






Secretary from September 2003 to June 2004. He was previously a Senior Executive Officer with two
New York Stock Exchange traded companies, including serving as General Counsel of ExpressJet
Holdings, Inc. from April 2002 until September 2003. Prior to that time, Mr. Wombwell was a partner at
the national law firm of Andrews Kurth LLP with a practice focused on representing public companies
with respect to corporate and securities matters.

Item 11. Executive Compensation

Information regarding executive compensation will be included in an amendment to this Form 10-K
or in the proxy statement for the 2008 annual meeting of stockholders and is incorporated by reference
to this report.

Item 12. Security Ownership Of Certain Beneficial Owners And Management And Related
Stockholder Matters

Information regarding beneficial ownership will be included in an amendment to this Form 10-K or
in the proxy statement for the 2008 annual meeting of stockholders and is incorporated by reference to
this report.

Item 13. Certain Relationships And Related Transactions, And Director Independence

Information regarding certain relationships and related transactions will be included in an
amendment to this Form 10-K or in the proxy statement for the 2008 annual meeting of stockholders
and is incorporated by reference to this report.

Item 14. Principal Accounting Fees And Services

Information regarding principal accounting fees and services will be included in an amendment to
this Form 10-K or in the proxy statement for the 2008 annual meeting of stockholders and is
incorporated by reference to this report.
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Thomas A. Fry, III, age 63, Director since November 2007. He was also a director of Pogo from
2004 to November 2007. He has been the President of National Ocean Industries Association (“NOIA”)
since December 2000. Before joining NOIA, Mr. Fry served as the Director of the Department of
Interior’s Bureau of Land Management and has also served as the Director of the Minerals
Management Service.

Robert L. Gerry III, age 70, Director since May 2004. He was also a director of Nuevo from 1990
to May 2004. Mr. Gerry currently serves as a director of Integrity Bank. He has been chairman and
chief executive officer of Vaalco Energy, Inc., a publicly traded independent oil and gas company which
does not compete with PXP, since 1997. From 1994 to 1997, Mr. Gerry was vice chairman of Nuevo.
Prior to that, he was president and chief operating officer of Nuevo since its formation in 1990.
Mr. Gerry also currently serves as a trustee of Texas Children’s Hospital.

Charles G. Groat, age 67, Director since November 2007. He was also a director of Pogo from
2005 to November 2007. Dr. Groat currently serves as the Director of the Center for International
Energy and Environment Policy and as the Director of the Energy and Earth Resources Graduate
Program at the University of Texas at Austin. Before joining the University of Texas at Austin, Dr. Groat
served for more than six years as Director of the U.S. Geological Survey, having been appointed by
President Clinton and retained by President Bush.

John H. Lollar, age 69, Director since September 2002. He also was a director of Plains
Resources from 1995 to December 2002. He has been the Managing Partner of Newgulf Exploration
L.P. since December 1996. He is also a director of Lufkin Industries, Inc., a manufacturing firm, where
he is a member of the Compensation Committee and Chairman of the Audit Committee. Mr. Lollar was
Chairman of the Board, President and Chief Executive Officer of Cabot Oil & Gas Corporation from
1992 to 1995, and President and Chief Operating Officer of Transco Exploration Company from 1982
to 1992.

Executive Officers

James C. Flores, age 48, Chairman of the Board, President and Chief Executive Officer and a
Director since September 2002. He has been Chairman of the Board and Chief Executive Officer of
PXP since December 2002, and President since March 2004. He was also Chairman of the Board of
Plains Resources, Inc. (“Plains Resources,” now known as Vulcan Energy Corporation) from May 2001
to June 2004 and is currently a director of Vulcan Energy. He was Chief Executive Officer of Plains
Resources from May 2001 to December 2002. He was Co-founder as well as Chairman, Vice
Chairman and Chief Executive Officer at various times from 1992 until January 2001 of Ocean Energy,
Inc., an oil and gas company.

Doss R. Bourgeois, age 50, Executive Vice President—Exploration and Production since June
2006. He was PXP’s Vice President of Development from April 2006 to June 2006. He was also
PXP’s Vice President Eastern Development Unit from May 2003 to April 2006. Prior to that time,
Mr. Bourgeois was Vice President from August 1993 to May 2003 at Ocean Energy, Inc.

Winston M. Talbert, age 45, Executive Vice President and Chief Financial Officer since June
2006. He joined PXP in May 2003 as Vice President Finance & Investor Relations and in May 2004,
Mr. Talbert became Vice President Finance & Treasurer. Prior to joining PXP, Mr. Talbert was Vice
President and Treasurer at Ocean Energy, Inc. from August 2001 to May 2003 and Assistant Treasurer
from October 1999 to August 2001.

John F. Wombwell, age 46, Executive Vice President, General Counsel and Secretary since
September 2003. He was also Plains Resources’ Executive Vice President, General Counsel, and
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Secretary from September 2003 to June 2004. He was previously a Senior Executive Officer with two
New York Stock Exchange traded companies, including serving as General Counsel of ExpressJet
Holdings, Inc. from April 2002 until September 2003. Prior to that time, Mr. Wombwell was a partner at
the national law firm of Andrews Kurth LLP with a practice focused on representing public companies
with respect to corporate and securities matters.

Item 11. Executive Compensation

Information regarding executive compensation will be included in an amendment to this Form 10-K
or in the proxy statement for the 2008 annual meeting of stockholders and is incorporated by reference
to this report.

Item 12. Security Ownership Of Certain Beneficial Owners And Management And Related
Stockholder Matters

Information regarding beneficial ownership will be included in an amendment to this Form 10-K or
in the proxy statement for the 2008 annual meeting of stockholders and is incorporated by reference to
this report.

Item 13. Certain Relationships And Related Transactions, And Director Independence

Information regarding certain relationships and related transactions will be included in an
amendment to this Form 10-K or in the proxy statement for the 2008 annual meeting of stockholders
and is incorporated by reference to this report.

Item 14. Principal Accounting Fees And Services

Information regarding principal accounting fees and services will be included in an amendment to
this Form 10-K or in the proxy statement for the 2008 annual meeting of stockholders and is
incorporated by reference to this report.
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PART IV

Item 15. Exhibits, Financial Statement Schedules

(a) (1) and (2) Financial Statements and Financial Statement Schedules

See “Index to Consolidated Financial Statements” set forth on Page F-1.

(a) (3) Exhibits

Exhibit
Number Description

2.1 Agreement and Plan of Merger, dated July 17, 2007, by and among Plains Exploration &
Production Company, PXP Acquisition LLC and Pogo Producing Company (incorporated by
reference to Exhibit 2.1 to the Company’s Current Report on Form 8-K filed July 18, 2007,
File No. 1-31470).

2.2 Purchase and Sale Agreement dated December 14, 2007, by and among Plains
Exploration & Production Company, Plains Resources Inc., PXP Hell’s Gulch LLC, PXP
East Plateau LLC, PXP Brush Creek LLC, PXP Piceance LLC, Pogo Producing Company
LLC, Pogo Panhandle 2004 LP and Latigo Petroleum Texas LP, and OXY USA Inc.
(incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K
filed December 17, 2007, File No. 1-31470 (the “December 17, 2007 Form 8-K”)).

2.3 Asset Purchase & Sale Agreement between Plains Exploration & Production Company and
Laramie Energy, LLC, dated April 18, 2007 (incorporated by reference to Exhibit 10.1 to the
Company’s Current Report on Form 8-K filed April 24, 2007, File No. 1-31470 (the “April 24,
2007 Form 8-K”)).

2.4 Membership Interests Purchase & Sale Agreement between Plains Exploration &
Production Company and Laramie Energy, LLC, dated as of April 18, 2007 (incorporated by
reference to Exhibit 10.2 to the April 24, 2007 Form 8-K.

2.5 Amendment to Purchase and Sale Agreement dated as of September 29, 2006, by and
among Plains Exploration & Production Company, PXP Gulf Coast Inc., PXP Texas Limited
Partnership, Brown PXP Properties, LLC, PXP Louisiana L.L.C., and PXP Texas, Inc. and
Vintage Production California LLC, Occidental of Elk Hills, Inc., Occidental Permian Ltd.,
Oxy USA Inc. and Occidental International Oil & Gas Ltd. (incorporated by reference to
Exhibit 10.1 to the Company’s Current Report on Form 8-K filed October 4, 2006, File No.
1-31470).

2.6 Purchase and Sale Agreement dated as of September 15, 2006, and effective as of
September 1, 2006, between Plains Exploration & Production Company and Statoil Gulf of
Mexico LLC (incorporated by reference to Exhibit 99.2 to the Company’s Current Report on
Form 8-K filed September 18, 2006, File No. 1-31470).

2.7 Purchase and Sale Agreement dated as of August 6, 2006, and effective as of October 1,
2006, by and among Plains Exploration & Production Company, PXP Gulf Coast Inc., PXP
Texas Limited Partnership, and Brown PXP Properties, LLC, and Vintage Production
California LLC, Occidental of Elk Hills, Inc., Occidental Permian Ltd., Oxy USA Inc., and
Occidental International Oil & Gas Ltd. (incorporated by reference to Exhibit 99.2 to the
Company’s Current Report on Form 8-K filed August 8, 2006, File No. 1-31470).

3.1 Certificate of Incorporation of Plains Exploration & Production Company (incorporated by
reference to Exhibit 3.1 to the Company’s Amendment No. 2 to Registration Statement on
Form S-1 (file no. 333-90974) filed on October 3, 2002 (the “Amendment No. 2 to Form
S-1”)).

63



Exhibit
Number Description

3.2 Certificate of Amendment to the Certificate of Incorporation of Plains Exploration &
Production Company dated May 14, 2004 (incorporated by reference to Exhibit 3.1 to the
Company’s Quarterly Report on Form 10-Q for the period ending June 30, 2004, File No.
1-31470).

3.3* Certificate of Amendment to the Certificate of Incorporation of Plains Exploration &
Production Company dated November 6, 2007.

3.4 Bylaws of Plains Exploration & Production Company (incorporated by reference to
Exhibit 3.2 to the Amendment No. 2 to Form S-1).

4.1 Indenture, dated as of March 13, 2007, among Plains Exploration & Production Company,
the Subsidiary Guarantors parties thereto, and Wells Fargo Bank, N.A., as Trustee
(incorporated by reference to Exhibit 4.1 to the Company’s Current Report on Form 8-K
filed March 13, 2007, File No. 1-31470 (the “March 13, 2007 Form 8-K”)).

4.2 First Supplemental Indenture, dated March 13, 2007, to the Indenture dated as of
March 13, 2007, among Plains Exploration & Production Company, the Subsidiary
Guarantors parties thereto, and Wells Fargo Bank, N.A., as Trustee (including form of 7%
Senior Note) (incorporated by reference to Exhibit 4.2 to the March 13, 2007 Form 8-K).

4.3* Second Supplemental Indenture, dated as of June 5, 2007, to the Indenture dated as of
March 13, 2007, among Plains Exploration & Production Company, Plains Resources Inc.,
PXP East Plateau LLC, PXP Brush Creek LLC, PXP CV Pipeline LLC, PXP Hell’s Gulch
LLC, PXP Piceance LLC, the Subsidiary Guarantors parties thereto, and Wells Fargo Bank,
N.A., as Trustee.

4.4 Third Supplemental Indenture, dated as of June 19, 2007, to Indenture dated as of
March 13, 2007, among Plains Exploration & Production Company, the Subsidiary
Guarantors parties thereto, and Wells Fargo Bank, N.A., as Trustee (including form of
73⁄4% Senior Note) (incorporated by reference to Exhibit 4.2 to the Company’s current
Report on Form 8-K filed June 19, 2007, File No. 1-31470).

4.5* Fourth Supplemental Indenture, dated as of November 14, 2007, to the Indenture dated as
of March 13, 2007, among Plains Exploration & Production Company, Laramie Land &
Cattle Company, LLC, the Subsidiary Guarantors parties thereto and Wells Fargo Bank,
N.A., as Trustee.

4.6* Fifth Supplemental Indenture, dated as of January 29, 2008, to the Indenture dated as of
March 13, 2007, among Plains Exploration & Production Company, Latigo Gas Group, LLC,
Latigo Gas Holdings, LLC, Latigo Gas Services, LP, Latigo Holding (Texas), LLC, Latigo
Investments, LLC, Latigo Petroleum, Inc., Latigo Petroleum Texas LP, Pogo Energy, Inc.,
Pogo Panhandle 2004, L.P., Pogo Producing Company LLC, Pogo Producing (Texas
Panhandle) Company, PXP Aircraft LLC, the Subsidiary Guarantors parties thereto and
Wells Fargo Bank, N.A., as Trustee.

4.7* Sixth Supplemental Indenture, dated as of February 13, 2008, to the Indenture dated as of
March 13, 2007, among Plains Exploration & Production Company, Pogo Partners, Inc.,
Pogo Producing (San Juan) Company, the Subsidiary Guarantors parties thereto and Wells
Fargo Bank, N.A., as Trustee.

4.8 Amended and Restated Credit Agreement, dated as of November 6, 2007, among Plains
Exploration & Production Company, as borrower, each of the lenders that is a signatory
thereto, and JPMorgan Chase Bank, N.A., as administrative agent (incorporated by
reference to Exhibit 4.1 to the Company’s Current Report on Form 8-K filed November 6,
2007, File No. 1-31470).
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Exhibit
Number Description

4.9 Amendment No. 1 to Amended and Restated Credit Agreement, dated as of February 13,
2008, among Plains Exploration & Production Company, as borrower, each of the lenders
that is a signatory thereto, and JPMorgan Chase Bank, N.A., as administrative agent
(incorporated by reference to Exhibit 4.1 to the Company’s Current Report on Form 8-K
filed February 20, 2008, File No. 1-31470).

4.10 Indenture, dated as of September 23, 2005, between Pogo Producing Company and The
Bank of New York Trust Company, N.A., as Trustee (including form of 6.875% Senior
Subordinated Note) (incorporated by reference to Exhibit 4.1 to Pogo’s Current Report on
Form 8-K filed September 29, 2005, File No. 1-7792).

4.11 First Supplemental Indenture, dated as of November 6, 2007, to the Indenture dated as of
September 23, 2005, between PXP Acquisition LLC and The Bank of New York Trust
Company, N.A., as Trustee (incorporated by reference to Exhibit 4.3 to the November 26,
2007 Form 8-K).

4.12 Second Supplemental Indenture, dated as of November 20, 2007, to the Indenture dated as
of September 23, 2005, by and between Pogo Producing Company LLC and The Bank of
New York Trust Company, N.A., as Trustee (incorporated by reference to Exhibit 4.6 to the
November 26, 2007 Form 8-K).

10.1 Consulting Agreement, dated as of January 19, 2006, between Montebello Land Company
LLC and Cook Hill Properties LLC (incorporated by reference to Exhibit 10.3 to the
Company’s Form 10-K for the year ended December 31, 2005, File No. 1-31470 (the “2005
10-K”).

10.2 Consulting Agreement, dated as of January 19, 2006, between Lompoc Land Company
LLC and Cook Hill Properties LLC (incorporated by reference to Exhibit 10.4 to the 2005
10-K).

10.3 Consulting Agreement, dated as of January 19, 2006, between Arroyo Grande Land
Company LLC and Cook Hill Properties LLC (incorporated by reference to Exhibit 10.5 to
the 2005 10-K).

10.4 Crude Oil Marketing Agreement, dated July 15, 2004, by and among Plains Exploration &
Production Company, Arguello, Inc., PXP Gulf Coast Inc., and Plains Marketing, L.P.
(incorporated by reference to Exhibit 10.7 to the Company’s Annual Report on Form 10-K
for the year ended December 31, 2004, File 1-31470 (the “2004 10-K”)).

10.5 First Amendment to Crude Oil Marketing Agreement, dated as of October 19, 2004, among
Plains Exploration & Production Company, Arguello, Inc., PXP Gulf Coast Inc., and Plains
Marketing, L.P (incorporated by reference to Exhibit 10.2 to the Company’s Quarterly
Report on Form 10-Q for the quarter ended September 30, 2004, File No. 1-31470).

10.6 Crude Oil Purchase Agreement dated January 1, 2000, between Plains Exploration &
Production Company (as successor to Nuevo Energy Company) and ConocoPhillips (as
successor to Tosco Corporation) (incorporated by reference to Exhibit 10.1 to Nuevo
Energy Company’s Current Report on Form 8-K filed February 23, 2000, File No. 0-10537).

