3) a 10% discount rate may
not be reasonable as a measure of the relative risk inherent in realizing future
net oil and gas revenues; and (4) future net revenues may be subject to
different rates of income taxation.

Under the Standardized Measure, future cash inflows were estimated by
applying year—-end oil and gas prices to the estimated future production of
year—-end proved reserves. Future cash inflows were reduced by estimated future
development, abandonment and production costs based on year—-end costs in order
to arrive at net cash flow before tax. Future income tax expense has been
computed by applying year-end statutory tax rates to aggregate future pre-tax
net cash flows, for each year reduced by the tax basis of the properties
involved and tax carryforwards. Use of a 10% discount rate is required by SFAS
69.

Management does not rely solely upon the following information in making
investment and operating decisions. Such decisions are based upon a wide range
of factors, including estimates of probable as well as proved reserves and
varying price and cost assumptions considered more representative of a range of
possible economic conditions that may be anticipated.

F-33
37
NEWFIELD EXPLORATION COMPANY

SUPPLEMENTARY FINANCIAL INFORMATION
SUPPLEMENTARY OIL AND GAS DISCLOSURES ——- UNAUDITED —-- (CONTINUED)

The standardized measure of discounted future net cash flows relating to
proved oil and gas reserves is as follows:

U.S. AUSTRALIA TOTAL

(IN THOUSANDS)

2000
Future cash InflowWsS. ... u ettt ttteeeeeeeenneeeeenn $5,709,166 $135,192 $5,844,358
Less related future:
ProducCtion COSES .t it ittt ittt ittt et eaeeanns (426,987) (89,326) (516,313)
Development and abandonment costs............... (244,139) (16,320) (260,459)
Future net cash flows before income taxes......... 5,038,040 29,546 5,067,586
Future income tax eXPeNSE. .. ... eeeeeeeennneeennn (1,564,431) (8,864) (1,573,295)
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Standardized measure of future net cash flows

before discoUnt.....oiiiiiiii ittt it eeennnnn 3,473,609 20,682 3,494,291
10% annual discount for estimating timing of cash

F oW S e v e e e ettt et ettt ettt e e (820,256) (3,777) (824,033)
Standardized measure of discounted future net cash

T $2,653,353 $ 16,905 $2,670,258
1999
Future cash InflowsS. ...ttt eneeneeeeeeeeennnnns $1,552,273 $156,247 $1,708,520
Less related future:

ProducCtion COSES .t ittt ittt ittt ettt ieeneeanns (239,010) (95,252) (334,262)

Development and abandonment costs............... (205,402) (31,324) (236,726)
Future net cash flows before income taxes......... 1,107,861 29,671 1,137,532
Future income taxX EXPeNSE. .. ... eeeeeeennnneennn (214, 365) (9,871) (224,236)
Standardized measure of future net cash flows

before discount....... ittt teeennennnnn 893,496 19,800 913,296
10% annual discount for estimating timing of cash

T (180,431) (346) (180,777)
Standardized measure of discounted future net cash

F L OW S e v e e e ettt ettt et e ettt e e $ 713,065 $ 19,454 $ 732,519
1998
Future cash InflowsS. ...ttt nneeneeeeeeeeennnnns $1,047,290 $ - $1,047,290
Less related future:

ProducCtion COSES .t it ittt ittt it sttt eeeneeanns (203,717) —— (203,717)

Development and abandonment costs............... (162,005) —— (162,005)
Future net cash flows before income taxes......... 681,568 —— 681,568
Future income taxXx eXPeNSE. .. ... eeeeeeeennneeennn (122,304) —— (122,304)
Standardized measure of future net cash flows

before discount....... ittt tnnennnnn 559,264 —— 559,264
10% annual discount for estimating timing of cash

F oW S e v e e e ettt et ettt ettt e e e (108,108) - (108,108)
Standardized measure of discounted future net cash

F oW S e v e e e ettt et ettt e ettt et e e e $ 451,156 $ - $ 451,156
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NEWFIELD EXPLORATION COMPANY
SUPPLEMENTARY FINANCIAL INFORMATION
SUPPLEMENTARY OIL AND GAS DISCLOSURES —-—- UNAUDITED —-- (CONTINUED)
A summary of the changes in the standardized measure of discounted future
net cash flows applicable to proved oil and gas reserves 1is as follows:
U. AUSTRALTA TOTAL

(IN THOUSANDS)
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2000
Beginning of the period....... ... ... $ 713,065 $19,454 $ 732,519
Revisions of previous estimates:

Changes in prices and COSES. ..ttt ittt ittt eeennnn 1,866,958 (5,791) 1,861,167

Changes in quantities..... ...ttt eeennnn 18,849 6,680 25,529

Changes in future development COStsS........oiieieennnn.. - 15,004 15,004
Development costs incurred during the period............. 69,232 3,260 72,492
Additions to proved reserves resulting from extensions,

discoveries and improved recovery, less related

[0 =1 A= T 611,719 —— 611,719
Purchases of reserves in place........iiiiiiineeennennns 524,675 - 524,675
Accretion of discount...... .ottt ittt 88,414 2,915 91,329
Sales of oil and gas, net of production costs............ (413,165) (28,193) (441,358)
Net change 1in income taxesS. ... i ittt teeeeneennnn (1,023,931) 834 (1,023,097)
Production timing and other........ ... . i iinnenn.. 197,537 2,742 200,279
Net 1ncrease (dECTrEaSe) v v v i vttt it eeteeeeeeeeeeneeeeeenns 1,940,288 (2,549) 1,937,739
End of the period...... ...ttt $ 2,653,353 $16, 905 $ 2,670,258
1999
Beginning of the period....... it iennnnnns 451,156 S - 451,156
Revisions of previous estimates:

Changes in prices and COSES. ..ttt ittt ittt eennnn 229,539 - 229,539

Changes in quantities..... ...ttt eennnns (2,553) —— (2,553)

Changes in future development cCoOsSts........oiieieennn.. (4,069) —— (4,069)
Development costs incurred during the period............. 21,658 - 21,658
Additions to proved reserves resulting from extensions,

discoveries and improved recovery, less related

L =3 o= 100, 907 - 100, 907
Purchases of reserves in placCe.......iiiiiiiiinennnenens 145,515 33,225 178,740
Accretion of discount. .. ...ttt ittt 54,982 —— 54,982
Sales of oil and gas, net of production costs............ (220,420) (13,771) (234,191)
Net change in income taxXesS. ...ttt eeeeeneennnn (72,414) —— (72,414)
Production timing and other........ ... . iinnnnn.. 8,764 —— 8,764
J SR i I o Yt Y= = 261,909 19,454 281,363
End of the period...... ...ttt ittt 713,065 $19,454 732,519
1998
Beginning of the period....... ..t iennnnnn. 502,948 S - 502,948
Revisions of previous estimates:

Changes in prices and COSES. ..ttt ittt it eeennnn (226,749) - (226,749)

Changes in quantities..... ...ttt eeennnn 662 - 662

Changes in future development cCOSts........oiieieennnn.. 5,401 - 5,401
Development costs incurred during the period............. 55,153 - 55,153
Additions to proved reserves resulting from extensions,

discoveries and improved recovery, less related

[0 =3 A= T 117,837 —— 117,837
Purchases of reserves in placCe.......ii it eennnnens 48,889 —— 48,889
Accretion of discount...... .ottt ittt 65,467 —— 65,467
Sales of oil and gas, net of production costs............ (160, 340) —— (160, 340)
Net change in income taxesS. ...ttt teneeeeennnn 53,059 - 53,059
Production timing and other........ ... . i iinnnnn.. (11,171) —— (11,171)
Net dECrEAS e . i it ittt ittt ettt ettt et ettt et e e (51,792) —— (51,792)
End of the period. ... ..ttt ettt eeeeaaens 451,156 S —— 451,156
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39
REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To the Board of Directors of Newfield Exploration Company:

We have audited the accompanying consolidated balance sheet of Lariat
Petroleum, Inc. (a Delaware corporation) and subsidiary (the "Company") as of
December 31, 2000, and the related consolidated statements of operations,
changes in stockholders' equity and cash flows for the year then ended. These
financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements based on
our audit.

We conducted our audit in accordance with auditing standards generally
accepted in the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in
all material respects, the financial position of Lariat Petroleum, Inc. and
subsidiary as of December 31, 2000, and the results of their operations and
their cash flows for the year then ended, in conformity with accounting
principles generally accepted in the United States.

/s/ ARTHUR ANDERSEN LLP
Tulsa, Oklahoma
March 2, 2001
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LARIAT PETROLEUM, INC. AND SUBSIDIARY

CONSOLIDATED BALANCE SHEET
DECEMBER 31, 2000
(in thousands, except share and per share amounts)

ASSETS
Current assets:
Cash and cash equivalents. . ...ttt ittt ettt et eeeeeeeenaanns $ 1,190
Accounts receivable -
O1l And gasS SALlES . ittt ii ittt ettt et eeaeeeeeeeenaeeeeeeeaean 17,495
Joint operations and oOther..... ...ttt ittt eenenneenns 5,414
Prepaid expenses and other current assetsS.........cciiiiiiinnnnn. 2,096
Total CUrrent aSSEeL S .. it ittt ittt ittt et ee et eneeaeeens 26,195
Property and equipment, at cost:
0il and gas properties, full cost method........... ... 233,552
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[ o 1 s I 3,541
237,093

Less - accumulated depreciation, depletion and amortization....... 34,315
202,778

[ oL = = = = i 460
B o= T R = $229,433

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

REVENUE PAYAD L. ittt ittt ittt e ettt ettt e et aneeeeeeeeeenanaaeas $ 6,123
Accounts payable — trade. ... ..ttt ittt e e e e e e e 734
Accrued InteresSt ... ittt ittt e e e e e e e e e e e e e e 604
Natural gas 1mbalancCe. ...t i ittt ittt ettt teee e eeaneaaeenns 1,022
Other accrued liabilitiesS. ... it ittt ittt ettt ettt eeeeenenneean 8,380
Total current liabilities. ...ttt ittt eneennenns 16,863

Long-term debt to banks. ... ...t ittt ettt e 117,292
Stockholder subordinated notes payable....... .ttt 39,654
Deferred 1NCOME LaAXE S . v i i ittt eeteeeeeeeeeeeeeeeeeneeeeeeeeeneeaens 6,192

Commitments and contingencies

Stockholders' equity:
Common stock -
Series A, $0.01 par value, 370,000 shares authorized,
368,070 shares issued and outstanding............oiieieennnn.. 4
Series B, $0.01 par value, 463,250 shares authorized,
1,035 shares issued and outstanding...........c.ceeiiieeeennnnn. -

Additional paid-in capital... ...ttt ittt ittt et 40,456
Retailned earnings ..ttt ittt ettt ettt et e 8,972
Total stockholders' eqUity. ...ttt nneeeeeeeennn 49,432
Total liabilities and stockholders' equity................ $229,433

The accompanying notes are an integral part of this balance sheet.
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LARIAT PETROLEUM, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2000
(in thousands, except share and per share amounts)
011l AanNd GaAS SALES . i it ittt ittt et eeeeeeeeseeeeeanaeeeeneenenns $66,841

Operating expenses:

Lease Operating. . ...ttt it ittt et et 7,788
ProdUCELioNn LaAXE S . it ittt ittt ettt ettt e seeeeeeeneeeeeenens 5,356
Depreciation, depletion and amortization................... 17,998

40



Edgar Filing: NEWFIELD EXPLORATION CO /DE/ - Form 8-K

General and administrative....... .ttt ittt 7,070
Total operating EXPEeNSEeS .« v v ittt it nneeeeeeeenneeens 38,212
Income from oOperations. .. ..ttt ittt ettt 28,629

Other income (expense) :

Interest and other Income........ ..ttt enennnnennn 211
TNt EresSt EXPEN S . ¢ i it it ittt ettt et ettt aee e (11,811)
(11,600)

Income before 1ncome LaXesS ...ttt ittt teeeeneeoneeeeeenenn 17,029

Income taxes:

LGB = -
IS S a a =Y 6,192
6,192

L= S 15's ¥ 1= $10,837

Earnings per common share:

42
LARIAT PETROLEUM, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY

FOR THE YEAR ENDED DECEMBER 31, 2000
(in thousands, except share amounts)

SERIES A SERIES B RETAINED
COMMON STOCK COMMON STOCK ADDITIONAL EARNINGS /
———————————————————————————— PATD-IN (ACCUMULATED
SHARES VALUE SHARES VALUE CAPITAL DEFICIT)
BALANCE, December 31,
1999. . i 367,870 S 4 - S—— $40,205 $(1,263)
Exercise of stock
options........ 200 - 2,900 - 455 -
Repurchase and
cancellation
of shares...... —— —— (1,865) —— (204) (602)

$38,946

455

(806)
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Net income....... —— —— —— —— —— 10,837

BALANCE, December 31,

The accompanying notes are an integral part of this statement.
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LARIAT PETROLEUM, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2000
(in thousands)

Cash flows from operating activities:
L= S 15'e YY) 1= $ 10,837
Adjustments to reconcile net income to net cash
provided by operating activities -