10.7* Plains Exploration & Production Company 2002 Stock Incentive Plan.

10.8 Form of Plains Restricted Stock Award Agreement under the 2002 Incentive Plan
(incorporated by reference to Exhibit 10.19 to the Company’s Form 10-K for the year ended
December 31, 2002, File No. 1-31470).

10.9* Form of Restricted Stock Unit Agreement under the 2002 Stock Incentive Plan.
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Exhibit
Number Description

10.10 Form of Plains Stock Appreciation Rights Agreement under the 2002 Incentive Plan
(incorporated by reference to Exhibit 10.11 to the September 30, 2006 10-Q).

10.11 Amended and Restated Plains Exploration & Production Company 2004 Stock Incentive
Plan (incorporated by reference to Exhibit 4.1 to the Company’s Quarterly Report on form
10-Q for the quarter ended September 30, 2007, File No. 1-31470).

10.12 Form of Plains Restricted Stock Award Agreement under the 2004 Incentive Plan
(incorporated by reference to Exhibit 10.36 to the Company’s Form 10-K for the year ended
December 31, 2006, File No. 1-31470).

10.13* Form of Restricted Stock Unit Agreement under the 2004 Stock Incentive Plan.

10.14 Form of Plains Stock Appreciation Rights Agreement under the 2004 Incentive Plan
(incorporated by reference to Exhibit 10.9 to the September 30, 2006 10-Q).

10.15* Amended and Restated Plains Exploration & Production Company Executives’ Long-Term
Retention and Deferred Compensation Agreement effective as of February 10, 2006.

10.16* Amended and Restated Plains Exploration & Production Company Long-Term Retention
and Deferral Agreement for James C. Flores.

10.17* Amended and Restated Plains Exploration & Production Company Long-Term Retention
Agreement for John F. Wombwell.

10.18* Amended and Restated Employment Agreement, effective as of June 9, 2004, between
Plains Exploration & Production Company and James C. Flores.

10.19* Amended and Restated Employment Agreement, effective as of June 9, 2004, between
Plains Exploration & Production Company and John F. Wombwell.

10.20* Amended and Restated Employment Agreement, effective as of November 8, 2006,
between Plains Exploration & Production Company and Winston M. Talbert.

10.21* Amended and Restated Employment Agreement, effective as of November 8, 2006,
between Plains Exploration & Production Company and Doss R. Bourgeois.

10.22* Form of Election for Director Deferral of Restricted Stock Awards.

10.23* Summary of Named Executive Officer Salary Increases.

10.24 Summary of Director Compensation Program (incorporated by reference to Exhibit 10.5 to
the March 31, 2006 10-Q).

21.1* List of Subsidiaries of Plains Exploration & Production Company.

23.1* Consent of PricewaterhouseCoopers LLP.

23.2* Consent of Netherland, Sewell & Associates, Inc.

23.3* Consent of Ryder Scott Company, L.P.

23.4* Consent of Miller & Lents, Ltd.

31.1* Rule 13(a)-14(a)/15d-14(a) Certificate of the Chief Executive Officer.

31.2* Rule 13(a)-14(a)/15d-14(a) Certificate of the Chief Financial Officer.

32.1** Section 1350 Certificate of the Chief Executive Officer.

32.2** Section 1350 Certificate of the Chief Financial Officer.

* Filed herewith.
** Furnished herewith.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

PLAINS EXPLORATION & PRODUCTION COMPANY

Date: February 27, 2008 /s/ JAMES C. FLORES

James C. Flores, Chairman of the Board, President and
Chief Executive Officer (Principal Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates
indicated.

Date: February 27, 2008 /s/ JAMES C. FLORES

James C. Flores, Chairman of the Board, President and
Chief Executive Officer (Principal Executive Officer)

Date: February 27, 2008 /s/ ISAAC ARNOLD, JR.
Isaac Arnold, Jr., Director

Date: February 27, 2008 /s/ ALAN R. BUCKWALTER, III
Alan R. Buckwalter, III, Director

Date: February 27, 2008 /s/ JERRY L. DEES

Jerry L. Dees, Director

Date: February 27, 2008 /s/ TOM H. DELIMITROS

Tom H. Delimitros, Director

Date: February 27, 2008 /s/ THOMAS A. FRY, III
Thomas A. Fry, III, Director

Date: February 27, 2008 /s/ ROBERT L. GERRY, III
Robert L. Gerry, III, Director

Date: February 27, 2008 /s/ CHARLES G. GROAT

Charles G. Groat, Director

Date: February 27, 2008 /s/ JOHN H. LOLLAR

John H. Lollar, Director

Date: February 27, 2008 /s/ WINSTON M. TALBERT

Winston M. Talbert, Executive Vice President and
Chief Financial Officer (Principal Financial Officer)

Date: February 27, 2008 /s/ CYNTHIA A. FEEBACK

Cynthia A. Feeback, Vice President / Controller and
Chief Accounting Officer (Principal Accounting Officer)
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PLAINS EXPLORATION & PRODUCTION COMPANY

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
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Report of Independent Registered Public Accounting Firm

To The Board of Directors and Shareholders
of Plains Exploration & Production Company:

In our opinion, the accompanying consolidated balance sheets and the related consolidated
statements of income and comprehensive income, of stockholders’ equity and of cash flows present
fairly, in all material respects, the financial position of Plains Exploration & Production Company and its
subsidiaries at December 31, 2007 and 2006, and the results of their operations and their cash flows
for each of the three years in the period ended December 31, 2007 in conformity with accounting
principles generally accepted in the United States of America. Also, in our opinion, the Company
maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2007, based on criteria established in Internal Control—Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company’s
management is responsible for these financial statements, for maintaining effective internal control
over financial reporting and for its assessment of the effectiveness of internal control over financial
reporting, included in Management’s Annual Report on Internal Control Over Financial Reporting
appearing under Item 9A. Our responsibility is to express opinions on these financial statements and
on the Company’s internal control over financial reporting based on our integrated audits. We
conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the financial statements are free of material misstatement and
whether effective internal control over financial reporting was maintained in all material respects. Our
audits of the financial statements includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement
presentation. Our audit of internal control over financial reporting included obtaining an understanding
of internal control over financial reporting, assessing the risk that a material weakness exists, and
testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk. Our audits also included performing such other procedures as we consider necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinions.

As discussed in Notes 7 and 9 to the consolidated financial statements, the Company changed its
method of accounting for its uncertain tax positions in connection with its adoption of FASB
Interpretation No. 48, “Accounting for Uncertainty in Income Taxes, an interpretation of FASB
Statement No. 109” effective January 1, 2007, and its method of accounting for its stock-based
compensation in connection with its adoption of Statement of Financial Accounting Standards
No. 123(R), “Share-Based Payment” effective January 1, 2006.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (i) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (iii) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.
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Because of its inherent limitations, internal control over financial reporting may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject
to the risk that controls may become inadequate because of changes in conditions, or that the degree
of compliance with the policies or procedures may deteriorate.

As described in Management’s Annual Report on Internal Control Over Financial Reporting,
management has excluded Pogo Producing Company LLC and its subsidiaries from its assessment of
internal control over financial reporting as of December 31, 2007 because it was acquired by the
Company in a purchase business combination during the fourth quarter of 2007. We have also
excluded Pogo Producing Company LLC from our audit of internal control over financial reporting.
Pogo Producing Company LLC is a wholly owned subsidiary whose total assets and total revenues
represent 56% and 10%, respectively, of the related consolidated financial statement amounts as of
and for the year ended December 31, 2007.

/s/ PricewaterhouseCoopers LLP

Houston, Texas
February 27, 2008
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PLAINS EXPLORATION & PRODUCTION COMPANY

CONSOLIDATED BALANCE SHEETS
(in thousands of dollars)

December 31,

2007 2006

ASSETS
Current Assets

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 25,446 $ 899
Restricted cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 59,092 —
Accounts receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 304,972 113,193
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18,394 12,394
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 229,893 51,084
Other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37,123 7,226

674,920 184,796

Property and Equipment, at cost
Oil and natural gas properties—full cost method

Subject to amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,340,238 2,624,277
Not subject to amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,951,783 142,096

Other property and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 85,928 41,392

9,377,949 2,807,765
Less allowance for depreciation, depletion and amortization . . . . . . . . . . . . . . . . . . . . . . . . (1,000,722) (700,241)

8,377,227 2,107,524

Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 536,822 158,515

Other Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104,382 12,393

$ 9,693,351 $2,463,228

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current Liabilities

Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 319,583 $ 131,639
Commodity derivative contracts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 79,938 95,162
Royalties and revenues payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 132,919 38,159
Stock appreciation rights . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 63,106 57,429
Interest payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25,330 1,143
Income taxes payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,492 94,272
Accrued merger expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 77,980 —
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 115,698 42,388

818,046 460,192

Long-Term Debt
Revolving credit facility . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,205,000 235,500
73⁄4% Senior Notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 600,000 —
7% Senior Notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 500,000 —

3,305,000 235,500

Other Long-Term Liabilities
Asset retirement obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 184,080 133,420
Commodity derivative contracts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33,821 18,114
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 54,726 19,040

272,627 170,574

Deferred Income Taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,959,431 466,279

Commitments and Contingencies (Note 10)
Stockholders’ Equity

Common stock, $0.01 par value, 250.0 million shares authorized, 112.8 million and
79.2 million shares issued at December 31, 2007 and 2006, respectively . . . . . . . . . . . 1,128 792

Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,711,617 964,472
Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 623,993 463,864
Accumulated other comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,566 —
Treasury stock, at cost, 1,042 shares and 6.7 million shares at

December 31, 2007 and 2006, respectively . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (57) (298,445)

3,338,247 1,130,683

$ 9,693,351 $2,463,228

See notes to consolidated financial statements.
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PLAINS EXPLORATION & PRODUCTION COMPANY

CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except per share data)

Year Ended December 31,

2007 2006 2005

Revenues
Oil sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,116,376 $1,055,482 $ 873,121
Oil hedging . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (145,755) (139,089)
Gas sales

Sales related to buy/sell contracts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 36,940
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 153,416 106,319 172,853

Gas hedging . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — (3,057)
Other operating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,048 2,457 3,652

1,272,840 1,018,503 944,420

Costs and Expenses
Production costs

Lease operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 225,845 179,741 140,595
Steam gas costs

Costs related to buy/sell contracts . . . . . . . . . . . . . . . . . . . . . . . . . — — 38,975
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 103,464 63,811 39,302

Electricity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39,767 38,011 31,817
Production and ad valorem taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32,636 24,777 24,478
Gathering and transportation expenses . . . . . . . . . . . . . . . . . . . . . . . . 11,410 6,785 10,125

General and administrative . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 124,006 123,134 127,513
Depreciation, depletion and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . 306,278 207,173 180,337
Accretion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,800 9,609 7,578
Gain on sale of oil and gas properties . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (982,988) —

853,206 (329,947) 600,720

Income from Operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 419,634 1,348,450 343,700
Other Income (Expense)

Interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (68,908) (64,675) (55,421)
Debt extinguishment costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (45,063) —
Loss on mark-to-market derivative contracts . . . . . . . . . . . . . . . . . . . . . . . . (88,549) (297,503) (636,473)
Gain on termination of merger agreement . . . . . . . . . . . . . . . . . . . . . . . . . . — 37,902 —
Interest and other income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,322 5,496 3,324

Income (Loss) Before Income Taxes and Cumulative Effect of
Accounting Change . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 268,499 984,607 (344,870)

Income tax (expense) benefit
Current . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,677 (142,378) 229
Deferred . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (114,425) (242,519) 130,629

Income (Loss) Before Cumulative Effect of Accounting Change . . . . . . . . 158,751 599,710 (214,012)
Cumulative effect of accounting change (net of income tax benefit of

$1,363) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (2,182) —

Net Income (Loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 158,751 $ 597,528 $(214,012)

Earnings (loss) per share
Basic

Income (loss) before cumulative effect of accounting change . . . . . . . $ 2.02 $ 7.76 $ (2.75)
Cumulative effect of accounting change . . . . . . . . . . . . . . . . . . . . . . . . — (0.03) —

Net income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2.02 $ 7.73 $ (2.75)

Diluted
Income (loss) before cumulative effect of accounting change . . . . . . . $ 1.99 $ 7.67 $ (2.75)
Cumulative effect of accounting change . . . . . . . . . . . . . . . . . . . . . . . . — (0.03) —

Net income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1.99 $ 7.64 $ (2.75)

Weighted Average Shares Outstanding
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 78,627 77,273 77,726

Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 79,808 78,234 77,726

See notes to consolidated financial statements.
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PLAINS EXPLORATION & PRODUCTION COMPANY

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands of dollars)

Year Ended December 31,

2007 2006 2005

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 158,751 $ 597,528 $ (214,012)
Items not affecting cash flows from operating activities

Gain on sale of oil and gas properties . . . . . . . . . . . . . . . . . — (982,988) —
Depreciation, depletion, amortization and accretion . . . . . . 316,078 216,782 187,915
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 114,425 242,519 (130,629)
Noncash portion of debt extinguishment costs . . . . . . . . . . — 9,289 —
Cumulative effect of adoption of accounting change . . . . . — 2,182 —
Commodity derivative contracts . . . . . . . . . . . . . . . . . . . . . . 88,549 443,258 620,564
Noncash compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43,697 37,766 55,271
Other noncash items . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 707 (268) (93)

Change in assets and liabilities from operating activities, net of
effect of acquisition

Accounts receivable and other assets . . . . . . . . . . . . . (65,694) 29,739 (29,651)
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (530) (1,277) (1,762)
Accounts payable and other liabilities . . . . . . . . . . . . . 53,351 (13,821) (24,269)
Income taxes payable . . . . . . . . . . . . . . . . . . . . . . . . . . (121,222) 94,272 —

Net cash provided by operating activities . . . . . . . . . . . . . . . . . . 588,112 674,981 463,334

CASH FLOWS FROM INVESTING ACTIVITIES
Additions to oil and gas properties . . . . . . . . . . . . . . . . . . . . . . . . (770,409) (634,330) (509,127)
Acquisition of Piceance Basin properties . . . . . . . . . . . . . . . . . . (975,407) — —
Acquisition of Pogo Producing Company, net of cash

acquired . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (298,031) — —
Increase in restricted cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (59,092) — —
Proceeds from sales of oil and gas properties, net of costs and

expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 1,550,663 346,450
Derivative settlements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (99,861) (93,411) —
Other, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (40,337) (10,923) (5,743)

Net cash (used in) provided by investing activities . . . . . . . . . . . (2,243,137) 811,999 (168,420)

CASH FLOWS FROM FINANCING ACTIVITIES
Revolving credit facilities

Borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,745,100 1,618,900 1,504,200
Repayments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,775,600) (1,655,400) (1,342,200)

Proceeds from issuance of 73⁄4% Senior Notes . . . . . . . . . . . . . 600,000 — —
Proceeds from issuance of 7% Senior Notes . . . . . . . . . . . . . . . 500,000 — —
Redemption of long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,291,926) (524,863) —
Costs incurred in connection with financing arrangements . . . . (47,333) — (1,600)
Derivative settlements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3,688) (621,862) (459,450)
Purchase of treasury stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (47,485) (298,445) —
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 504 (5,963) 4,143

Net cash provided by (used in) financing activities . . . . . . . . . . . 1,679,572 (1,487,633) (294,907)

Net increase (decrease) in cash and cash equivalents . . . . . . . 24,547 (653) 7
Cash and cash equivalents, beginning of period . . . . . . . . . . . . 899 1,552 1,545

Cash and cash equivalents, end of period . . . . . . . . . . . . . . . . . $ 25,446 $ 899 $ 1,552

See notes to consolidated financial statements.
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PLAINS EXPLORATION & PRODUCTION COMPANY

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in thousands of dollars)

Year Ended December 31,

2007 2006 2005

Net Income (Loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $158,751 $597,528 $(214,012)

Other Comprehensive Income
Commodity hedging contracts

Change in fair value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — (82,942)
Reclassification adjustment for settled contracts . . . . . . . . — — 31,884
Reclassification adjustment for terminated contracts . . . . . — 145,755 106,165
Related tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (56,189) (20,799)