Depreciation, depletion and amortization............. 17,998
Deferred 1NCOME LaAXES . it i ittt teeteeeeeeeeeeeeeeneean 6,192
Interest on stockholder subordinated notes........... 3,355
Gain on sale of non-oil and gas pProperty............. (19)
Other non-cash charges........iiiiiiiiiiiiiiinnnnnnn. 115
38,478

Changes in assets and liabilities -
Increase 1in receidvables. ... ..ttt it (15,978)
Increase in prepaid EXPeNSeS . .. vttt eeeeeeennnnn (49)
Increase in payables and accruals.........eeeeenn.. 6,272
Net cash provided by operating activities........ 28,723

Cash flows from investing activities:
Capital expenditures -

01l and gas ProOPErLieS . v i ittt ittt et ettt (79,212)

[ 5 w0 Sl (1,783)
Prepayment of drilling COSES. ...ttt (1,504)
Proceeds from sales of non-oil and gas property.......... 717
Net cash used in investing activities............ (81,782)

Cash flows from financing activities:

Proceeds from exercise of stock options.................. 455
Repurchase and cancellation of common stock.............. (806)
Advances on credit facility..... ittt 51,800
Payments on credit facility......o.uiiiiiiiiiiiiiiieeeenns (2,000)
Net cash provided by financing activities........ 49,449

Decrease in cash and cash equivalents............. ... (3,610)
Cash and cash equivalents, beginning of period............. 4,800

Cash and cash equivalents, end of period................... $ 1,190
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Supplemental information of cash paid during the year for:
LI o ot S = i $ 8,304

TNCOME LAXE S e v ottt e e e e e e e oneeeeseeeeenenseneeeeseeeneennanes $ -

The accompanying notes are an integral part of this statement.
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LARIAT PETROLEUM, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2000

1. ORGANIZATION AND BASIS OF PRESENTATION:

Lariat Petroleum, Inc. is an independent energy company engaged in the
exploration for and the development and production of natural gas and oil in the
continental United States, with a particular emphasis in the Mid-Continent
region. The Company's operations currently focus on the Anadarko and Arkoma
Basins of Oklahoma and the Permian Basin of Texas and New Mexico.

The consolidated financial statements include the accounts of Lariat
Petroleum, Inc. and its wholly owned subsidiary, Anadarko Geophysical
Exploration, L.L.C. (collectively, the "Company"). All significant intercompany
accounts and transactions have been eliminated in consolidation.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
Cash Equivalents

The Company considers all highly liquid investments with a maturity of three
months or less when purchased to be cash equivalents.

0il and Gas Properties

The Company uses the full cost method of accounting for its oil and gas
properties. Under this method, all acquisition, exploration and development
costs, including certain related employee costs, incurred for the purpose of
finding oil and gas are capitalized. Such amounts include the cost of drilling
and equipping productive wells, dry hole costs, lease acquisition costs, delay
rentals and costs related to such activities. Exclusive of field-level costs,
the Company capitalized approximately $2,288,000 of internal costs in 2000.
Costs, including related employee costs, associated with production and general
corporate activities are expensed in the period incurred. Sales of natural gas
and oil properties, whether or not being amortized currently, are accounted for
as adjustments of capitalized costs, with no gain or loss recognized unless such
adjustments would significantly alter the relationship between capitalized costs
and proved reserves of oil and gas.

The Company computes the provision for depreciation, depletion and
amortization ("DD&A") of oil and gas properties using the units of production
method based upon production and estimates of proved reserve quantities.
Unevaluated costs and related carrying costs are excluded from the amortization
base until the properties associated with these costs are evaluated. The
amortization base includes estimated future development costs and dismantlement,
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restoration and abandonment costs, net of estimated salvage values. DD&A per
equivalent Mcf of the Company's o0il and gas properties was $0.85 for the year
ended December 31, 2000.
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The Company excludes the costs directly associated with acquisition and
evaluation of unproved properties from the DD&A calculation until it is
determined whether or not proved reserves can be assigned to the properties.
These properties are assessed at least annually to ascertain whether an
impairment has occurred. Such costs are transferred into the amortization base
on an ongoing basis as projects are evaluated and proved reserves established or
impairment determined. As of December 31, 2000, the Company excluded
approximately $22,285,000 of costs related to unproved properties from the
amortization base, of which approximately $11,667,000, $6,976,000, $2,016,000
and $1,626,000 were incurred in 2000, 1999, 1998 and 1997, respectively. The
majority of the costs will be evaluated over the next two years.

The Company's unamortized costs of o0il and gas properties are limited to the
sum of the future net revenues attributable to proved oil and gas reserves using
unescalated prices in effect at year end, discounted at ten percent, plus the
lower of cost or fair value of any unproved properties, as adjusted for related
income tax effects (the "Full Cost Ceiling"). If the Company's unamortized costs
of oil and gas properties exceed the Full Cost Ceiling, the excess must be
charged to expense. The Company's capitalized costs were not in excess of the
Full Cost Ceiling at December 31, 2000.

Other Property and Equipment

Other property and equipment consists of automobiles, office furniture,
computer hardware and software and leasehold improvements. Depreciation of other
property and equipment is determined using the straight-line method based on
estimated useful lives ranging from three to seven years.

Revenue Payable

Amounts payable to royalty and working interest owners resulting from sales of
0il and gas from jointly owned properties are classified as revenue payable in
the accompanying financial statements.

Revenue Recognition

Natural gas revenues are recorded using the sales method. Under this method,
the Company recognizes revenues based on actual volumes of gas sold to
purchasers. The Company and other joint interest owners may sell more or less
than their entitlement share of the natural gas volumes produced. A liability is
recorded and revenue is deferred if the Company's excess sales of natural gas
volumes exceed its estimated remaining recoverable reserves.

46
Hedging

The Company uses hedges (swaps, floors, collars and forward sales) to reduce
the impact of o0il and natural gas price fluctuations and the impact of interest
rate fluctuation. Gains or losses from commodity swaps, floors and collars are
recognized as an adjustment to sales revenue when the related transactions being
hedged are finalized. Gains or losses from interest rate swaps are recognized as
an adjustment to interest expense when the interest from the period being hedged
is recognized. The cash flows from such agreements are included in operating

44



Edgar Filing: NEWFIELD EXPLORATION CO /DE/ - Form 8-K
activities in the statements of cash flows.