Pension
Pension liability adjustment . . . . . . . . . . . . . . . . . . . . . . . . . 2,522 — —
Related tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (956) — —

1,566 89,566 34,308

Comprehensive Income (Loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $160,317 $687,094 $(179,704)

See notes to consolidated financial statements.
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PLAINS EXPLORATION AND PRODUCTION COMPANY

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(share and dollar amounts in thousands)

Common Stock Additional
Paid-in
Capital

Retained
Earnings
(Deficit)

Accumulated
Other

Comprehensive
Income

Treasury Stock

TotalShares Amount Shares Amount

Balance at December 31, 2004 . . . 77,179 $ 772 $ 913,466 $ 80,406 $(123,874) (32) $ (395) $ 870,375
Net loss . . . . . . . . . . . . . . . . . . . . . . . — — — (214,012) — — — (214,012)
Restricted stock awards . . . . . . . . . . 1,010 10 21,882 — — — — 21,892
Treasury stock transactions . . . . . . . — — (337) (58) — 27 190 (205)
Other comprehensive income . . . . . — — — — 34,308 — — 34,308
Exercise of stock options and

other . . . . . . . . . . . . . . . . . . . . . . . . 227 2 5,977 — — — — 5,979

Balance at December 31, 2005 . . . 78,416 784 940,988 (133,664) (89,566) (5) (205) 718,337
Net income . . . . . . . . . . . . . . . . . . . . — — — 597,528 — — — 597,528
Restricted stock awards . . . . . . . . . . 696 7 22,551 — — — — 22,558
Treasury stock transactions . . . . . . . — — — — — (6,725) (298,240) (298,240)
Other comprehensive income . . . . . — — — — 89,566 — — 89,566
Exercise of stock options and

other . . . . . . . . . . . . . . . . . . . . . . . . 60 1 933 — — — — 934

Balance at December 31, 2006 . . . 79,172 792 964,472 463,864 — (6,730) (298,445) 1,130,683
Net income . . . . . . . . . . . . . . . . . . . . — — — 158,751 — — — 158,751
Issuance of common stock in

connection with property
acquisition . . . . . . . . . . . . . . . . . . . 1,000 10 44,530 — — — — 44,540

Issuance of common stock in
connection with acquisition of
Pogo Producing Company . . . . . . 32,308 323 1,649,320 — — 7,755 345,873 1,995,516

Restricted stock awards . . . . . . . . . . 357 3 53,234 — — — — 53,237
Treasury stock transactions . . . . . . . — — — — — (1,026) (47,485) (47,485)
Cumulative effect of accounting

change (Note 9) . . . . . . . . . . . . . . — — — 1,378 — — — 1,378
Other comprehensive income . . . . . — — — — 1,566 — — 1,566
Exercise of stock options and

other . . . . . . . . . . . . . . . . . . . . . . . . 4 — 61 — — — — 61

Balance at December 31, 2007 . . . 112,841 $1,128 $2,711,617 $ 623,993 $ 1,566 (1) $ (57) $3,338,247

See notes to consolidated financial statements.
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PLAINS EXPLORATION & PRODUCTION COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1—Organization and Significant Accounting Policies

Organization

The consolidated financial statements of Plains Exploration & Production Company, a Delaware
corporation, (“PXP”, “us”, “our”, or “we”) include the accounts of all its wholly owned subsidiaries. All
significant intercompany transactions have been eliminated. Certain reclassifications have been made
to prior year statements to conform to the current year presentation.

We are an independent energy company that is engaged in the “upstream” oil and gas business.
The upstream business acquires, develops, explores for and produces oil and gas. Our upstream
activities are primarily located in the United States. We also have interests in exploration prospects
offshore New Zealand and Vietnam.

Significant Accounting Policies

Oil and Gas Properties. We follow the full cost method of accounting whereby all costs
associated with property acquisition, exploration and development activities are capitalized. Such costs
include internal general and administrative costs such as payroll and related benefits and costs directly
attributable to employees engaged in acquisition, exploration and development activities. General and
administrative costs associated with production, operations, marketing and general corporate activities
are expensed as incurred. These capitalized costs along with our estimated asset retirement
obligations recorded in accordance with Statement of Financial Accounting Standards (“SFAS”)
No. 143, "Accounting for Asset Retirement Obligations" (“SFAS 143”), are amortized to expense by the
unit-of-production method using engineers’ estimates of proved oil and natural gas reserves. The costs
of unproved properties are excluded from amortization until the properties are evaluated. Interest is
capitalized on oil and natural gas properties not subject to amortization and in the process of
development. Proceeds from the sale of oil and natural gas properties are accounted for as reductions
to capitalized costs unless such sales cause a significant change in the relationship between costs and
the estimated value of proved reserves, in which case a gain or loss is recognized. Capitalized costs of
proved oil and gas properties (net of accumulated depreciation, depletion and amortization and
deferred income taxes) are subject to a ceiling, on a country-by-country basis, which limits such costs
to the present value of estimated future cash flows from proved oil and natural gas reserves of such
properties (including the effect of any related hedging activities) reduced by future operating expenses,
development expenditures, abandonment costs (net of salvage values) to the extent not included in oil
and gas properties pursuant to SFAS 143 and estimated future income taxes thereon.

Asset Retirement Obligation. We account for our asset retirement obligation in accordance with
SFAS 143 which requires entities to record the fair value of a liability for a legal obligation to retire an
asset in the period in which the liability is incurred. A legal obligation is a liability that a party is required
to settle as a result of an existing or enacted law, statute, ordinance or contract. When the liability is
initially recorded, the entity is required to capitalize the retirement cost of the related long-lived asset.
Each period the liability is accreted to its then present value, and the capitalized cost is depreciated
over the useful life of the related asset. If the liability is settled for an amount other than the recorded
amount, the difference is recognized in Oil and Gas Properties.

Other Property and Equipment. Other property and equipment is recorded at cost and consists
primarily of aircraft, office furniture and fixtures, computer hardware and software, land and real estate
development costs. Acquisitions, renewals, and betterments are capitalized; maintenance and repairs
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are expensed. Depreciation is provided using the straight-line method over estimated useful lives of
three to twenty years. Net gains or losses on property and equipment disposed of are included in
operating income in the period in which the transaction occurs.

Use of Estimates. 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
of the financial statements and the reported amounts of revenues and expenses during the reporting
period. Significant estimates made by management include (1) oil and natural gas reserves;
(2) depreciation, depletion and amortization, including future abandonment costs; (3) assigning fair
value and allocating purchase price in connection with business combinations, including goodwill;
(4) income taxes; (5) accrued assets and liabilities; (6) stock based compensation; (7) asset retirement
obligations and (8) valuation of derivative instruments. Although management believes these estimates
are reasonable, actual results could differ from these estimates.

Cash and Cash Equivalents. Cash and cash equivalents consist of all demand deposits and
funds invested in highly liquid instruments with original maturities of three months or less. The majority
of cash and cash equivalents was concentrated in three institutions at December 31, 2007 and one
institution at December 31, 2006 and at times may exceed federally insured limits. We periodically
assess the financial condition of the institutions and believe that any possible credit risk is minimal.
Accounts payable at December 31, 2007 and 2006 includes $5.8 million and $5.3 million, respectively,
representing outstanding checks that had not been presented for payment.

Restricted Cash. Restricted cash consists of certain amounts payable to former Pogo
executives. The amounts are held in trust and subject to the claims of the Company’s creditors in the
event of the Company’s insolvency until paid to the beneficiaries.

Inventory. Oil inventories are carried at the lower of the cost to produce or market value and
materials and supplies inventories are stated at the lower of cost or market with cost determined on an
average cost method. Inventory consists of the following (in thousands):

December 31,

2007 2006

Oil . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6,066 $ 4,954
Materials and supplies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,328 7,440

$18,394 $12,394

Federal and State Income Taxes. Income taxes are accounted for in accordance with SFAS
No. 109, “Accounting for Income Taxes” (“SFAS 109”). SFAS 109 requires recognition of deferred tax
liabilities and assets for the expected future tax consequences of events that have been included in the
financial statements or tax returns. Under this method, deferred tax liabilities and assets are
determined based on the difference between the financial statement and tax bases of assets and
liabilities using tax rates in effect for the year in which the differences are expected to reverse. 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.

Effective January 1, 2007, we adopted Financial Accounting Standards Board (“FASB”)
Interpretation No. 48 “Accounting for Uncertainty in Income Taxes (an interpretation of FASB
Statement No. 109)” (“FIN 48”). This interpretation clarified the accounting for uncertainty in income
taxes recognized in the financial statements by prescribing a recognition threshold and measurement
attribute for a tax position taken or expected to be taken in a tax return. See Note 9.
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Revenue Recognition. Oil and gas revenue from our interests in producing wells is recognized
when the production is delivered and the title transfers. The Company follows the sales method of
accounting for gas imbalances. If the Company’s excess sales of production volumes for a well exceed
the estimated remaining recoverable reserves of the well, a liability is recorded. No receivables are
recorded for those wells on which the Company has taken less than its ownership share of production.

Derivative Financial Instruments. We use various derivative instruments to manage our exposure
to commodity price risk on sales of oil and gas production. At December 31, 2007, our derivative
instruments consisted of crude oil put option contracts and collars and natural gas collars entered into
with financial institutions. We do not enter into derivative instruments for speculative trading purposes.
Derivative instruments are accounted for in accordance with SFAS No. 133 “Accounting for Derivative
Instruments and Hedging Activities”, as amended (“SFAS 133”). The Company presents the fair value
of its derivatives on a net basis in accordance with FASB Interpretation No. 39 “Offsetting of Amounts
Related to Certain Contracts an interpretation of APB Opinion No. 10 and FASB Statement No. 105”
(“FIN 39”). See Note 4.

Goodwill. In a purchase transaction, goodwill represents the excess of the purchase price plus
the liabilities assumed, including deferred income taxes recorded in connection with the transaction,
over the fair value of the net assets acquired. Goodwill is not amortized, but instead must be tested at
least annually for impairment by applying a fair-value based test. Goodwill is deemed impaired to the
extent of any excess of its carrying amount over the residual fair value of the reporting unit. Such
impairment could significantly reduce earnings during the period in which the impairment occurs and
would result in a corresponding reduction to goodwill and stockholders’ equity. The most significant
factors that could result in the impairment of our goodwill would be significant declines in oil and gas
prices and/or estimated reserve volumes which would result in a decline in the fair value of our oil and
gas properties. We follow the full cost method of accounting. All of our producing properties are located
in the United States, and our international operations consist primarily of unevaluated properties with
no associated goodwill. We have determined that for the purpose of performing an impairment test, we
have one reporting unit. We perform our goodwill impairment test annually on December 31 and have
recorded no impairments to goodwill based on such tests.

In 2007, we recorded $383.7 million of goodwill in connection with our acquisition of Pogo
Producing Company. In 2007 and 2006, goodwill decreased by $4.6 million and $15.3 million,
respectively, as a result of a change in the tax basis related to our acquisition of Nuevo Energy
Company.

Business Segment Information. SFAS No. 131, “Disclosures about Segments of an Enterprise
and Related Information” (“SFAS 131”) establishes standards for reporting information about operating
segments. We acquire, develop, explore for and produce oil and gas primarily in the United States. Our
corporate management team administers all properties as a whole rather than as discrete operating
segments. We allocate capital resources on a project-by-project basis across our entire asset base to
maximize profitability and measure financial performance as a single enterprise and not on an
area-by-area basis. Accordingly, we have one operating segment, our oil and gas operations. Our
international activities currently consist of exploration prospects in offshore New Zealand and Vietnam
that were obtained in our acquisition of Pogo in November 2007 that have no proved reserves, oil and
gas production or sales. Capitalized costs consisted of $15.7 million of costs not subject to
amortization as of December 31, 2007. Accordingly, no geographic data is presented for our
international operations.

Stock Based Compensation. Beginning in 2006, our stock based compensation is accounted for
under SFAS No. 123R, “Share-Based Payment” (“SFAS 123R”), which requires that the compensation
cost relating to share-based payment transactions be recognized in the financial statements. That cost
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is measured based on the fair value of the equity and liability awards issued. See Note 7. In 2005 and
prior periods we accounted for stock based compensation using the intrinsic value method pursuant to
Accounting Principles Bulletin No. 25 “Accounting for Stock Issued to Employees” (“APB 25”). No
adjustments to our net income or earnings per share would have been required under SFAS No. 123
“Accounting for Stock Based Compensation” (“SFAS 123”) because we recognized the same amount
of compensation expense for our stock appreciation rights (“SARs”) and restricted stock units (“RSUs”)
under APB 25 and we did not issue stock options.

Pension and Other Post-Retirement Benefits. As a result of our acquisition of Pogo, we recorded
assets and liabilities for a defined benefit pension plan and other post-retirement benefits. We account
for the pension plan under SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans—an Amendment of FASB Statements No. 87, 88, 106 and 132(R)” (“SFAS
158”). Under SFAS No. 158, we record an asset or liability for pension and other postretirement benefit
plans based on their overfunded or underfunded status. Any deferred amounts related to unrealized
gains and losses or changes in actuarial assumptions are recorded in accumulated other
comprehensive income (loss), a component of stockholders’ equity, until those gains and losses are
recognized in the income statement. See Note 8.

Buy/Sell Contracts. Steam generators utilized in our thermal recovery operations in California are
fueled by natural gas. In certain instances we have entered into buy/sell contracts that allow us to
exchange gas we produce elsewhere for gas delivered to and used in thermal recovery operations.
Effective January 1, 2006, we adopted Emerging Issues Task Force Issue No. 04-13 (“EITF 04-13”),
“Accounting for Purchases and Sales of Inventory with the Same Counterparty.” EITF 04-13 requires
that two or more inventory transactions with the same counterparty be viewed as a single
non-monetary transaction if the transactions were entered into in contemplation of one another (as
determined in accordance with EITF 04-13). We have determined that transactions under certain of our
buy/sell contracts should be presented net in accordance with EITF 04-13. Accordingly, certain costs
previously recorded gross in revenues and operating costs in prior periods are recorded net in 2006
and subsequent periods.

Recent Accounting Pronouncements. In September 2006, the FASB issued SFAS No. 157, “Fair
Value Measurements” which is effective for fiscal years beginning after November 15, 2007 and for
interim periods within those years. This statement defines fair value, establishes a framework for
measuring fair value and expands the related disclosure requirements. We do not expect this
pronouncement to have a significant impact on our consolidated financial position, results of operations
or cash flows.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets
and Financial Liabilities –Including an Amendment of FASB Statement No. 115”, which is effective for
fiscal years beginning after November 15, 2007. This statement permits an entity to choose to measure
many financial instruments and certain other items at fair value at specified election dates. Subsequent
unrealized gains and losses on items for which the fair value option has been elected will be reported
in earnings. We do not expect this pronouncement to have a significant impact on our consolidated
financial position, results of operations or cash flows.

In April 2007, the FASB issued FASB Staff Position FIN 39-1, “Amendment of FASB Interpretation
No. 39” (“FSP FIN 39-1”), which amended FIN 39, to indicate that the following fair value amounts
could be offset against each other if certain conditions of FIN 39 are otherwise met: (a) those
recognized for derivative instruments executed with the same counterparty under a master netting
arrangement and (b) those recognized for the right to reclaim cash collateral (a receivable) or the
obligation to return cash collateral (a payable) arising from the same master netting arrangement as
the derivative instruments. In addition, a reporting entity is not precluded from offsetting the derivative

F-12



instruments if it determines that the amount recognized upon payment or receipt of cash collateral is
not a fair value amount. FSP FIN 39-1 is effective at the beginning of the first fiscal year after
November 15, 2007. We do not expect this pronouncement to have a significant impact on our
consolidated financial position, results of operations or cash flows.

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated
Financial Statements—an amendment of ARB No. 51” (“SFAS 160”). SFAS 160 requires companies
with noncontrolling interests to disclose such interests clearly as a portion of equity but separate from
the parent’s equity. The noncontrolling interest’s portion of net income must also be clearly presented
on the Income Statement. SFAS 160 is effective for financial statements issued for fiscal years
beginning after December 15, 2008 and we do not expect this pronouncement to have a significant
impact on our consolidated financial position, results of operations or cash flows.