In June 1998, the Financial Accounting Standards Board issued Statement of
Financial Accounting Standards No. 133, Accounting for Derivative Instruments
and Hedging Activities, as amended in June 1999 by Statement No. 137, Accounting
for Derivative Instruments and Hedging Activities - Deferral of the Effective
Date of FASB Statement No. 133 and in June 2000 by Statement No. 138, Accounting
for Certain Derivative Instruments and Certain Hedging Activities - an amendment
of FASB Statement No. 133 ("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. 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.

SFAS 133 was originally effective for fiscal years beginning after June 15,
1999; however, Statement of Financial Accounting Standards No. 137, Accounting
for Derivative Instruments and Hedging Activities--Deferral of the Effective
Date of FASB Statement No. 133--An Amendment of FASB Statement No. 133 extended
implementation to fiscal years beginning after June 15, 2000. SFAS 133 cannot be
applied retroactively and must be applied to (a) derivative instruments and (b)
certain derivative instruments embedded in hybrid contracts that were issued,
acquired, or substantially modified after December 31, 1997.

SFAS 133, in part, allows special hedge accounting for "fair value" and "cash
flow" hedges. SFAS 133 provides that the gain or loss on a derivative instrument
designated and qualifying as a "fair value" hedging instrument as well as the
offsetting gain or loss on the hedged item attributable to the hedged risk be
recognized currently in earnings in the same accounting period. SFAS 133
provides that the effective portion of the gain or loss on a derivative
instrument designated and qualifying as a "cash flow" hedging instrument be
reported as a component of other comprehensive income and be reclassified into
earnings in the same period or periods during which the hedged forecasted
transaction affects earnings. The remaining gain or loss on the derivative
instrument, if any, must be recognized currently in earnings. SFAS 133 could
increase volatility in earnings and other comprehensive income.
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Note 6 presents the fair value of the derivatives held or issued by the
Company. SFAS 133 will require that those derivative instruments be recognized
in the Company's balance sheet at their fair value. The Company adopted SFAS 133
as of January 1, 2001. Upon adoption of SFAS 133, the Company recognized the
fair value of these instruments on the balance sheet through other comprehensive
income. The Company will then reclassify into earnings the gain or loss that is
recorded in accumulated other comprehensive income as the related physical
transactions occur. Had the Company adopted SFAS 133 as of December 31, 2000, a
loss of approximately $19,281,000 would have been recorded to other
comprehensive income.

Income Taxes

Deferred income taxes are provided on transactions which are recognized in
different periods for financial and tax reporting purposes. Such temporary
differences arise primarily from the deduction of certain oil and gas
exploration and development costs, which are capitalized for financial reporting
purposes, and differences in the methods of depreciation. Deferred tax assets
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may be reduced by a valuation allowance if, based on the weight of available
evidence, it is more likely than not that some portion or all of the deferred
tax assets will not be realized.

General and Administrative Expense

The Company receives fees for operation of jointly owned oil and gas
properties and records such reimbursements as reductions of general and
administrative expense. Such fees totaled approximately $671,000 in 2000.

Earnings Per Share

Basic earnings per common share were computed by dividing net income by the
weighted average number of shares outstanding during the period. Diluted
earnings per common share were computed assuming the exercise of all dilutive
options, as determined by applying the treasury stock method.

Concentration of Credit Risk

The Company's oil and gas sales are to a variety of purchasers, including
intrastate and interstate pipelines or their marketing affiliates, independent
marketing companies and major oil companies. In 2000, sales to three customers
accounted for approximately 22%, 19% and 13%, respectively, of total sales.
Management believes that the credit risk imposed by this concentration is offset
by the creditworthiness of the Company's customer base. The Company's joint
operations accounts receivable are from a large number of major and independent
0il and gas companies, partnerships, individuals and others who own interests in
the properties operated by the Company.

The counterparty to the financial hedge discussed in Note 6 is a large
commercial bank. The counterparties to the Company's physical hedges discussed
in Note 6 are large national marketing companies. The Company does not believe
that any of these counterparties represent a significant credit risk.
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Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with accounting
principles generally accepted in the United States requires management to make
estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities 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.
Significant estimates include depreciation, depletion and amortization of proved
0oil and gas properties. 0Oil and gas reserve estimates, which are the basis for
units of production DD&A and the Full Cost Ceiling, are inherently imprecise and
are expected to change as future information becomes available.

3. LONG-TERM DEBT:
Long-term Debt to Banks

The Company had a credit agreement with certain banks (the "Syndicated Credit
Agreement"). Total outstanding advances at December 31, 2000 were $117,292,000
at an average interest rate of 9.04%, considering the interest rate hedge
discussed in Note 6.

In connection with the transaction discussed in Note 12, on January 23, 2001,
all outstanding borrowings under the Syndicated Credit Agreement were repaid and
the Syndicated Credit Agreement was terminated.
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Stockholder Subordinated Notes Payable

On March 31, 1999, the Company entered into an agreement with its principal
stockholder for the issuance of subordinated notes in an amount up to
$38,500,000 (the "Note Purchase Agreement"). As of December 31, 2000, the
Company had issued subordinated notes totaling $34,000,000 under the Note
Purchase Agreement. The subordinated notes bore interest at an annual rate of 9%
through March 31, 2000 and bore interest at an annual rate of 10% thereafter.
Interest was payable at maturity.

In connection with the transaction discussed in Note 12, on January 23, 2001,
all outstanding principal and interest related to the stockholder subordinated
notes payable were repaid and the Note Purchase Agreement was terminated.
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4. CAPITAL STOCK:

The Company's common stock consisted of Series A and Series B shares. In the
event of liquidation, Series A stockholders had a preference of $100 per share
over Series B shareholders. Dividends were required to be declared and paid at
the same rate per share for both Series A and Series B common stock. The Series
A and Series B stockholders voted together as a single class, with each
receiving one vote per share. Each share of Series A common stock was
convertible into one share of Series B common stock at the option of the holder.
No Series A common shares were converted into Series B common shares.

Effective April 1, 1997, the Company adopted the Lariat Petroleum, Inc. 1997
Stock Option Plan (the "1997 Plan"). Under the 1997 Plan, up to 89,500 shares of
Series B common stock were available for issuance to key employees of the
Company .

The 1997 Plan was administered by the Compensation Committee of the Board of
Directors of the Company (the "Committee"). Subject to the terms of the 1997
Plan, the Committee had the authority to determine plan participants, the amount
of the awards to be granted and the terms, conditions and provisions of awards.
Options granted pursuant to the 1997 Plan could be, at the discretion of the
Committee, either incentive stock options or non-qualified stock options.
Options granted under the 1997 Plan had a ten-year term and provided for vesting
over five years.

In 1999, non-qualified stock options were granted to two non-management
directors of the Company to purchase 500 shares each of Series B common stock
under terms identical to those granted under the 1997 Plan.