In December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinations
(“SFAS 141R”). SFAS 141R broadens the guidance of SFAS 141, extending its applicability to all
transactions and other events in which one entity obtains control over one or more other businesses. It
broadens the fair value measurement and recognition of assets acquired, liabilities assumed, and
interests transferred as a result of business combinations. SFAS 141R expands on required
disclosures to improve the statement users’ abilities to evaluate the nature and financial effects of
business combinations. SFAS 141R is effective for fiscal year beginning on or after December 15,
2008. We are currently evaluating the potential impact of this statement on future business
combinations.

Note 2—Acquisitions

Pogo Producing Company

On November 6, 2007, we acquired Pogo in a stock and cash transaction (the “Pogo acquisition”).
We paid cash consideration of approximately $1.5 billion and issued approximately 40 million common
shares valued at approximately $2.0 billion. In addition, we paid cash consideration of $35.4 million to
redeem outstanding stock options. The total purchase price includes $154.2 million of merger costs.
These costs include Pogo executive management and employee severance, investment banking fees,
legal and accounting fees, seismic transfer fees, printing expenses and other merger-related costs.
The cash portion of the purchase price was funded by borrowings under our revolving credit facility.
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The acquisition was accounted for under the purchase method of accounting and Pogo’s results of
operations were included in our consolidated statement of income effective November 6, 2007. The assets
and liabilities of Pogo were recorded at their fair values. The calculation of the purchase price and the
allocation to assets and liabilities as of November 6, 2007 is shown below. The average PXP common
stock price is based on the average closing price of PXP common stock during the five business days
commencing two days before the merger was announced. The purchase price allocation is preliminary
subject to our determination of Pogo’s final tax basis, asset retirement obligations and fair value of the
assets and liabilities that have not been completed as of December 31, 2007. These and other estimates
are subject to change as additional information becomes available and is assessed by us.

(thousands except
shares and share price)

Shares of PXP common stock issued . . . . . . . . . . . . . . . . . . . . . . . . . . . 40,062,560
Average PXP stock price . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 49.81
Fair value of PXP common stock to be issued . . . . . . . . . . . . . . . . . . . . $ 1,995,516
Cash payment to stockholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,461,604
Cash payment to option holders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35,382
Merger expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 154,157

Total estimated purchase price before liabilities assumed . . . . . . . . . . . 3,646,659
Fair value of liabilities:

Current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 255,461
Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,291,977
Asset retirement obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51,976
Deferred income tax liabilities, net . . . . . . . . . . . . . . . . . . . . . . . . . . 1,224,183
Other noncurrent liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35,287

Total estimated purchase price plus liabilities assumed . . . . . . . . . . . . . $ 6,505,543

Fair value of assets acquired:
Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,276,695
Other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 147,654
Oil and gas properties

Subject to amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,361,710
Not subject to amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,333,130

Other non-current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,625
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 383,729

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6,505,543

The significant factors contributing to the recognition of goodwill included, but are not limited to,
providing the Company with greater financial flexibility with access to lower cost of capital and higher
returns from cost synergies, having increased opportunities from a broader and more diversified reserve
base and the ability to acquire an established business with an assembled workforce. In addition, we
recorded goodwill due to the application of purchase accounting rules that require deferred taxes be
recorded at undiscounted amounts. Goodwill is not deductible for income tax purposes.

Certain of the amounts payable to former Pogo executives upon the change of control were placed
in a rabbi trust established to provide for the payments and benefits owed to such executives. The
assets will be held in trust subject to the claims of the Company’s creditors in the event of the
Company’s insolvency until paid to the beneficiaries as specified in the respective executive
employment agreements. At December 31, 2007, the $59.1 million balance in the rabbi trust was
invested in a money market account that is a direct liability of the financial institution, which is highly
rated by the major credit rating agencies. In addition, the account is collateralized on a dollar for dollar
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basis. Acceptable collateral is generally U.S. Treasury, Government and agency securities and other
highly rated investments. This amount is included in restricted cash in the consolidated balance sheet
with a corresponding amount of deferred compensation included in current liabilities. The deferred
compensation is required to be paid to the beneficiaries in April 2008.

Piceance Basin Properties

On May 31, 2007, we acquired certain properties located in the Piceance Basin (the “Piceance
acquisition”) for $975 million in cash, including $10 million in related acquisition costs and $65 million
for net cash outflows from the effective date to the closing date (primarily related to capital
expenditures for drilling and acreage acquisitions) and issued one million shares of common stock with
a fair value of approximately $45 million to the seller. The Piceance acquisition includes interests in oil
and gas producing properties in the Mesaverde geologic section of the Piceance Basin in Colorado,
plus associated midstream assets, including a 25% interest in Collbran Valley Gas Gathering LLC
(“CVGG”). We allocated the purchase price as follows: $518 million to oil and gas properties subject to
amortization, $448 million to oil and gas properties not subject to amortization, $40 million to our
investment in CVGG and the remainder to inventory and other properties and equipment. We financed
the acquisition using our senior revolving credit facility.

Unaudited Pro Forma Information

The following unaudited pro forma information shows the pro forma effect of the Pogo acquisition,
the Piceance acquisition, the issuance by PXP of $500 million of 7% Senior Notes due 2017, the
issuance by PXP of $600 million of 7.75% Senior Notes due 2015, $2.0 billion of borrowings under the
revolving credit facility, and the retirement of Pogo’s $450 million 7.875% Senior Notes due 2013, $300
million 6.625% Senior Notes due 2015, and $500 million 6.875% Senior Notes. We believe the
assumptions used provide a reasonable basis for presenting the pro forma significant effects directly
attributable to the Pogo and Piceance Basin properties acquisitions. This unaudited pro forma
information assumes such transactions occurred on January 1 of the years presented. This pro forma
financial information does not purport to represent what our results of operations would have been if
such transactions had occurred on such dates.

Year Ended December 31,

2007 2006

(thousands except per share data)
(unaudited)

Revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,022,599 $1,664,017
Income from operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . 396,841 1,397,500
Income from continuing operations . . . . . . . . . . . . . . . . . . . 74,422 702,118
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74,422 702,118
Basic and diluted earnings per share

Basic
Income from continuing operations . . . . . . . . . . . $ 0.66 $ 5.94
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.66 5.94

Diluted
Income from continuing operations . . . . . . . . . . . $ 0.65 5.89
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.65 5.89

Weighted average shares outstanding
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 113,066 118,273
Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 114,247 119,234

Pro forma results for 2006 include the $983.0 million gain on the sale of oil and gas properties, the
$45.1 million charge for debt extinguishment and the $37.9 million gain on termination of merger
agreement.
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Note 3—Divestments

On December 14, 2007, we, together with certain of our subsidiaries, entered into a definitive
purchase and sale agreement with a subsidiary of Occidental Petroleum Corporation (“Oxy”) to sell
50% of our interests in oil and gas properties located in the Permian Basin, West Texas and New
Mexico, Piceance Basin in Colorado (including a 50% interest in the entity which holds our interest in
CVGG) and the Utah Overthrust exploratory prospect for $1.55 billion in cash. We will retain 50% of
our interest in the Permian and Piceance Basin properties. The transaction effective date is January 1,
2008 and is expected to close during the first quarter of 2008, subject to customary closing conditions
and adjustments.

On December 14, 2007, certain of our subsidiaries entered into a definitive purchase and sale
agreement with XTO Energy Inc. to sell our oil and gas interests located in the San Juan Basin in New
Mexico and in the Barnett Shale in Texas. The sale of the San Juan Basin and Barnett Shale
properties closed on February 15, 2008, with an effective date of January 1, 2008, and we received
$199 million of cash. We are scheduled to purchase XTO's 50% working interest in the Big Mac
prospect area located on the Texas Gulf Coast for approximately $20 million during the first quarter of
2008. Subsequent to closing the transaction, we will have a 100% working interest in the Big Mac
prospect area, covering approximately 50,000 net lease acres.

Proved reserves attributed to the asset divestments expected to close in the first quarter of 2008
were 112.8 MMBOE at December 31, 2007.

On November 1, 2006, we closed the sale of non-producing oil and gas properties to Statoil Gulf
of Mexico LLC. The Company received approximately $706 million in cash proceeds and recognized a
pre-tax gain of $638 million because the sale caused a significant change in the relationship between
capitalized costs and proved reserves. With respect to the sale of properties to Statoil, capitalized
costs consist of the costs of the prospects that were classified as costs not subject to amortization.

On September 29, 2006, we closed the sale of oil and gas properties located primarily in California
and Texas to subsidiaries of Oxy. This transaction had an effective date of October 1, 2006. We
received approximately $864 million in cash proceeds and recognized a $345 million pre-tax gain
because the sale resulted in a significant change in the relationship between capitalized costs and
proved reserves.

We follow the full cost method of accounting under which proceeds from the sale of oil and gas
properties are accounted for as reductions to capitalized costs unless such sales result in a significant
change in the relationship between capitalized costs and proved reserves, in which case a gain or loss
is recognized. When a gain or loss is recognized, total capitalized costs within the cost center are
allocated between the reserves sold and the reserves retained on the same basis used to compute
amortization unless there are substantial economic differences between the properties sold and those
retained, in which case capitalized costs are allocated on the basis of the relative fair values of the
properties. With respect to the September 29, 2006 sale of properties to Oxy, capitalized costs were
allocated on the basis of the relative fair values of the properties. A portion of the gain was allocated to
certain of our subsidiaries based on the relative reserve volumes sold. See Note 17.

Note 4—Derivative Instruments and Hedging Activities

General

We use various derivative instruments to manage our exposure to commodity price risk on sales
of oil and gas production. All derivative instruments are recorded on the balance sheet at fair value. If a
derivative does not qualify as a hedge or is not designated as a hedge, the changes in fair value, both
realized and unrealized, are recognized currently in our income statement as a gain or loss on
mark-to-market derivative contracts. Cash flows are only impacted to the extent the actual settlements
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under the contracts result in making a payment to or receiving a payment from the counterparty. We do
not currently use hedge accounting for our derivative instruments. If a derivative is designated as a
cash flow hedge and qualifies for hedge accounting, any unrealized gain or loss is deferred in
Accumulated Other Comprehensive Income (“OCI”), a component of Stockholders’ Equity, until the
hedged oil and gas production is sold. Realized gains and losses on derivative instruments that are
designated as a hedge and qualify for hedge accounting are generally included in oil and gas revenues
in the period the hedged volumes are sold. Gains and losses deferred in OCI related to cash flow
hedges for which hedge accounting has been discontinued remain in OCI until the related product has
been delivered.

Under SFAS No. 149, “Amendment of Statement 133 on Derivative Instruments and Hedging
Activities”, certain of our derivatives are deemed to contain a significant financing element because
they included off-market terms and cash settlements with respect to such derivatives are required to be
reflected as financing activities in the Statement of Cash Flows. Cash settlements with respect to
derivatives that are qualified for hedge accounting and do not have a significant financing element are
reflected as operating activities in the Statement of Cash Flows. Cash settlements with respect to
derivatives that are not qualified for hedge accounting and do not have a significant financing element
are reflected as investing activities in the Statement of Cash Flows.

At December 31, 2007, we had the following open commodity derivative positions, none of which
were designated as hedging instruments:

Period Instrument Type Daily Volumes Average Price Index

Sales of Crude Oil Production
2008
Jan - Dec . . . . . . . . . . . . . . . . . . . . . Put options 42,000 Bbls $55.00 Strike price WTI
Jan - Dec . . . . . . . . . . . . . . . . . . . . . Collar 2,500 Bbls $60.00 Floor—$80.13 Ceiling WTI
2009
Jan - Dec . . . . . . . . . . . . . . . . . . . . . Put options 32,500 Bbls $55.00 Strike price WTI
Sales of Natural Gas Production
2008
Jan - Dec . . . . . . . . . . . . . . . . . . . . . Collar 15,000 MMBtu $8.00 Floor—$12.11 Ceiling Henry Hub

The average strike price for the put options and call options does not reflect the cost to purchase
such options. The only cash settlements we are required to make on the purchased put options are
option premiums and interest, which are expected to total approximately $58 million in 2008 and $40
million in 2009.

Elimination of 2006, 2007 and 2008 Swap and Collar Positions

During 2006, we paid $593.3 million to eliminate all of our 2007 and 2008 crude oil collars for
22,000 barrels of oil per day for all of 2007 and 2008 with a floor price of $25.00 and an average ceiling
price of $34.76. Approximately $170 million of mark-to-market losses related to the collars was
recognized in our income statement in 2006 and $423 million in prior periods.

During 2005, we completed a series of transactions that eliminated all of our 2006 crude oil price
swaps and collars at a pre-tax cost of $292.7 million. Approximately $145.4 million of this amount was
attributable to 2006 collars for 22,000 barrels of oil per day with a floor price of $25.00 and an average
ceiling price of $34.76. The collars were not accounted for as hedges, therefore, the $145.4 million loss
in the fair value of these instruments was recognized in our income statement in 2005 and 2004 and
there was no income statement effect in 2006. Approximately $147.3 million of the cost was
attributable to 2006 swaps for 15,000 barrels of oil per day at an average price of $25.28. We used
hedge accounting through March 2005 for the swaps and as a result the $145.8 million loss in fair
value attributable to the swaps was deferred in OCI and recognized as a noncash reduction to oil
revenues in 2006 when the hedged production was sold.
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Income Statement, Cash Payments and Other Comprehensive Income

During the years ended December 31, 2007, 2006 and 2005, pre-tax amounts recognized in our
income statement for derivatives were as follows (in thousands of dollars):

Year Ended December 31,

2007 2006 2005

Loss on mark-to-market derivative contracts . . . . . . . . $(88,549) $(297,503) $(636,473)
Gain (loss) reclassified from OCI and recognized in:

Oil revenues (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (145,755) (139,089)
Gas revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — (3,057)
Steam gas costs . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 4,097

(1) Includes $0.1 million in 2005 for hedge ineffectiveness.

During the years ended December 31, 2007, 2006 and 2005, cash payments for derivatives were
as follows (in thousands of dollars):

Year Ended December 31,

2007 2006 2005

Contracts accounted for using hedge accounting
Oil sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ — $ — $ (53,044)
Gas sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — (6,255)
Gas purchases . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 10,293
Elimination of crude oil swaps . . . . . . . . . . . . . . . — — (147,280)

Mark-to-market contracts
Oil sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (103,784) (89,596) (279,982)
Gas sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 235 — —
Gas purchases . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (11,425) —
Elimination of crude oil collars . . . . . . . . . . . . . . . — (593,283) (145,383)

At December 31, 2007 and 2006, there were no amounts related to derivative transactions in OCI.
At December 31, 2005, OCI consisted of $145.8 million ($89.6 million, net of tax) of deferred losses
attributable to the cancelled 2006 swaps that were reclassified to oil and gas revenue in 2006.

Note 5—Asset Retirement Obligation

The following table reflects the changes in our asset retirement obligation during the years ended
December 31, 2007, 2006 and 2005 (in thousands):

Year Ended December 31,

2007 2006 2005

Asset retirement obligation—beginning of period . . . . . . $137,311 $160,955 $130,469
Liabilities incurred in acquisitions . . . . . . . . . . . . . . . . . . 54,349 — 12,613
Property dispositions and other . . . . . . . . . . . . . . . . . . . . — (30,506) (2,848)
Settlements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,396) (2,886) (1,735)
Change in estimate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6,900) (3,134) 11,443
Accretion expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,800 9,609 7,541
Asset retirement additions . . . . . . . . . . . . . . . . . . . . . . . . 3,244 3,273 3,472

Asset retirement obligation—end of period (1) . . . . . . . . $195,408 $137,311 $160,955

(1) $11.3 million and $3.9 million included in other current liabilities at December 31, 2007 and 2006,
respectively.

F-18



Note 6—Long-Term Debt

At December 31, 2007 and 2006, long-term debt consisted of (in thousands):

December 31,

2007 2006

Senior revolving credit facility . . . . . . . . . . . . . . . . . . . . . . . $2,205,000 $235,500
73⁄4% senior notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 600,000 —
7% senior notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 500,000 —

$3,305,000 $235,500

Aggregate total maturities of long-term debt in the next five years are $2.2 billion in 2012.

Senior Revolving Credit Facility. On November 6, 2007, we entered into an Amended and
Restated Credit Agreement (the “Amended Credit Agreement”), which amends and restates PXP’s
five-year senior revolving credit facility, which closed May 31, 2007. The Amended Credit Agreement
provides for an initial borrowing base of $2.9 billion and a conforming borrowing base of $2.6 billion,
which will be redetermined on an annual basis, with PXP and the lenders each having the right to one
annual interim unscheduled redetermination, and adjusted based on PXP’s oil and gas properties,
reserves, other indebtedness and other relevant factors. The borrowing base will be automatically
reduced to equal the conforming borrowing base on the earlier of (a) the first anniversary of the closing
of the Pogo acquisition, (b) the first date on which PXP issues additional senior notes permitted by the
Amended Credit Agreement and (c) the sale (in one or more transactions) of oil and gas properties not
covered by the most recently delivered reserve report and the issuance of equity interests for an
aggregate consideration of $300 million or more. Additionally, the Amended Credit Agreement contains
a $250 million sub-limit on letters of credit, a $50 million commitment for swingline loans, and matures
on November 6, 2012. Collateral consists of 100% of the shares of stock in certain of our domestic and
65% of certain foreign subsidiaries and mortgages covering at least 75% of the total present value of
our domestic oil and gas properties.

Amounts borrowed under the Amended Credit Agreement bear an annual interest rate, at our
election, equal to either: (i) the Eurodollar rate, which is based on LIBOR, plus an additional variable
amount ranging from 1.00% to 2.00%; (ii) the greater of (1) the prime rate, as determined by JPMorgan
Chase Bank and (2) the federal funds rate, plus 1⁄2 of 1%, plus an additional variable amount ranging
from 0% to .5% for each of (1) and (2); and (iii) the over-night federal funds rate plus an additional
variable amount ranging from 1.00% to 2.00% for swingline loans. The additional variable amount of
interest payable on outstanding borrowings is based on (1) the utilization rate as a percentage of the
total amount of funds borrowed under the Amended Credit Agreement to the conforming borrowing
base and (2) our long-term debt ratings. Commitment fees and letter of credit fees under the Amended
Credit Agreement are based on the utilization rate and our long-term debt rating. Commitment fees
range from .225% to .375% of the amount available for borrowing. Letter of credit fees range from
1.0% to 2.0%. The issuer of any letter of credit receives an issuing fee of .125% of the undrawn
amount. The effective interest rate on our borrowings under the Amended Credit Agreement was 6.5%
at December 31, 2007.

The Amended Credit Agreement contains negative covenants that limit our ability, as well as the
ability of our restricted subsidiaries, among other things, to incur additional debt, pay dividends on stock,
make distributions of cash or property, change the nature of our business or operations, redeem stock
or redeem subordinated debt, make investments, create liens, enter into leases, sell assets, sell capital
stock of subsidiaries, guarantee other indebtedness, enter into agreements that restrict dividends from
subsidiaries, enter into certain types of swap agreements, enter into take-or-pay or other prepayment
arrangements, merge or consolidate and enter into transactions with affiliates. In addition, we are
required to maintain a ratio of debt to EBITDAX (as defined) of no greater than 4.25 to 1.
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At December 31, 2007, we had $7.7 million in letters of credit outstanding under the Amended
Credit Agreement. At that date we were in compliance with the covenants contained in the Amended
Credit Agreement and could have borrowed the full amount available under the Amended Credit
Agreement.

Short-term Credit Facility. We may make borrowings from time to time until May 1, 2008, not to
exceed at any time the maximum principal amount of $50 million. No advance under the short-term
facility may have a term exceeding fourteen days and all amounts outstanding are due and payable no
later than May 1, 2008. Each advance under the short-term facility shall bear interest at a rate per
annum mutually agreed on by the bank and the Company. No amounts were outstanding under the
short-term credit facility at December 31, 2007.

73⁄4% Senior Notes. In June 2007, we issued $600 million of 73⁄4% Senior Notes due 2015 (the
“73⁄4% Senior Notes”) at par. The net proceeds were used to repay borrowings under our senior
revolving credit facility. We may redeem all or part of the 73⁄4% Senior Notes on or after June 15, 2011
at specified redemption prices and prior to such date at a “make-whole” redemption price. In addition,
prior to June 15, 2010 we may, at our option, redeem up to 35% of the 73⁄4% Senior Notes with the
proceeds from certain equity offerings. In the event of a change of control, as defined in the indenture,
we will be required to make an offer to repurchase the 73⁄4% Senior Notes at 101% of the principal
amount thereof, plus accrued and unpaid interest to the date of the repurchase.

7% Senior Notes. In March 2007, we issued $500 million of 7% Senior Notes due 2017 (the “7%
Senior Notes”) at par. The net proceeds were used to repay borrowings under our senior revolving
credit facility and for general corporate purposes. We may redeem all or part of the 7% Senior Notes
on or after March 15, 2012 at specified redemption prices and prior to such date at a “make-whole”
redemption price. In addition, prior to March 15, 2010 we may, at our option, redeem up to 35% of the
7% Senior Notes with the proceeds from certain equity offerings. In the event of a change of control, as
defined in the indenture, we will be required to make an offer to repurchase the 7% Senior Notes at
101% of the principal amount thereof, plus accrued and unpaid interest to the date of the repurchase.

The 7% Senior Notes and 73⁄4% Senior Notes are our general unsecured senior obligations. The
7% Senior Notes and 73⁄4% Senior Notes are jointly and severally guaranteed on a senior unsecured
basis by certain of our existing domestic subsidiaries. In the future, the guarantees may be released or
terminated under certain circumstances. The 7% Senior Notes and 73⁄4% Senior Notes rank senior in
right of payment to all of our existing and future subordinated indebtedness; pari passu in right of
payment with any of our existing and future unsecured indebtedness that is not by its terms
subordinated to the 7% Senior Notes and 73⁄4% Senior Notes; effectively junior to our existing and
future secured indebtedness, including indebtedness under our senior revolving credit facility, to the
extent of our assets constituting collateral securing that indebtedness; and effectively subordinate to all
existing and future indebtedness and other liabilities (other than indebtedness and liabilities owed to
us) of our non-guarantor subsidiaries.

The indentures governing the 7% Senior Notes and 73⁄4% Senior Notes contain covenants that,
among other things, limit our ability and the ability of our restricted subsidiaries to incur additional debt;
make certain investments or pay dividends or distributions on our capital stock or purchase or redeem
or retire capital stock; sell assets, including capital stock of our restricted subsidiaries; restrict dividends
or other payments by restricted subsidiaries; create liens that secure debt; enter into transactions with
affiliates; and merge or consolidate with another company. At December 31, 2007, we were in
compliance with the covenants contained in the indentures for the 7% Senior Notes and the 73⁄4%
Senior Notes.

7.125% Senior Notes. On November 3, 2006, we made payments totaling $268.6 million to retire
all $250 million outstanding principal amount of our 7.125% Senior Notes due 2014. The redemption
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price of $1,074.50 per $1,000 principal amount was based on a “make-whole” calculation tied to a
comparable United States Treasury security.

8.75% Senior Subordinated Notes. On November 3, 2006, we made payments totaling
$291.9 million to retire $274.9 million of the $275 million outstanding principal amount of our 8.75%
Senior Subordinated Notes due 2012 (the "Senior Subordinated Notes"). In October 2007, we made
the final payment to retire the remaining $0.1 million principal amount.

Debt Extinguishment Costs. In connection with the retirement of the 7.125% Senior Notes due
2014 and the 8.75% Senior Subordinated Notes due 2012, we recorded $45.1 million of debt
extinguishment costs in our 2006 consolidated income statement.

Pogo Tender Offers and Consent Solicitations for Senior Subordinated Notes of Pogo Producing
Company LLC. Prior to the acquisition by PXP, Pogo initiated a tender offer of 104% for the $450
million of its outstanding 7.875% Senior Subordinated Notes due 2013 (the “7.875% Senior
Subordinated Notes”), of 103% for the $300 million of its outstanding 6.625% Senior Subordinated
Notes due 2015 (the “6.625% Senior Subordinated Notes”) and of 103% for the $500 million of its
outstanding 6.875% Senior Subordinated Notes due 2017 (the “6.875% Senior Subordinated Notes”).
In November and December 2007, we completed the redemption of all $450 million of outstanding
7.875% Senior Subordinated Notes, over 99% of all $500 million of outstanding 6.875% Senior
Subordinated Notes and all $300 million of outstanding 6.625% Senior Subordinated Notes. The Notes
were redeemed for approximately $1.3 billion, which included the tender offer purchase price and
consent payments of $42.0 million plus accrued interest to November 19, 2007 of $10.4 million. The
cash redemption payment was funded using available cash on hand. The remaining $0.1 million of the
6.875% Senior Subordinated Notes principal outstanding is redeemable at any time under a “make-
whole” payment provision, and is included in Other Current Liabilities in the December 31, 2007
Consolidated Balance Sheet.

Subsequent Event. On February 13, 2008, we entered into an amendment to the Amended
Credit Agreement. The amendment reduces the borrowing base and commitments to $2.8 billion from
$2.9 billion upon the closing of the sale of certain properties to XTO. The borrowing base and
commitments will be further reduced to $2.5 billion and $1.9 billion, respectively, upon the closing of
the sale of certain properties to Oxy. In addition, the amendment allows us to repurchase up to $1.0
billion of our common stock upon the closing of the XTO and Oxy sales subject to certain conditions
being met.

Note 7—Stock Based and Other Compensation Plans

Prior to January 1, 2006, we accounted for stock based compensation using the intrinsic value
method pursuant to APB 25. Effective January 1, 2006, we adopted the provisions of SFAS 123R.
Under the provisions of SFAS 123R, stock-based compensation is measured at the grant date, based
on the calculated fair value of the award, and is recognized as an expense over the requisite employee
service period (generally the vesting period of the grant). We adopted SFAS 123R using the modified
prospective application method, under which compensation cost is recognized in the financial
statements beginning with the adoption date for all share-based payments granted after that date, and
for all unvested awards granted prior to the adoption of SFAS 123R. The cumulative adjustment at
January 1, 2006 associated with the adoption of SFAS 123R was a $2.2 million charge to earnings (net
of a $1.4 million tax benefit). Our paid-in capital was increased by $3.6 million and our deferred tax
liability was decreased by $1.4 million.

We have three stock incentive plans, the 2002 Stock Incentive Plan (the “2002 Plan”), which
provides for a maximum of 1.5 million shares available for awards, the 2004 Stock Incentive Plan (the
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“2004 Plan”), which provides for a maximum of 8.4 million shares available for awards, and the 2006
Incentive Plan (the “2006 Incentive Plan”), which provides for a maximum of 1.0 million shares
available for awards. The 2002 Plan and the 2004 Plan provide for the grant of stock options, and other
awards (including performance units, performance shares, share awards, restricted stock, RSUs and
SARs), to our directors, officers, employees, consultants and advisors. Our 2006 Plan provides for the
grant of cash-only SARs and RSUs to non-officer employees. Our compensation committee may grant
options and SARs on such terms, including vesting and payment forms, as it deems appropriate in its
discretion, however, no option or SAR may be exercised more than 10 years after its grant date, and
the purchase price for incentive stock options and non-qualified stock options may not be less than
100% of the fair market value of our common stock on the date of grant. The compensation committee
may grant restricted stock awards, RSUs, share awards, performance units and performance shares
on such terms and conditions as it may decide in its discretion.

Upon an event constituting a “change in control” (as defined in the plans) of PXP, all options and
SARs will become immediately exercisable in full. In addition, in such an event, unless otherwise
determined by our organization and compensation committee, all other awards will vest and all
restrictions on such awards will lapse. The Company may, at its discretion, issue new shares or use
treasury shares to satisfy vesting requirements.

Stock based compensation for the years ended December 31, 2007, 2006 and 2005 was (in
thousands):

Year Ended December 31,

2007 (1) 2006 (1) 2005 (2)

Stock-based compensation included in:
General and administrative expense . . . . . . . . . . . . . . . $48,123 $52,196 $77,192
Lease operating expenses . . . . . . . . . . . . . . . . . . . . . . . 3,896 3,289 579
Oil and natural gas properties under full cost

method . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,010 8,378 3,082

Total stock-based compensation . . . . . . . . . . . . . . . . . . . . . . $63,029 $63,863 $80,853

(1) In accordance with SFAS 123R.
(2) In accordance with APB 25.

Stock based compensation charged to earnings for the years ended December 31, 2007, 2006
and 2005 was (in thousands):

Year Ended December 31,

2007 (1) 2006 (1) 2005 (2)

Charged to earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 52,019 $ 55,485 $ 77,771
Tax benefit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (19,728) (22,111) (30,066)

$ 32,291 $ 33,374 $ 47,705

(1) In accordance with SFAS 123R.
(2) In accordance with APB 25.

At December 31, 2007, there is $179.0 million of total unrecognized compensation cost related to
unvested share-based compensation arrangements that is expected to be recognized over a weighted-
average period of approximately 3.9 years. Stock based compensation for the year ended
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December 31, 2006 includes $8.4 million resulting from the accelerated vesting of 0.5 million RSUs.
Stock based compensation expense for the year ended December 31, 2005 includes $18.8 million
resulting from the accelerated vesting of 1.3 million RSUs because certain stock price targets were
met.

Estimates of fair value are not intended to predict actual future events or the value ultimately
realized by employees who receive share-based awards, and subsequent events are not indicative of
the reasonableness of original estimates of fair value made by the Company under SFAS 123R.

SARs

SAR grants generally vest ratably over three years or 100% after three years and expire within five
to ten years after the date of grant. These awards are similar to stock options, but are settled in cash
rather than in shares of common stock and are classified as liability awards. Under the provisions of
SFAS 123R, compensation cost for these awards is determined using a fair-value method and
remeasured at each reporting date until the date of settlement. Stock-based compensation expense
recognized in the years ended December 31, 2007 and 2006 is based on the number of SARs
ultimately expected to vest and has been reduced for estimated forfeitures.

The following table summarizes the status of our SARs at December 31, 2007 and the changes
during the year then ended:

Outstanding
(thousands)

Weighted
Average
Exercise

Price

Aggregate
Intrinsic

Value
($ thousands)

Weighted
Average

Remaining
Contractual
Life (Years)

Outstanding at January 1, 2007 . . . . . . . . . . . . . . . . . . 2,224 $20.22
Granted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 906 48.48
Exercised . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (260) 17.37
Forfeited or expired . . . . . . . . . . . . . . . . . . . . . . . . . . . . (103) 41.32

Outstanding at December 31, 2007 . . . . . . . . . . . . . . . 2,767 28.90 $69,472 3.3

Exercisable at December 31, 2007 . . . . . . . . . . . . . . . 1,395 13.06 $57,135 2.9

The total intrinsic value of SARs exercised in the years ended December 31, 2007, 2006 and 2005
was $8.3 million, $17.7 million and $22.5 million, respectively, and the per share fair value as of
December 31, 2007 and 2006 for SARs granted in each of the years then ended was $17.32 and
$17.03, respectively. The weighted average grant date fair value per share for SARs granted in 2007
and 2006 was $12.42 and $10.45, respectively.

We estimate the fair value of SARs granted using the Black-Scholes valuation model and the fair
value of the SARs is remeasured at the end of each period. The following assumptions are as of
December 31, 2007 and 2006:

2007 2006

Expected life (in years) . . . . . . . . . . . . . . . . . . . . . 1-4 1-4
Volatility . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27.6% - 30.8% 26.8% - 37.3%
Risk-free interest rate . . . . . . . . . . . . . . . . . . . . . . 3.1% - 3.5% 4.7% - 5.0%
Dividend yield . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0% 0%
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Expected volatility is based on the historical volatility of our common stock and other factors. We
use historical experience with exercise and post-vesting exercise behavior to determine the SARs
expected life. The expected life represents the period of time that SARs granted are expected to be
outstanding. The risk-free interest rate is based on the U.S. Treasury rate with a maturity date
corresponding to the SARs’ expected life.

Restricted Stock and RSUs

Our stock compensation plans allow grants of restricted stock and RSUs. Restricted stock is
issued on the grant date but is restricted as to transferability. RSU awards represent the right to
receive common stock when vesting occurs.

Restricted stock and RSU grants generally vest over periods ranging from one to ten years of
service. Compensation cost for these awards is based on the closing market price of our common
stock on the date of grant. Stock-based compensation expense is based on the awards ultimately
expected to vest, and has been reduced for estimated forfeitures.