The following is an analysis of all Series B option activity for 2000:

Weighted Average

Shares Exercise Price
Options outstanding, December 31, 1999..... 65,933 $168.66
Granted. . v ittt it e e e e e e e et 4,100 250.00
EXercCised. v it ittt ettt et et ettt e (2,900) 150.00
Cancelled. t v ittt ettt et et e e e e e (600) 168.75
Options outstanding, December 31, 2000..... 66,533 $181.02
Options exercisable, December 31, 2000..... 30,455 $169.15
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The exercise price of all options granted in 2000 was greater than the fair
market value of the stock on the date of grant. The weighted average fair value
of the options granted in 2000, based on the estimated value of the Company's
stock on the date of grant, was $0. The options outstanding at December 31,
2000, had exercise prices ranging from $150 to $250 and a weighted average
remaining contractual life of eight years.
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In 1997, the Company granted non-qualified options to two non-management
directors of the Company for the purchase of shares of Series A common stock.
Each of these outside directors received options to purchase 500 shares each of
Series A common stock at a price of $0.01 per share. A total of 800 of these
options were exercised, including 200 in 2000. Since the exercise price of these
options was less than the fair market value of the common stock on the date of
grant, the Company has recorded total compensation expense of approximately
$80, 000, including $20,000 in 2000.

The Company accounts for stock options under Accounting Principles Board
Opinion No. 25, Accounting for Stock Issued to Employees and has adopted the
disclosure-only provisions of Statement of Financial Accounting Standards No.
123, Accounting for Stock-Based Compensation ("SFAS 123"). Accordingly, the
compensation cost of $20,000 discussed above is the only compensation cost that
has been recognized by the Company in 2000 related to stock options. Had
compensation cost for these options been determined consistent with the
provisions of SFAS 123, the Company's net income for the year ended December 31,
2000, would have been reduced by approximately $169,000 and basic and diluted
earnings per share would have been reduced by $0.46 and $0.43, respectively.
Under SFAS 123, the fair value of each option granted is estimated on the date
of grant based on the difference between the fair market value of the common
stock and the present value of the exercise price. For purposes of the foregoing
calculation, a risk-free interest rate of approximately 5.8% and expected lives
of ten years.

On December 28, 2000, one option holder exercised 2,900 fully vested Series B
options with an exercise price of $150.00. The Company immediately repurchased
1,865 of these Series B common shares at a price of $432 per share and the
repurchased shares were cancelled.

In connection with the transaction discussed in Note 12, on January 23, 2001,
all of the Series B options outstanding became immediately vested and all of the
Series B options were exercised. The remaining 200 unvested Class A options
granted to the two non-management directors of the Company expired.

5. COMMITMENTS AND CONTINGENCIES:

The Company incurred expenses under an operating lease for its office space of
approximately $314,000 in 2000. The Company's future minimum commitments under
this lease at December 31, 2000 were approximately $389,000 in 2001, $418,000
in 2002 and $139,000 in 2003.

The Company is, from time to time, a party to certain legal actions and claims
arising in the ordinary course of business. While the outcome of these events
cannot be predicted with certainty, management does not expect these matters to
have a material adverse effect on the financial position, results of operations
or cash flows of the Company.
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6. FINANCIAL INSTRUMENTS AND OTHER COMMODITY CONTRACTS:

Price Risk Management

The Company periodically uses hedges to reduce the impact of oil and natural
gas price fluctuations on its operating results and cash flows. All of the
prices quoted below are net prices to the Company before the costs of gathering,
transportation, compression and fuel.

The Company has a fixed price natural gas sales contract in place under which
it has agreed to sell 9,000 MMBtu per day through May 31, 2001 at prices that
are fixed for each month of the contract. The prices that the Company will
receive under this contract range from $2.34 per MMBtu to $2.74 per MMBtu. The
Company also has a physical crude oil collar in place. Through April 30, 2001,
the Company will pay a purchaser a premium of $0.70 per Bbl for 1,000 Bbls per
day and is guaranteed a minimum price of $16.30 per Bbl and the purchaser is
guaranteed a maximum price of $20.85 per Bbl.

The Company also has three financial hedging arrangements in place. A
commercial bank is the counterparty to all of these arrangements. The Company
has entered into a costless collar agreement covering production of 10,000 MMBtu
of natural gas per day through May 31, 2001. The Company is guaranteed to
receive a minimum price of $2.27 per MMBtu and will receive no greater than
$2.685 per MMBtu. The Company has a natural gas price swap in place covering
10,000 MMBtu per day of natural gas production through March 2003. Under this
price swap agreement, the Company will receive a fixed price of $2.78 per MMBtu
through March 2001, $2.64 per MMBtu through March 2002 and $2.61 per MMBtu
through March 2003. In December 2000, the Company entered into another natural
gas price swap covering a total of 5 million MMBtu at various monthly volumes
from January 2001 through December 2001. The prices that the Company will
receive under this arrangement are fixed for each month and range from $5.00 per
MMBtu to $9.70 per MMBtu.

Interest Rate Risk Management

In May 2000, the Company entered into an interest rate swap with a bank to
reduce the impact of interest rate fluctuations on its operating results and
cash flows. Under the terms of this agreement, the Company receives a LIBOR rate
of 7.43% (before applicable margins) on $50,000,000 of its bank debt. This swap
expires on May 6, 2002.

Fair Value of Financial Instruments

The Company values financial instruments as required by Statement of Financial
Accounting Standards No. 107, Disclosures About Fair Value of Financial
Instruments. The Company's financial instruments consist of cash and cash
equivalents, accounts receivable, accounts payable and debt. The carrying amount
of cash and cash equivalents, accounts receivable and accounts payable
approximates fair value because of the short-term nature of these items. The
carrying amount of long-term debt to banks approximates fair value because the
terms of the debt are at market rates.
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The Company estimates the value of its subordinated notes payable based on the
estimated borrowing rates currently available to the Company for long-term loans
with similar terms and remaining maturities. The estimated fair value of the
Company's subordinated notes payable at December 31, 2000, was approximately
$42,134,000 compared with a carrying value of $39,654,000.
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The fair value of commodity hedges are the amount which the Company would
receive or be required to pay to terminate the hedge contract. At December 31,
2000, the fair value of the physical crude o0il collar was a liability of
approximately $637,000, the fair value of the fixed price natural gas sales
contract was a liability of approximately $7,363,000 and the fair value of the

financial natural gas price hedges was a liability of approximately $30,940,000.

The fair value of the interest rate hedge is the amount by which the fixed
interest rate differs from the quoted market rate. At December 31, 2000, the
fair value of the interest rate swap was a liability of approximately $616,000.