The following table summarizes the status under the provisions of SFAS 123R of our restricted
stock and RSUs at December 31, 2007 and the changes during the year then ended:

Equity
Instruments
(thousands)

Weighted
Average

Fair
Value

Aggregate
Intrinsic

Value
($ thousands)

Weighted
Average

Remaining
Contractual
Life (Years)

Nonvested at January 1, 2007 . . . . . . . . . . . . . . . . . . . 3,053 $39.18
Granted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,130 48.43
Vested . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (493) 38.83
Forfeited . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (29) 48.24
Reclassified from liability instruments . . . . . . . . . . . . . 1,275 46.90

Nonvested at December 31, 2007 . . . . . . . . . . . . . . . . 4,936 43.26 $266,544 4.0

Liability
Instruments
(thousands)

Weighted
Average

Fair
Value

Aggregate
Intrinsic

Value
($ thousands)

Average
Remaining
Contractual
Life (Years)

Nonvested at January 1, 2007 . . . . . . . . . . . . . . . . . . . 1,275 $47.53
Reclassified to equity instruments . . . . . . . . . . . . . . . . (1,275) 46.90

Nonvested at December 31, 2007 . . . . . . . . . . . . . . . . — — $ — —

The total intrinsic value of restricted stock and RSUs vested in 2007, 2006 and 2005 was
$26.3 million, $35.0 million and $57.2 million, respectively. The intrinsic value is based upon the closing
price of Company’s common stock on the date restricted stock and RSUs vested. The weighted
average grant date fair value of RSUs granted during the years ended December 31, 2006 and 2005
was $41.40 per share and $38.17 per share, respectively.

In 2006, we granted 300,000 RSUs to certain executives that will vest only upon the event of a
change of control (as defined). Because, in the Company’s assessment, a change of control is not
probable no compensation cost has been recognized for these awards.

The tables above include 2.3 million shares granted under the 2004 Plan in accordance with the
provisions of our Long-Term Retention and Deferred Compensation Plan. The plan allows certain
executive officers to defer awards of equity compensation and in lieu thereof, an equivalent number of
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RSUs available under stockholder-approved plans will be credited to an account for the executive.
Under the terms of this plan, certain executives have been granted the right under the 2004 Plan to
receive annual RSU grants beginning in 2005 and continuing until 2014. Each annual credit is subject
to continued service by the executive. Under the provisions of SFAS 123R, all such future grants are
deemed granted in 2005 for the purpose of determining stock-based compensation expense. The
weighted average grant date fair value for all these shares was $40.40. The grants have varying
vesting dates from 2010 through 2015 but payment of vested RSUs will be generally deferred until
September 30, 2015, subject to certain exceptions. At January 1, 2006, these RSUs were classified as
equity instruments (as defined in SFAS 123R) and the valuation under SFAS 123R was unchanged
from the intrinsic valuation under APB 25. Certain of the awards were classified as liability awards at
December 31, 2006 (as defined in SFAS 123R) because we did not have sufficient shares available for
issuance under the 2004 Plan for all shares to be granted through 2014, and such RSUs were
revalued to their fair value on that date of $47.53 per share. On May 3, 2007, our stockholders
approved an amendment to the 2004 plan increasing the total number of shares by 3.4 million which
provided the plan with enough shares available to be granted through 2014. As a result, all of these
RSUs which were classified as liability awards were reclassified as equity awards and revalued on that
date with an average price of $46.90 per share.

In addition, under the terms of our Long-Term Retention and Deferred Compensation Plan, annual
grants may be increased if certain common stock price based performance targets are achieved. No
expense was recognized in 2005 under APB 25 for the incremental shares because it was not
probable that the target stock price would be met. Upon our adoption of SFAS 123R the awards were
revalued under the fair value approach in accordance with the provisions of SFAS 123R. At
December 31, 2006, these awards were classified as liability awards because we did not have
sufficient shares available for issuance under the 2004 Plan. However, on May 3, 2007, our
stockholders approved an amendment to the 2004 plan increasing the total number of shares by
3.4 million which provided the plan with enough shares available to be granted through 2014. All of
these awards, which were classified as liability awards, were reclassified as equity awards and
revalued on that date. We used a Monte-Carlo simulation model to estimate the value and number of
RSUs expected to be granted in the future. This model involves forecasting potential future stock price
paths based on the expected return on the common stock and its volatility, then calculating the number
of RSUs expected to be granted based on the results of the simulations.

The following assumptions were used with respect to the Monte Carlo simulation model:

Expected annual return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.80%
Expected daily return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.04%
Daily standard deviation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.09%

At December 31, 2007, we estimated that 0.4 million restricted units would be granted as a result
of achieving the common stock price based targets. Such units had a weighted average fair value of
$46.61 per unit, an aggregate fair value of $18.7 million and a weighted average remaining contractual
life of 6 years.

Stock Options

As a result of the acquisition of Nuevo in 2004, we converted certain of Nuevo’s outstanding stock
options to options on our common stock. At December 31, 2007, there were 65,474 options
outstanding with an average exercise price of $13.13 per share and an average remaining life of
2.1 years. The intrinsic value of options exercised in the years ended December 31, 2007, 2006 and
2005 was $0.3 million, $1.5 million and $4.7 million, respectively, and the Company received
$0.1 million, $0.9 million and $4.3 million, respectively, upon the exercise of such options.
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Other

We have a 401(k) defined contribution plan whereby we have matched 100% of an employee's
contribution (subject to certain limitations in the plan). Matching contributions were made 100% in
cash. In 2007, 2006 and 2005 we made contributions totaling $5.5 million, $4.9 million and $4.4 million,
respectively, to the 401(k) plan.

The Company has certain awards which have vested, but, at the election of the award recipient,
the issuance of those common shares has been deferred. During 2007 and 2006, approximately
63,000 and 30,000 common shares, respectively, vested and were deferred resulting in total deferred
common shares of approximately 93,000 common shares at December 31, 2007. These common
shares will be issued upon the earliest of the deferral date designated by the recipient, their retirement
from the Company or death.

Note 8—Pension and Post-retirement Benefits

Pension Plan

As a result of our acquisition of Pogo, we assumed responsibility for a defined benefit pension plan
for former employees of Pogo (“Pogo Pension Plan”). Benefits under the plan are based on years of
service and the employees’ average compensation for five consecutive years within the final ten years
of service which produced the highest average compensation. Upon closing the Pogo acquisition, PXP
notified all employees that the Pogo Pension Plan would be frozen 45 days following notice to
employees and that PXP would terminate the plan. Pogo employees who accepted full time and
transition employment offers with PXP continued to accrue benefits during the 45 day period before the
plan was frozen. Such benefits will not increase based upon future service completed or compensation
received after that date.

The following tables summarize changes in the benefit obligation, the fair value of plan assets and
the funded status of the pension plan as well as the components of net periodic benefit costs, since the
Pogo acquisition (in thousands).

Pension
Benefits

Change in benefit obligation:
Benefit obligation at November 6, 2007 . . . . . . . . . . . . . . . . . . . . . . . . $10,547
Interest cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 99
Benefits paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10)
Actuarial gain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,677)

Benefit obligation at December 31, 2007 . . . . . . . . . . . . . . . . . . . . . . . 8,959

Change in plan assets:
Fair value of plan assets at November 6, 2007 . . . . . . . . . . . . . . . . . . 7,751
Actual return on plan assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 915
Employer contributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,600
Benefits paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10)

Fair value of plan assets at December 31, 2007 . . . . . . . . . . . . . . . . . 10,256

Overfunded status . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,297

Reconciliation of funded status:
Funded status . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,297

Net amount recognized . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,297

Components of net periodic benefit cost:
Interest cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 99
Expected return on plan assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (70)

Total periodic benefit cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 29
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At December 31, 2007, there was $2.5 million in OCI consisting of gains arising subsequent to the
Pogo acquisition, substantially all of which are expected to be recognized upon termination of the plan.

Plan assumptions to determine benefit obligations
Discount rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.20%

Plan assumptions to determine net cost
Discount rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.25%
Expected long-term rate of return on plan assets . . . . . . . . . . . . . . . . . . . . 6.00%

To develop the expected long-term rate of return on plan assets assumption, the Company
considered the current level of expected returns on risk free investments (primarily government bonds),
the historical level of the risk premium associated with the other asset classes in which the portfolio is
invested and the expectations for future returns of each asset class. The expected return for each
asset class was then weighted based on the target asset allocation to develop the expected long-term
rate of return on plan assets assumption for the portfolio. This resulted in the selection of a 6.00%
assumption.

The Company determined the discount rate used to measure plan liabilities as of the December 31
measurement date. The discount rate reflects the current rate at which the associated liabilities could
be effectively settled at the end of the year. In determining this rate, the Company reviews rates of
return on fixed-income investments of similar duration to the liabilities in the plan that receive high,
investment grade ratings by recognized ratings agencies. These rates were used to develop an
equivalent single discount rate based on the plans’ expected future benefit payment streams and
duration of plan liabilities. Using this methodology, the Company determined a discount rate of 6.20%
to be appropriate as of December 31, 2007.

Expected benefit payments for 2008, the year in which the plan is expected to be terminated, are
$9.0 million.

Other Post-retirement Benefits

As a result of the Pogo acquisition, PXP is currently providing medical coverage to an eligible
group of retired Pogo U.S. employees and their eligible dependents, although the Company has no
obligation to do so. The portion of the cost of this coverage being paid by PXP will be reduced in each
of the next two years until the retirees are paying the full cost of their coverage at the beginning of
2010. The post-retirement medical plan has no assets, and the Company is funding it on a
pay-as-you-go basis. The post-retirement benefit obligation at December 31, 2007 was $0.4 million.

Note 9—Income Taxes

For the years ended December 31, 2007, 2006 and 2005 our income tax expense (benefit)
consisted of (in thousands):

Year Ended December 31,

2007 2006 2005

Current
U.S. Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (2,158) $118,659 $ (872)
State . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,519) 23,719 643

(4,677) 142,378 (229)

Deferred
U.S. Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 110,080 216,117 (119,606)
State . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,345 26,402 (11,023)

114,425 242,519 (130,629)

$109,748 $384,897 $(130,858)
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Our deferred income tax assets and liabilities at December 31, 2007 and 2006 consist of the tax
effect of income tax carryforwards and differences related to the timing of recognition of certain types
of costs as follows (in thousands):

December 31,

2007 2006

Deferred tax assets:
Net operating loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 205,372 $ 8,468
Tax credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36,774 14,556
Commodity derivative contracts and other . . . . . . . . . . . . . . . . . . . . . . . . . 111,296 71,363

353,442 94,387
Deferred tax liabilities:

Net oil & gas acquisition, exploration and development costs and
other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,082,980) (509,582)

Net deferred tax liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(1,729,538) $(415,195)

Current asset . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 229,893 $ 51,084
Long-term liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,959,431) (466,279)

$(1,729,538) $(415,195)

Tax carryforwards at December 31, 2007, which are available for future utilization on income tax
returns, are as follows (in thousands):

FEDERAL Amount Expiration

Alternative minimum tax (AMT) credit . . . . . . . . . . . . . . . . . . . . . . . . $ 3,268 —
Enhanced oil recovery credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,747 2025
Net operating loss—regular tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 540,006 2022-2027
Net operating loss—AMT tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 111,394 2027

STATE

Alternative minimum tax (AMT) credit . . . . . . . . . . . . . . . . . . . . . . . . $ 520 —
Enhanced oil recovery credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26,765 2016-2020
Net operating loss—regular tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 350,173 2012-2027
Net operating loss—AMT tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53,972 2017

Set forth below is a reconciliation between the income tax provision (benefit) computed at the
United States statutory rate on income (loss) before income taxes and the income tax provision in the
accompanying consolidated statements of income (in thousands):

Year Ended December 31,

2007 2006 2005

U.S. federal income tax provision at statutory rate . . . . $ 93,975 $344,613 $(120,704)
State income taxes, net of federal benefit . . . . . . . . . . . 1,826 33,754 (13,201)
Enhanced oil recovery credits generated . . . . . . . . . . . . — — (19,637)
Non-deductible expenses . . . . . . . . . . . . . . . . . . . . . . . . 9,882 7,947 18,981
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,065 (1,417) 3,703

Income tax expense (benefit) on income before
income taxes and cumulative effect of accounting
change . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $109,748 $384,897 $(130,858)
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Tax Loss Carryovers. Certain of our U.S. tax loss carryovers obtained as a result of the
acquisitions of Nuevo and Pogo are subject to Internal Revenue Code limitations as to the amount that
can be used each year. We do not expect these limitations to materially impact our ability to utilize
these losses in future periods.

Other Tax Matters. The Company did not record a tax benefit related to non-cash employee
compensation for 2007 since the Company generated a net operating loss for tax purposes. As the
Company utilizes this net operating loss in future periods, a tax benefit of $1.6 million will be credited to
additional paid in capital as a result of the noncash employee compensation that vested in 2007. A
deferred tax benefit related to noncash employee compensation of approximately $2.9 million and $1.6
million was credited to additional paid in capital in 2006 and 2005, respectively.

As a result of the acquisition of Nuevo in 2004 we converted certain of Nuevo’s outstanding stock
options to options on our common stock. The tax benefit related to these options of approximately $0.2
million and $1.1 million was credited to goodwill in 2006 and 2005, respectively.

Under the terms of a tax allocation agreement between PXP and Plains Resource, Inc. (“Plains
Resources”, currently known as Vulcan Energy Inc.), we have agreed to indemnify Plains Resources if
the 2002 spin-off of PXP from Plains Resources is not tax-free to Plains Resources as a result of
various actions taken by us or with respect to our failure to take various actions. We may not be able to
control some of the events that could trigger this indemnification obligation.

Enhanced Oil Recovery (“EOR”) Credits. Under Section 43 of the Internal Revenue Code of
1986 (as amended) and similar California tax rules, taxpayers may claim EOR tax credits based on
capital spending and lease operating expense of qualified projects. EOR credits are subject to a phase
out according to the level of average domestic crude oil prices. As a result of the increase in oil prices
in 2005 and 2006, companies did not earn EOR credits in 2006 or 2007.

FIN 48. Effective January 1, 2007, we adopted FIN 48. This interpretation clarified the
accounting for uncertainty in income taxes recognized in the financial statements by prescribing a
recognition threshold and measurement attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax return. At adoption, we recorded
the cumulative effect of the change in accounting principle as a $1.4 million increase in the opening
balance of retained earnings, a $0.8 million decrease in goodwill and a $2.2 million reduction in our
existing reserves for uncertain tax positions. The adjustment to goodwill relates to tax positions taken
with respect to Nuevo and 3TEC Energy Corporation (“3TEC”) in periods prior to our acquisition of
these companies in 2004 and 2003, respectively. In the fourth quarter of 2007, we recorded additional
uncertain tax positions related to our acquisition of Pogo. We recorded these effects as a $4.6 million
increase in goodwill and a $4.6 million increase in our reserves for uncertain tax positions.

A reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows (in
thousands):

Balance at January 1, 2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $19,732
Additions for tax positions in prior years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 395
Reductions for tax positions of prior years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (556)
Additions based on tax positions related to the current year . . . . . . . . . . . . . . . . . . . 4,799
Adjustments for audit settlements in the current year . . . . . . . . . . . . . . . . . . . . . . . . . —
Adjustments due to any expiration of a statute of limitations . . . . . . . . . . . . . . . . . . . —

Balance at December 31, 2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $24,370
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Included in the balance at December 31, 2007 is approximately $19.5 million that would affect our
effective tax rate if recognized. This amount has increased over the amount that existed at the date of
adoption of FIN 48 primarily due to the effects of the acquisition of Pogo and the enactment of SFAS
141R, which requires that future changes to certain unrecognized tax benefits be reflected in income
tax expense rather than goodwill.

In addition, approximately $2.7 million of the balance represents tax positions for which the
ultimate deductibility is highly certain but for which there is uncertainty about the timing of such
deduction. Due to the impact of deferred tax accounting, other than interest and penalties, the
disallowance of the shorter deductibility period would not affect the annual effective tax rate but would
accelerate the payment of cash to the taxing authority to an earlier period.

We recognize interest and penalties related to unrecognized tax positions in income tax expense.
Included in the balance of uncertain tax positions at December 31, 2007 are interest and penalties of
approximately $0.5 million.

We file income tax returns in the U. S. federal and various state and foreign jurisdictions. For the
previously filed PXP, Nuevo and 3TEC tax returns, we are no longer subject to U. S. federal and state
income tax examinations by tax authorities for years before 1996. The Internal Revenue Service
commenced an examination of the PXP and Nuevo U. S. income tax returns for 2003 and 2004, the
field audit work for which is anticipated to be completed by the second quarter of 2008. As of
December 31, 2007, the IRS had not proposed any significant adjustments that would result in a
material change to our unrecognized tax benefits over the next 12 months.

For the previously filed Pogo tax returns, we are no longer subject to U. S. federal and state
income tax examinations by tax authorities for years prior to 2003. The IRS completed an examination
of Pogo’s U.S. income tax returns through 2003 in the fourth quarter of 2005, which resulted in a
refund to Pogo of $1.4 million. The IRS also reviewed Pogo’s income tax return for 2004 and indicated
they do not intend to perform an examination of that return. Based on the results of the last
examination, we do not anticipate any significant adjustments for years subsequent to 2003 that would
result in a material change to our financial position.

Note 10—Commitments, Contingencies and Industry Concentration

Commitments and Contingencies

Operating leases. Our operating leases relate primarily to obligations associated with aircraft, our
office facilities and certain oil field equipment. Future non-cancellable commitments related to these
leases are as follows (in thousands):

2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $13,675
2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,520
2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,340
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,761
2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,236

Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,759

$59,291

Total expenses related to such leases were $7.9 million, $6.2 million and $3.4 million in 2007,
2006 and 2005, respectively.

F-30



Environmental matters. As an owner or lessee and operator of oil and gas properties, we are
subject to various federal, state, and local laws and regulations relating to discharge of materials into,
and protection of, the environment. Often these regulations are more burdensome on older properties
that were operated before the regulations came into effect such as some of our properties in California
that have operated for over 90 years. We have established policies for continuing compliance with
environmental laws and regulations. We also maintain insurance coverage for environmental matters,
which we believe is customary in the industry, but we are not fully insured against all environmental
risks. There can be no assurance that current or future local, state or federal rules and regulations will
not require us to spend material amounts to comply with such rules and regulations.

Plugging, Abandonment and Remediation Obligations. Consistent with normal industry practices,
substantially all of our oil and gas leases require that, upon termination of economic production, the
working interest owners plug and abandon non-producing wellbores, remove tanks, production
equipment and flow lines and restore the wellsite. Typically, when producing oil and gas assets are
purchased the purchaser assumes the obligation to plug and abandon wells that are part of such
assets. However, in some instances, we receive an indemnity with respect to those costs. We cannot
assure you that we will be able to collect on these indemnities.

In connection with the sale of certain properties offshore California in December 2004, we retained
the responsibility for certain abandonment costs, including removing, dismantling and disposing of the
existing offshore platforms. The present value of such abandonment costs, $42 million ($81 million
undiscounted), are included in our asset retirement obligation as reflected on our consolidated balance
sheet. In addition, we agreed to guarantee the performance of the purchaser with respect to the
remaining abandonment obligations related to the properties (approximately $46 million). To secure its
abandonment obligations the purchaser of the properties is required to periodically deposit funds into
an escrow account. At December 31, 2007, the escrow account had a balance of $6.44 million. The fair
value of our guarantee, $0.4 million, is included in Other Long-Term Liabilities in the Consolidated
Balance Sheet.

Operating risks and insurance coverage. Our operations are subject to all of the risks normally
incident to the exploration for and the production of oil and gas, including well blowouts, cratering,
explosions, oil spills, releases of gas or well fluids, fires, pollution and releases of toxic gas, each of
which could result in damage to or destruction of oil and gas wells, production facilities or other
property, or injury to persons. Our operations in California, including transportation of oil by pipelines
within the city and county of Los Angeles, are especially susceptible to damage from earthquakes and
involve increased risks of personal injury, property damage and marketing interruptions because of the
population density of southern California. Although we maintain insurance coverage considered to be
customary in the industry, we are not fully insured against all risks, either because insurance is not
available or because of high premium costs. We maintain coverage for earthquake damages in
California but this coverage may not provide for the full effect of damages that could occur and we may
be subject to additional liabilities. The occurrence of a significant event that is not fully insured against
could have a material adverse effect on our financial position. Our insurance does not cover every
potential risk associated with operating our pipelines, including the potential loss of significant
revenues. Consistent with insurance coverage generally available to the industry, our insurance
policies provide limited coverage for losses or liabilities relating to pollution, with broader coverage for
sudden and accidental occurrences.

Other commitments and contingencies. As is common within the industry, we have entered into
various commitments and operating agreements related to the exploration and development of and
production from proved oil and gas properties and the marketing, transportation and storage of oil. It is
management’s belief that such commitments will be met without a material adverse effect on our
financial position, results of operations or cash flows.
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On November 15, 2005, the United States Court of Federal Claims issued a ruling granting the
plaintiffs’ motion for summary judgment as to liability and partial summary judgment as to damages in
the breach of contract lawsuit Amber Resources Company et al. v. United States, Case No. 02-30c.
The Court’s ruling also denied the United States’ motion to dismiss and motion for summary judgment.
The United States Court of Federal Claims ruled that the federal government’s imposition of new and
onerous requirements that stood as a significant obstacle to oil and gas development breached
agreements that it made when it sold 36 federal leases offshore California. The Court further ruled that
the Government must give back to the current lessees the more than $1.1 billion in lease bonuses it
had received at the time of sale. On October 31, 2006, the Court issued an unfavorable decision on the
plaintiff’s motion for partial summary judgment concerning plaintiffs’ additional claims regarding the
hundreds of millions of dollars that have been spent in the successful efforts to find oil and gas in the
disputed lease area, and other matters. Plaintiffs filed a motion for final judgment on November 29,
2006 and the court granted such motion on January 11, 2007. Judgment on the $1.1 billion was filed
January 12, 2007. The United States has filed its notice of appeal and Plaintiffs intend to file a cross-
appeal concerning the Court’s October 31, 2006 decision. No payments will be made until all appeals
have either been waived or exhausted. We are among the current lessees of the 36 leases. Our share
of the $1.1 billion award is in excess of $80 million if the plaintiffs are successful.

We are a defendant in various other lawsuits arising in the ordinary course of our business. While
the outcome of these lawsuits cannot be predicted with certainty and could have a material adverse
effect on our financial position, we do not believe that the outcome of these legal proceedings,
individually or in the aggregate, will have a material adverse effect on our financial condition, results of
operations or cash flows.

Industry Concentration

Financial instruments which potentially subject us to concentrations of credit risk consist principally
of accounts receivable with respect to our oil and gas operations and derivative instruments related to
our hedging activities. During 2007, 2006 and 2005, sales to ConocoPhillips accounted for
approximately 45%, 54% and 44%, respectively, of our total revenues and sales to Plains Marketing,
L.P. (“PMLP”) accounted for approximately 31%, 41% and 38%, respectively, of our total revenues.
During such periods no other purchaser accounted for more than 10% of our total revenues. The loss
of any single significant customer or contract could have a material adverse short-term effect; however,
we do not believe that the loss of any single significant customer or contract would materially affect our
business in the long-term. We believe such purchasers could be replaced by other purchasers under
contracts with similar terms and conditions. However, their role as the purchaser of a significant portion
of our oil production does have the potential to impact our overall exposure to credit risk, either
positively or negatively, in that they may be affected by changes in economic, industry or other
conditions. We generally do not require letters of credit or other collateral from PMLP or from
ConocoPhillips to support trade receivables. Accordingly, a material adverse change in PMLP’s or
ConocoPhillips’s financial condition could adversely impact our ability to collect the applicable
receivables, and thereby affect our financial condition.

The nine financial institutions that are contract counterparties for our derivative commodity
contracts all have Standard & Poor’s ratings of A+ or better, and all but one of the financial institutions
are participating lenders in our revolving credit facility. We have a net derivative liability with the one
counterparty that is not a participating lender in our revolving credit facility. As of December 31, 2007
we were in a net derivative liability position with all but two of such counterparties with whom we had a
net asset position of $2.2 million.

There are a limited number of alternative methods of transportation for our production.
Substantially all of our oil and gas production is transported by pipelines and trucks owned by third
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parties. The inability or unwillingness of these parties to provide transportation services to us for a
reasonable fee could result in our having to find transportation alternatives, increased transportation
costs or involuntary curtailment of a significant portion of our oil and gas production which could have a
negative impact on future results of operations or cash flows.

Note 11—Related Party Transactions

Our Chief Executive Officer is a director of Vulcan Energy Corporation (“Vulcan Energy”, formerly
known as Plains Resources) and until August 2005 held an interest in the general partner of Plains All
American Pipeline, L.P. (“PAA”), a publicly traded master limited partnership. PAA is also an affiliate of
Vulcan Energy. PMLP, a subsidiary of PAA, is the marketer/purchaser for a portion of our oil
production under a marketing agreement that provides that PMLP will purchase for resale at market
prices certain of our oil production. During the year ended December 31, 2005 the following amounts
were recorded with respect to such transactions (in thousands):

Year Ended
December 31,

2005

Sales of oil to PMLP
PXP’s share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $357,174
Royalty owners' share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 65,782

$422,956

Charges for PMLP marketing fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,233

Note 12—Financial instruments

The following disclosure of the estimated fair value of financial instruments is made in accordance
with the requirements of SFAS No. 107, “Disclosures About Fair Value of Financial Instruments”
(“SFAS 107”). The estimated fair value amounts have been determined using available market
information and valuation methodologies described below. Considerable judgment is required in
interpreting market data to develop the estimates of fair value. The use of different market assumptions
or valuation methodologies may have a material effect on the estimated fair value amounts.

The carrying values of items comprising current assets and current liabilities approximate fair
values due to the short-term maturities of these instruments. Derivative financial instruments included
in our financial statements are stated at fair value. The carrying amounts and fair values of our other
financial instruments are as follows (in thousands):

December 31, 2007 December 31, 2006

Carrying
Amount

Fair
Value

Carrying
Amount

Fair
Value

Long-Term Debt
Senior Revolving Credit Facility . . . . . . $2,205,000 $2,205,000 $235,500 $235,500
7% Senior Notes . . . . . . . . . . . . . . . . . . 500,000 478,150 — —
73⁄4% Senior Notes . . . . . . . . . . . . . . . . 600,000 600,000 — —

The carrying value of the Senior Revolving Credit Facility approximates its fair value, as interest
rates are variable, based on prevailing market rates. The fair value of the Senior Notes and the Senior
Subordinated Notes is based on quoted market prices based on trades of such debt.
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Note 13—Supplemental Cash Flow Information

Cash payments for interest and income taxes were (in thousands):

Year Ended December 31,

2007 2006 2005

Cash payments for interest (net of capitalized interest) . . . . $ 44,193 $72,046 $51,107

Cash payments for income taxes . . . . . . . . . . . . . . . . . . . . . $118,876 $44,863 $ 2,141

At December 31, 2007 and 2006 accrued capital expenditures included in Accounts Payable in the
consolidated Balance Sheet were $187 million and $71 million, respectively.

Common stock issued for no cash payment in connection with compensation plans (in thousands):

Year Ended December 31,

2007 2006 2005

Shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 362 901 969

Amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $15,175 $25,959 $17,098

The 2007 Pogo acquisition involved non-cash consideration as follows (in thousands):

Common stock issued . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,995,516
Senior Subordinated Notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,291,977
Current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 255,461
Other noncurrent liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35,287
Deferred income tax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,224,183
Asset retirement obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51,976

$4,854,400

We issued one million shares of common stock with a fair value of approximately $45 million in the
Piceance Basin property acquisition to the seller.

Note 14—Stockholders’ Equity

Earnings per Share

Weighted average shares outstanding for computing basic and diluted earnings for the years
ended December 31, 2007, 2006 and 2005 were (in thousands):

Year Ended December 31,

2007 2006 2005

Common shares outstanding—basic . . . . . . . . . . . . . . 78,627 77,273 77,726
Unvested restricted stock, restricted stock units and

stock options . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,181 961 —

Common shares outstanding—diluted . . . . . . . . . . . . . 79,808 78,234 77,726

In 2006 and 2007, no unvested restricted stock, restricted stock units and stock options were
excluded in computing earnings per share. Due to our net loss in 2005 our unvested restricted stock,
restricted stock units and stock options (796,000 equivalent shares) were not included in computing
earnings per share because the effect was antidilutive. In computing earnings per share, no
adjustments were made to reported net income.

F-34



Authorized Shares

In November 2007, our stockholders approved an amendment to our certificate of incorporation to
increase the number of authorized common shares from 150 million to 250 million.

Stock Repurchase Program

In December 2007, our Board of Directors authorized a stock repurchase program permitting us to
repurchase up to $1.0 billion of our common stock, replacing the previous $500 million authorization
that had approximately $158 million remaining. The shares will be repurchased from time to time in
open market transactions or privately negotiated transactions at our discretion, subject to market
conditions and other factors.

Note 15—Oil and Natural Gas Activities

Costs incurred

Our oil and natural gas acquisition, exploration and development activities are primarily conducted
in the United States. Our international activities currently consist of exploration projects offshore New
Zealand and Vietnam that were obtained in our Pogo acquisition. The following table summarizes the
costs incurred during the last three years (in thousands).

Year Ended December 31,

2007 2006 2005

Property acquisitions costs
Unproved properties

Pogo acquisition . . . . . . . . . . . . . . . $1,333,130 $ — $ —
Piceance acquisition . . . . . . . . . . . . 447,971 — —
Other . . . . . . . . . . . . . . . . . . . . . . . . . 41,211 48,315 16,682

Proved properties
Pogo acquisition . . . . . . . . . . . . . . . 3,361,710 — —
Piceance acquisition . . . . . . . . . . . . 517,994 — —
Other . . . . . . . . . . . . . . . . . . . . . . . . . 3,903 7,175 134,696

Exploration costs . . . . . . . . . . . . . . . . . . . . . . 465,246 272,352 129,066
Development costs . . . . . . . . . . . . . . . . . . . . . 357,345 319,730 300,439

$6,528,510 $647,572 $580,883

Amounts presented include capitalized general and administrative expense of $44.6 million,
$34.8 million and $24.5 million in 2007, 2006 and 2005, respectively, and capitalized interest expense
of $34.6 million, $7.9 million and $3.5 million in 2007, 2006 and 2005, respectively.

Capitalized costs

The following table presents the aggregate capitalized costs subject to amortization relating to our
oil and gas acquisition, exploration and development activities, and the aggregate related accumulated
DD&A (in thousands).

December 31,

2007 2006

Property subject to amortization . . . . . . . . . . . . . . . . . . . $7,340,238 $2,624,277
Accumulated DD&A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (991,319) (694,126)

$6,348,919 $1,930,151

The average DD&A rate per equivalent unit of production was $12.92, $8.96 and $7.39 in 2007,
2006 and 2005, respectively.
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Costs not subject to amortization

The following table summarizes the categories of costs comprising the amount of unproved
properties not subject to amortization (in thousands).

December 31,

2007 (1) 2006 2005

Onshore
Acquisition costs . . . . . . . . . . . . . . . . . . . $1,701,250 $ 19,031 $ 43,503
Exploration costs . . . . . . . . . . . . . . . . . . . 997 1,848 5,061
Capitalized interest . . . . . . . . . . . . . . . . . 28,018 3,227 3,819

Offshore
Acquisition costs . . . . . . . . . . . . . . . . . . . 31,754 13,669 37,486
Exploration costs . . . . . . . . . . . . . . . . . . . 165,078 100,276 18,306
Capitalized interest . . . . . . . . . . . . . . . . . 9,088 4,045 4,029

International
Acquisition costs . . . . . . . . . . . . . . . . . . . 15,457 — —
Capitalized interest . . . . . . . . . . . . . . . . . 141 — —

$1,951,783 $142,096 $112,204

(1) Includes $1.3 billion and $420 million attributable to the Pogo and Piceance Basin properties
acquisition, respectively.