7. INCOME TAXES:

The Company accounts for income taxes under Statement of Financial Accounting
Standards No. 109, Accounting for Income Taxes ("SFAS 109"). SFAS 109 requires
an asset and liability approach to accounting for income taxes. Under SFAS 109,
deferred income taxes reflect the net tax effects of (1) temporary differences
between the carrying amount of assets and liabilities for financial reporting
purposes and the amounts used for income tax purposes, and (2) operating loss
and tax credit carryforwards.

The significant items giving rise to the deferred income tax assets and
liabilities at December 31, 2000, are as follows (in thousands) :

Deferred Tax Liabilities:
Differences between book and tax basis of property..... $21,407

Deferred Tax Assets:

Net operating loss carryforwards ("NOLs").............. 13,018

Accrued interest on stockholder subordinated notes..... 2,150

[l o L 47

15,215

Net Deferred Tax Liability. ..o ee e e e ettt eeeeennneeeenns $ 6,192
F-49
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A reconciliation of the Federal statutory income tax rate to the effective
rate is as follows:

Statutory income tax rate........i ittt ittt 35.0 %
State 1NCOME LaAX . i i it ittt ittt ettt ettt eaeeeeeeeeeannens 3.9
Permanent differences. ... ...ttt iit et enneeeens 0.2
Utilization of NOLs not previously benefited.............. (2.7)
36.4 %

At December 31, 2000, the Company had an estimated net operating loss
carryforward of approximately $33,465,000, which is available to offset taxable

income in future years. The net operating loss carryforward will begin to expire

in 2011.
8. SIGNIFICANT ACQUISITIONS:

On March 31, 2000, the Company acquired certain oil and gas properties in
Oklahoma, Texas, New Mexico, Kansas and Colorado for approximately $31,500,000
in cash. If this acquisition had been consummated as of January 1, 2000, the
Company's unaudited pro forma revenues and net income for the year ended
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December 31, 2000, would have been as shown below; however, such pro forma
information is not necessarily indicative of what actually would have occurred
had the transaction occurred on such date.

(unaudited)
Revenues (in thoUsands) .. v v it ittt ittt e et teteeeeeeennn 568,832
Net dncome (in thousands) .. .. ..ttt it eeenennn 10,833
Earnings per share
2= 1 29.44
5 oY 27.47
9. OTHER ACCRUED LIABILITIES:
Other accrued liabilities consisted of the following at December 31, 2000 (in
thousands) :
Lease Operating EXPENSES . v v vttt ittt ettt teeeeeeeeeenneeeens $1,416
Compensation and benefits. ... ...ttt eennnnnns 1,844
Capital expenditUres. ...ttt ittt ettt ettt eeeaaeens 4,777
L o 343
$8,380
F-50
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10. QUARTERLY RESULTS (UNAUDITED) :

The following is a summary of the quarterly results of operations for

ended December 31, 2000 (in thousands) :

11.

March 31 June 30 Sept. 30 Dec. 31

REVENUES . v v v vt e e e eennnnns $11,945 $15,551 $16,691 $22,654
Operating income.......... 4,703 6,276 6,668 10,982
Net income................ 2,062 2,053 2,136 4,586
Earnings per share
BasiC...vieiiieinennn. 5.60 5.58 5.80 12.46
Diluted........coooo... 5.24 5.22 5.41 11.59

the year

SUPPLEMENTAL FINANCIAL INFORMATION FOR OIL AND GAS PRODUCING ACTIVITIES:

Capitalized Costs and Costs Incurred Relating to Oil and Gas Producing
Activities

The Company's net investment in oil and gas properties at December 31,

was as follows (in thousands) :

Proved properties being amortized........ ...t $211,267
Unproved properties not being amortized.................. 22,285
Total capitalized COSLS. ittt it ittt ittt e eeieeeeenn 233,552
Less - accumulated depreciation, depletion and
P11 L0 T ulls I/ il I o'oY 32,892
Net capitalized COSES. ittt ittt ettt st eenneeeenns $200, 660

(exclusive of general support facilities) in the Company's oil and gas
activities during 2000 (in thousands) :

2000,

The following sets forth certain information with respect to costs incurred
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Acquisitions:
Proved PropPerLiesS . @ittt ettt sttt $32,891
Unproved Properties . @ittt ettt ettt 8,089
g o T @ B o= w2 3,868
ID O RY T e} 03 (1 o i 38,772
Total costs IncuUrred. . ... i ittt ettt et $83, 620
F-51
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Estimated Quantities of Proved 0Oil and Gas Reserves (unaudited)

Proved reserves are estimated quantities of crude o0il, natural gas and natural
gas liquids which geological and engineering data demonstrate with reasonable
certainty to be recoverable in future years from known reservoirs under existing
economic and operating conditions. Proved developed reserves are those which are
expected to be recovered through existing wells with existing equipment and
operating methods. The following is an analysis of the Company's proved oil and
gas reserves, all of which are located in the United States:

0il Gas
(MBb1ls) (MMcf)
Proved reserves at December 31, 1999............ 8,271 125,031
Revisions of previous estimates................. (1,201) 17,224
Extensions, discoveries and other additions..... 1,742 36,922
ProdUChiomn . v it it it e e e e e e e e e e e e e e e e e e e e (701) (16,138)
Purchase of reserves in place........ouiennn.. 1,613 36,263
Sales of reserves 1n place......ii it ennnn. (14) (165)
Proved reserves at December 31, 2000............ 9,710 199,137
Proved developed reserves at December 31, 2000... 7,414 166,192

Standardized Measure of Discounted Future Net Cash Flows Relating to Proved 0Oil
and Gas Reserves (unaudited)

The Standardized Measure of Discounted Future Net Cash Flows Relating to

Proved 0il and Gas Reserves ("Standardized Measure") is a disclosure requirement
under Statement of Financial Accounting Standards No. 69, Disclosures About 0il
and Gas Producing Activities ("SFAS 69"). The Standardized Measure does not

purport to present the fair market value of proved oil and gas reserves. This
would require consideration of expected future economic and operating conditions
which are not taken into account in calculating the Standardized Measure.

Under the Standardized Measure, future cash inflows were estimated by applying
year end prices, adjusted for fixed and determinable escalations, to the
estimated future production of year end proved reserves. Future cash inflows
were reduced by estimated future production, development and abandonment costs
based on year end costs to determine pre-tax cash inflows. Future income taxes
were computed by applying the statutory tax rate to the excess of pre-tax cash
inflows over the Company's tax basis in the associated proved oil and gas
properties. Future net cash inflows after income taxes were discounted using a
10 percent annual discount rate to arrive at the Standardized Measure.
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Set forth below is the Standardized Measure relating to proved oil and gas
reserves at December 31, 2000 (in thousands) :

Future Cash INnfloWsS . i i ittt ittt ettt ettt enneeaes $2,044,766
Future production COStS. . ittt ittt ittt et e eeeeeenn 349,913
Future development and abandonment costs................. 42,503
Future net cash inflows before income tax expense........ 1,652,350
Future 1ncCome taX EXPeNSE . .. it ieeeeeenneeeeeeennneeeens 581,872
Future net cash f£loWsS ...ttt ittt ettt et eeteeeeneean 1,070,478
10 percent annual discount for estimated timing of

[ 1= o N I 72 Y 532,784

Standardized Measure of discounted future net cash

Changes in Standardized Measure of Discounted Future Net Cash Flows Relating to
Proved 0Oil and Gas Reserves (unaudited)

The following is an analysis of the changes in the Standardized Measure during
2000 (in thousands) :

Standardized Measure, December 31, 1999...........0.0.cuc... $125,339
Increases (decreases) -
Sales, net of production costs..... ..ot (52,269)
Net change in sales price, net of production costs...... 382,075
Discoveries and extensions, net of related future
development and production costsS.........cooiiiieieenn. 179,279
Changes in estimated future development costs........... 6,473
Development costs incurred..........oiiiiiiiineeeeennnnns 7,658
Revisions of previous quantity estimates................ 31,834
Accretion of discoUunt.....c.o ittt ittt 16,059
Net change in income taxXesS. ...t iii e eeeneneennn (232,047)
Purchase of reserves in place........iiiiiiiineeeeennnnns 148,521
Sales of reserves 1n pPlacCe. ...ttt ttneeeeeeeenns (102)
Timing of production of reserves and other.............. (75,126)
Standardized Measure, December 31, 2000........00cuiueuueen. $537,694

12. SUBSEQUENT EVENT:

On January 23, 2001, Newfield Exploration Company ("Newfield") acquired all of
the capital stock of the Company by merging the Company with and into Newfield
Exploration Mid-Continent Inc., a wholly owned subsidiary of Newfield. The total
consideration for the acquisition was approximately $333 million, including the
assumption of debt and certain other obligations of the Company. The total
consideration consisted of approximately 1.9 million shares of Newfield's stock
with a value, based on the closing price on January 22, 2001, of approximately
$68 million and approximately $265 million in cash.
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NEWFIELD EXPLORATION COMPANY
PRO FORMA COMBINED FINANCIAL STATEMENTS (Unaudited)

The following unaudited pro forma combined statements of income of Newfield
Exploration Company ("Newfield") for the six months ended June 30, 2001 and the
year ended December 31, 2000 give effect to the acquisition of Lariat Petroleum,
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Inc. ("Lariat Petroleum") on January 23, 2001 in a transaction accounted for as
a purchase, as if the acquisition had occurred on January 1, 2000. Newfield's
historical balance sheet as of June 30, 2001 reflects the acquisition of Lariat
Petroleum and therefore, no pro forma balance sheet has been provided. Such
allocation resulted in $438 million recorded to oil and gas properties (an
increase of $235 million compared to the historical book value of Lariat
Petroleum's o0il and gas properties at December 31, 2000).

Also included in the unaudited pro forma combined statement of income for the
year ended December 31, 2000 are adjustments that give effect to the acquisition
of three producing properties in South Texas from Headington 0Oil Company L.P. in
a transaction accounted for as a purchase (the "Headington Properties"). The
Headington acquisition closed on February 25, 2000. The purchase price of the
Headington Properties is included in the historical balance sheet of Newfield in
the accompanying unaudited pro forma combined balance sheet as of December 31,
2000 and its results of operations from February 25, 2000 through December 31,
2000 are included in the historical results for Newfield in the accompanying
unaudited pro forma combined statement of operations for the period ended
December 31, 2000.

These unaudited pro forma financial statements should be read in conjunction
with the historical financial statements and notes thereto of Newfield and
Lariat Petroleum included in this Current Report on Form 8-K and are not
necessarily indicative of the results that actually would have occurred had the
transaction been in effect on the dates or for the periods indicated, or of
results that may occur in the future.
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NEWFIELD EXPLORATION COMPANY
PRO FORMA COMBINED STATEMENT OF INCOME (Unaudited)
(In thousands, except share and per share data)
Six Months Ended June 30, 2001
Newfield Lariat Pro Forma
Historical Petroleum(A) Adjustments Pro For
0il and gas revenues. . . . .« « « & o « o« o . . $410,073 $ 5,642 $415,7
Operating expenses:
Lease operating . . . . . . . . . . . . . . .. 43,574 1,417 44,9
Production and other taxes. . . . . . . . . . . 12,581 12,5
Transportation. . . . . . . . . . . . . . . .. 2,825 2,8
Depreciation, depletion and amortization. . . . 132,723 1,271 $1,007 (B) 135, 0
General and administrative (includes non-cash
stock compensation of $1,298) . . . . . . . . 23,224 806 24,0
Total operating expenses. . . . . . . .« . « . . 214,927 3,494 219, 4
Income from operations. . . . . . . . . . . . . 195,146 2,148 196, 2
Other income (expenses) . . . . .« « « « « « .« . (8,838) (447) (989) (C) (10,2
Income before income taxes. . . . . . . . . . . 186,308 1,701 186, 0
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Income tax provision. . . . . . . . . . . . . . 66,426 622 (699) (D) 66, 3
Income from operations before cumulative
effect of change in accounting principle. . . $119,882 $1,079 $119,06

Basic earning per common share before
cumulative effect of change in
accounting principle. . . . . . . . . . . . . $2.70 $2.

Diluted earning per common share before
cumulative effect of change in
accounting principle. . . . . . . . . . . . . $2.50 $2.

Weighted average number of shares
outstanding for basic earnings per share . . . 44,387,863 247,849 (E) 44,635,7

Weighted average number of shares
outstanding for diluted earnings per share . . 49,098,805 247,849 (E) 49,346, 6

The accompanying notes are an integral part of the unaudited pro fo
combined financial statements.
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NEWFIELD EXPLORATION COMPANY
NOTES TO PRO FORMA COMBINED FINANCIAL STATEMENTS (Unaudited)

The pro forma adjustments for the pro forma combined statement of income for the
six months ended June 30, 2001 are described as follows:

(A) Reflects the historical revenues and expenses of Lariat Petroleum from
January 1, 2001 through January 23, 2001.

(B) Reflects incremental depreciation, depletion and amortization based on the
step-up to estimated fair value of the producing oil and gas properties
acquired. Depreciation, depletion and amortization was calculated on the
unit-of-production method based on pro forma capitalized costs and
estimated future development, dismantlement and abandonment costs and
estimates of total pro form proved reserves.

(C) Reflects incremental interest expense on approximately $265 million of
borrowings under Newfield's credit facility for the period from January 1,
2001 through January 23, 2001 that were used to fund a portion of the
Lariat Petroleum purchase price. The calculation reflects the impact of
using a portion of the proceeds to retire approximately $157 million in
long-term obligations of Lariat Petroleum as if the retirement had occurred
on January 1, 2000 and assumes interest is capitalized on $45.3 million of
unproved properties.

A 1/8 percent variance in the assumed interest rate would change total pro
forma interest expense by approximately $17,000.

(D) Reflects pro forma adjustments to the income tax provision, assuming a 35
percent rate, based on the change in net pre-tax income.

(E) Reflects the weighted average impact of the issuance of 1,906,350 shares of
Newfield stock to fund a portion of the purchase price of Lariat Petroleum
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on January 23, 2001 as if the acquisition had occurred on January 1, 2000.

60

NEWFIELD EXPLORATION COMPANY

PRO FORMA COMBINED STATEMENT OF INCOME

(Unaudited)

(In thousands, except share and per share data)

0il and gas revenues.

Operating expenses:

Lease operating ..
Production and other taxes.
Transportation. . . .

Depreciation, depletion and amortization.
General and administrative (includes non-cash

stock compensation of $3,047)
Stock compensation.

Total operating expenses.
Income from operations.
Other income (expenses)
Income before income taxes.

Income tax provision.

Income from operations before cumulative
effect of change in accounting principle.

Basic earning per common share before

cumulative effect of change in
accounting principle.

Diluted earning per common share before

cumulative effect of change in
accounting principle.

Weighted average number of shares

outstanding for basic earnings per share

Weighted average number of shares

outstanding for diluted earnings per share

Year Ended December 31

Newfield

Historical

$526, 642

65,372
10,288
5,984
191,182

32,587

221,229

(16,540)

Headington
Properties

Pro Forma
Adjustments Pro Forma Pe

$532, 142

65,878
10,288
5,984
193,634

32,587

223,771

(958) (G) (17,498)

554 (D) 70,534

The accompanying notes are an integral part of the unaudited pro fo
combined financial statements.
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NEWFIELD EXPLORATION COMPANY
NOTES TO PRO FORMA COMBINED FINANCIAL STATEMENTS (Unaudited)

The pro forma adjustments for the pro forma combined statement of income for
the year ended December 31, 2000 are described as follows:

(A)

Reflects the historical revenues and expenses of Lariat Petroleum for the
year ended December 31, 2000.

Reflects incremental depreciation, depletion and amortization based on the
step-up to estimated fair value of the producing oil and gas properties
acquired. Depreciation, depletion and amortization was calculated on the
unit-of-production method based on pro forma capitalized costs and
estimated future development, dismantlement and abandonment costs and
estimates of total pro forma proved reserves.

Reflects incremental interest expense on approximately $265 million of
borrowings under Newfield's credit facility that were used to fund a
portion of the Lariat Petroleum purchase price. The calculation reflects
the impact of using a portion of the proceeds to retire approximately $157
million in long-term obligations of Lariat Petroleum as if the retirement
had occurred on January 1, 2000 and assumes interest is capitalized on
$45.3 million of unproved properties. The applicable interest rate on the
credit facility was 7.31% at December 31, 2000.

A 1/8 percent variance in the assumed interest rate would change total pro
forma interest expense by approximately $275,000.

Reflects pro forma adjustments to the income tax provision, assuming a 35
percent rate, based on the change in net pre-tax income.

Reflects the issuance of 1,906,530 shares of Newfield stock to fund a
portion of the purchase price of Lariat Petroleum as if the acquisition
had occurred on January 1, 2000.

Reflects the historical revenues and operating expenses of the Headington
Properties for January 1, 2000 through February 25, 2000.

Reflects additional interest expense for the period from January 1, 2000
through February 25, 2000, the closing date of the Headington Properties
acquisition, of $1.2 million (less capitalized interest of $0.2 million for
the portion of the purchase price allocated to unproved properties) as if
the Company incurred borrowings of approximately $110 million under its
credit facility to fund a portion of the Headington Properties purchase
price. The applicable interest rate on the credit facility was 7.31% at
December 31, 2000.

A 1/8 percent variance in the assumed interest rate would change total pro
forma interest expense by approximately $21,000.

NEWFIELD EXPLORATION COMPANY
PRO FORMA COMBINED SUPPLEMENTARY OIL AND GAS DISCLOSURES (Unaudited)
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The following pro forma estimated reserve quantities show the effect of the
acquisition of Lariat Petroleum as of December 31, 2000:

Lariat
Historical Petroleum Pro Forma

December 31, 2000:
Proved:

0il and condensate (MBbls). . . . . 27,934 9,710 37,644

Gas (MMcf). . . . . . . . . . . . . 519,723 199,137 718,860
Proved developed:

0il and condensate (MBbls). . . . . 24,040 7,414 31,454

Gas (MMcf). . . . . . . . . . . . . 416,368 166,192 582,560
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NEWFIELD EXPLORATION COMPANY
PRO FORMA COMBINED SUPPLEMENTARY OIL AND GAS DISCLOSURES (Unaudited)

The following pro forma estimated standardized measure of discounted future
net cash flows shows the effect of the acquisition of Lariat Petroleum as of
December 31, 2000:

Lariat
Historical Petroleum Pro Forma

(in thousands of dollars)

December 31, 2000:

Future cash inflows. . . . . . . . . . . . . . . . $5,844,358 $2,044,7¢66 $7,889,124
Less related future:
Production costs . . . . . . . . . . . . . . . (516,313) (349,913) (866,226)
Development and abandonment costs. . . . . . . (260,459) (42,503) (302, 962)
Future net cash flows before income taxes. . . . . 5,067,586 1,652,350 6,719,936
Future income tax expense. . . . . . . . . . . . . (1,573,295) (581,872) (2,155,167)

Standardized measure of discounted future

net cash flows before income taxes. . . . . . . . 3,494,291 1,070,478 4,564,769
10% annual discount for estimating timing of
cash flows. . . . . . . . . . . . . . ... (824,033) (532,784) (1,356,817)

Standardized measure of discounted future
net cash flows. . . . . . . . . . . . . . . . . . $2,670,258 $537,694 $3,207,952
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EXHIBIT INDEX
Exhibit No.

23.1 Consent of PricewaterhouseCoopers LLP

23.2 Consent of Arthur Andersen LLP
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