Unproved property costs not subject to amortization consist of acquisition costs related to
unproved areas, exploration costs and capitalized interest. Costs are transferred into the amortization
base on an ongoing basis as the properties are evaluated and proved reserves established or
impairment determined. We will continue to evaluate these properties and costs will be transferred into
the amortization base as the undeveloped areas are tested. Due to the nature of the reserves, the
ultimate evaluation of the properties will occur over a period of several years. We expect that 75% of
the costs not subject to amortization at December 31, 2007 will be transferred to the amortization base
over the next five years and the remainder in the next seven to ten years. The majority of the leases
covering the properties is held by production and will not limit the time period for evaluation.
Approximately 94%, 3%, 1% and 2% of the balance in unproved properties at December 31, 2007,
related to additions made in 2007, 2006, 2005 and prior periods, respectively.

Results of operations for oil and gas producing activities

The results of operations from oil and gas producing activities below exclude non-oil and gas
revenues, general and administrative expenses, interest charges and interest income. Income tax
expense was determined by applying the statutory rates to pretax operating results (in thousands).

Year Ended December 31,

2007 2006 2005

Revenues from oil and gas producing
activities . . . . . . . . . . . . . . . . . . . . . . . . . $1,272,840 $1,018,503 $ 944,420

Production costs . . . . . . . . . . . . . . . . . . . . . (413,122) (313,125) (285,292)
Depreciation, depletion, amortization and

accretion . . . . . . . . . . . . . . . . . . . . . . . . . (306,713) (209,108) (181,609)
Income tax expense . . . . . . . . . . . . . . . . . . (209,589) (197,764) (187,210)

Results of operations from producing
activities (excluding general and
administrative and interest costs) . . . . . $ 343,416 $ 298,506 $ 290,309
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Supplemental reserve information (unaudited)

The following information summarizes our net proved reserves of oil (including condensate and
natural gas liquids) and gas and the present values thereof for the three years ended December 31,
2007. The following reserve information in 2007 is based upon (1) reserve reports prepared by the
independent petroleum consulting firms of Netherland, Sewell & Associates, Inc. and Ryder Scott
Company L.P. (“Ryder Scott”) and (2) reserve volumes prepared by us and audited by Ryder Scott and
Miller and Lents, Ltd. The independent petroleum consulting firms prepared 80% of the reserve
volumes, we prepared 19% of the reserve volumes, which the independent petroleum consulting firms
audited and we prepared 1% of the volumes, which were not audited by an independent petroleum
consulting firm. In 2006 and 2005, 100% of our reserves were based on reserve reports prepared by
Netherland, Sewell & Associates, Inc. The estimates are in accordance with SEC regulations.

Management believes the reserve estimates presented herein, in accordance with generally
accepted engineering and evaluation principles consistently applied, are reasonable. However, there
are numerous uncertainties inherent in estimating quantities and values of proved reserves and in
projecting future rates of production and the amount and timing of development expenditures, including
many factors beyond our control. Reserve engineering is a subjective process of estimating the
recovery from underground accumulations of oil and gas that cannot be measured in an exact manner,
and the accuracy of any reserve estimate is a function of the quality of available data and of
engineering and geological interpretation and judgment. Because all reserve estimates are to some
degree speculative, the quantities of oil and gas that are ultimately recovered, production and
operating costs, the amount and timing of future development expenditures and future oil and gas
sales prices may all differ from those assumed in these estimates. In addition, different reserve
engineers may make different estimates of reserve quantities and cash flows based upon the same
available data. Therefore, the Standardized Measure shown below represents estimates only and
should not be construed as the current market value of the estimated oil and gas reserves attributable
to our properties. In this regard, the information set forth in the following tables includes revisions of
reserve estimates attributable to proved properties included in the preceding year’s estimates. Such
revisions reflect additional information from subsequent development activities, production history of
the properties involved and any adjustments in the projected economic life of such properties resulting
from changes in product prices.

Decreases in the prices of oil and natural gas have had, and could have in the future, an adverse
effect on the carrying value of our proved reserves, reserve volumes and our revenues, profitability and
cash flow. The market price for California crude oil and natural gas in the Rocky Mountains differs from
the established market indices due primarily to transportation, refining costs and quality adjustments.
Approximately 74% of our 2007 reserve volumes is attributable to properties in California and the
Rocky Mountains where differentials to the NYMEX reference prices have been volatile due to these
factors.
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Estimated quantities of oil and natural gas reserves (unaudited)

The following table sets forth certain data pertaining to our proved and proved developed reserves
for the three years ended December 31, 2007.

As of or for the Year Ended December 31,

2007 2006 2005

Oil
(MBbl)

Gas
(MMcf)

Oil
(MBbl)

Gas
(MMcf)

Oil
(MBbl)

Gas
(MMcf)

Proved Reserves
Beginning balance . . . . . . . . . . . . . . . 333,217 110,922 356,333 267,921 351,403 407,400
Revision of previous estimates . . . . . 40,726 310,858 (2,045) (3,949) (13,002) 3,518
Extensions, discoveries and other

additions . . . . . . . . . . . . . . . . . . . . . 6,074 151,346 7,688 3,765 747 21,530
Improved recovery . . . . . . . . . . . . . . . — — 10,095 2,438 20,134 752
Purchase of reserves in-place . . . . . 74,646 976,395 — — 17,314 12,038
Sale of reserves in-place . . . . . . . . . — — (19,879) (138,624) (1,592) (147,958)
Production . . . . . . . . . . . . . . . . . . . . . (18,130) (29,545) (18,975) (20,629) (18,671) (29,359)

Ending balance . . . . . . . . . . . . . . . . . 436,533 1,519,976 333,217 110,922 356,333 267,921

Proved Developed Reserves
Beginning balance . . . . . . . . . . . . . . . 171,646 62,021 234,638 193,904 233,707 305,009

Ending balance . . . . . . . . . . . . . . . . . 227,915 757,736 171,646 62,021 234,638 193,904

Standardized measure of discounted future net cash flows (unaudited)

The Standardized Measure of discounted future net cash flows relating to proved crude oil and
natural gas reserves is presented below (in thousands):

December 31,

2007 2006 2005

Future cash inflows . . . . . . . . . . . . . . . . . . . . . $ 46,466,516 $17,318,297 $20,133,050
Future development costs . . . . . . . . . . . . . . . . (4,919,564) (1,979,251) (1,536,196)
Future production expense . . . . . . . . . . . . . . . (14,408,460) (6,623,201) (8,314,665)
Future income tax expense . . . . . . . . . . . . . . . (9,096,371) (3,063,433) (3,509,378)

Future net cash flows . . . . . . . . . . . . . . . . . . . 18,042,121 5,652,412 6,772,811
Discounted at 10% per year . . . . . . . . . . . . . . (10,418,798) (3,141,749) (3,690,645)

Standardized measure of discounted future
net cash flows . . . . . . . . . . . . . . . . . . . . . . . . $ 7,623,323 $ 2,510,663 $ 3,082,166

The Standardized Measure of discounted future net cash flows (discounted at 10%) from
production of proved reserves was developed as follows:

1. An estimate was made of the quantity of proved reserves and the future periods in which
they are expected to be produced based on year-end economic conditions.

2. In accordance with SEC guidelines, the engineers’ estimates of future net revenues from
our proved properties and the present value thereof are made using oil and gas sales prices in
effect at December 31 of the year presented and are held constant throughout the life of the
properties, except where such guidelines permit alternate treatment, including the use of fixed and
determinable contractual price escalations. We use various derivative instruments to manage our
exposure to commodity prices. Arrangements in effect at December 31, 2007 are discussed in
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Note 4. Such arrangements are not reflected in the reserve reports. The overall average year-end
sale prices used in the reserve reports as of December 31, 2007, 2006 and 2005 were $85.50,
$50.71 and $51.24 per barrel of oil and liquids, respectively, and $6.28, $6.14 and $8.02 per Mcf
of gas, respectively.

3. The future gross revenue streams were reduced by estimated future operating costs
(including production and ad valorem taxes) and future development and abandonment costs, all
of which were based on current costs.

4. Future income taxes were calculated by applying the statutory federal and state income tax
rate to pre-tax future net cash flows, net of the tax basis of the properties involved and utilization of
available tax carryforwards related to oil and gas operations.

The principal sources of changes in the Standardized Measure of the future net cash flows for the
three years ended December 31, 2007, are as follows (in thousands):

Year Ended December 31,

2007 2006 2005

Balance, beginning of year . . . . . . . . . . . . . . . . $ 2,510,663 $ 3,082,166 $ 2,236,719
Sales, net of production expenses . . . . . . . . . . (856,670) (848,676) (797,622)
Net change in sales and transfer prices, net of

production expenses . . . . . . . . . . . . . . . . . . . 4,250,363 240,127 2,284,096
Extensions, discoveries and improved

recovery, net of costs . . . . . . . . . . . . . . . . . . . 348,785 194,904 283,222
Changes in estimated future development

costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (219,710) (322,294) (304,045)
Previously estimated development costs

incurred during the year . . . . . . . . . . . . . . . . . 184,268 196,482 224,338
Purchase of reserves in-place . . . . . . . . . . . . . . 3,856,043 — 240,725
Sale of reserves in-place . . . . . . . . . . . . . . . . . . — (508,692) (276,255)
Revision of quantity estimates . . . . . . . . . . . . . 3,435 52,478 (558,470)
Accretion of discount . . . . . . . . . . . . . . . . . . . . . 393,743 445,583 266,113
Net change in income taxes . . . . . . . . . . . . . . . (2,847,597) (21,415) (516,655)

Balance, end of year . . . . . . . . . . . . . . . . . . . . . $ 7,623,323 $ 2,510,663 $ 3,082,166
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Note 16—Quarterly Financial Data (Unaudited)

The following table shows summary financial data for 2007 and 2006 (in thousands, except per
share data):

First
Quarter

Second
Quarter

Third
Quarter

Fourth
Quarter Year

2007 (1)
Revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $224,693 $255,547 $298,969 $493,631 $1,272,840
Income from operations . . . . . . . . . . . . . . . . . . 62,024 71,040 110,548 176,022 419,634
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,570 25,318 32,860 80,003 158,751
Basic earnings per share . . . . . . . . . . . . . . . . . 0.28 0.35 0.45 0.83 2.02
Diluted earnings per share . . . . . . . . . . . . . . . . 0.28 0.35 0.45 0.81 1.99

2006
Revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $251,619 $278,386 $280,907 $207,591 $1,018,503
Gain on sale of oil and gas properties (2) . . . . — — 345,480 637,508 982,988
Income from operations . . . . . . . . . . . . . . . . . . 105,289 110,284 456,151 676,726 1,348,450
Income (loss) before cumulative effect of

accounting change . . . . . . . . . . . . . . . . . . . . (49,470) (7,127) 272,693 383,614 599,710
Cumulative effect of accounting change, net

of tax expense . . . . . . . . . . . . . . . . . . . . . . . . (2,182) — — — (2,182)
Net income (loss) . . . . . . . . . . . . . . . . . . . . . . . (51,652) (7,127) 272,693 383,614 597,528
Basic earnings (loss) per share

Income (loss) before cumulative effect of
accounting change . . . . . . . . . . . . . . . . . . (0.63) (0.09) 3.56 5.09 7.76

Cumulative effect of accounting change . . . (0.03) — — — (0.03)
Net income (loss) . . . . . . . . . . . . . . . . . . . . . . (0.66) (0.09) 3.56 5.09 7.73

Diluted earnings (loss) per share
Income (loss) before cumulative effect of

accounting change . . . . . . . . . . . . . . . . . . (0.63) (0.09) 3.50 5.02 7.67
Cumulative effect of accounting change . . . (0.03) — — — (0.03)
Net income (loss) . . . . . . . . . . . . . . . . . . . . . . (0.66) (0.09) 3.50 5.02 7.64

(1) Reflects the acquisition of Pogo effective November 6, 2007 and Piceance Basin properties
effective May 31, 2007.

(2) Represents gain on the sale of oil and gas properties to subsidiaries of Oxy of $345 million and
gain on the sale of non-producing oil and gas properties to Statoil Gulf of Mexico LLC of $638
million.

Note 17—Consolidating Financial Statements

We are the issuer of $600 million of 73⁄4% Senior Notes and $500 million of 7% Senior Notes,
which are jointly and severally guaranteed on a full and unconditional basis by certain of our domestic
subsidiaries (referred to as “Guarantor Subsidiaries”). Certain of our subsidiaries do not guarantee the
Senior Notes (referred to as “Non-Guarantor Subsidiaries”).

The following financial information presents consolidating financial statements, which include:

• PXP (the “Issuer” or “Parent”);

• the Guarantor Subsidiaries on a combined basis;

• the Non-Guarantor Subsidiaries on a combined basis;
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• elimination entries necessary to consolidate the Issuer, Guarantor Subsidiaries and
Non-Guarantor Subsidiaries; and

• PXP on a consolidated basis.

The condensed consolidating balance sheet as of December 31, 2006 has been revised to correct
$66.8 million of deferred income taxes payable that was previously recorded in the accounts of the
Issuer but should have been recorded in the accounts of the Guarantor Subsidiaries. Stockholders’
equity in the accounts of the Guarantor Subsidiaries has also been revised to reflect $35.0 million of
additional current tax expense for the year ended December 31, 2006. These revisions had no impact
on the consolidated or the Non-Guarantor Subsidiaries totals in the condensed consolidating balance
sheet as of December 31, 2006. The condensed consolidating statement of income for the year ended
December 31, 2006 has been revised to correct $35.0 million of income tax expense recorded in the
accounts of the Issuer that should have been recorded in the accounts of the Guarantor Subsidiaries.
This revision had no impact on the consolidated or the Non-Guarantor Subsidiaries totals in the
condensed consolidating statements of income for the year ended December 31, 2006. Additionally,
the condensed consolidating statement of cash flows for the year ended December 31, 2006 has been
revised to correct $40.4 million of deferred tax expense recorded as an adjustment to the cash flows
from operating activities of the Guarantor Subsidiaries that should have been recorded as an
adjustment to the cash flows from operating activities of the Issuer, a $35.0 million reduction in equity
earnings and a $75.4 million reduction in advance to affiliate in the accounts of the Issuer and a
corresponding reduction in advance from affiliate in the accounts of the Guarantor Subsidiaries.
Adjustments were also made to reduce the corresponding amounts in the eliminations columns to
reflect the changes in the advance to affiliates. These revisions had no impact on the total cash flow for
the Issuer and Guarantor Subsidiaries in the condensed consolidating statement of cash flows for the
year ended December 31, 2006.
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PLAINS EXPLORATION & PRODUCTION COMPANY

CONDENSED CONSOLIDATING BALANCE SHEET
DECEMBER 31, 2007

(in thousands)

Issuer
Guarantor

Subsidiaries
Non-Guarantor

Subsidiaries
Intercompany
Eliminations Consolidated

ASSETS
Current Assets

Cash and cash equivalents . . . . . . $ 15,897 $ 2,261 $ 7,288 $ — $ 25,446
Accounts receivable and other

current assets . . . . . . . . . . . . . . . 255,049 385,720 8,705 — 649,474

270,946 387,981 15,993 — 674,920

Property and Equipment, at cost
Oil and natural gas properties—

full cost method
Subject to amortization . . . . . 2,632,802 4,707,436 — — 7,340,238
Not subject to amortization . . 174,837 1,761,489 15,457 — 1,951,783

Other property and equipment . . . 57,384 11,903 16,641 — 85,928

2,865,023 6,480,828 32,098 — 9,377,949
Less allowance for depreciation,

depletion and amortization . . . . (529,426) (788,164) (21) 316,889 (1,000,722)

2,335,597 5,692,664 32,077 316,889 8,377,227

Investment in and Advances to
Subsidiaries . . . . . . . . . . . . . . . . . . . 5,120,045 (682,139) (26,292) (4,411,614) —

Other Assets . . . . . . . . . . . . . . . . . . . . 24,504 613,264 3,436 — 641,204

$7,751,092 $6,011,770 $ 25,214 $(4,094,725)$ 9,693,351

LIABILITIES AND
STOCKHOLDERS’ EQUITY

Current Liabilities
Accounts payable and other

current liabilities . . . . . . . . . . . . . $ 322,438 $ 404,413 $ 11,257 $ — $ 738,108
Commodity derivative

contracts . . . . . . . . . . . . . . . . . . . 68,580 11,358 — — 79,938

391,018 415,771 11,257 — 818,046

Long-Term Debt . . . . . . . . . . . . . . . . . 3,305,000 — — — 3,305,000

Other Long-Term Liabilities . . . . . . . 170,401 102,226 — — 272,627

Deferred Income Taxes . . . . . . . . . . . 546,426 1,286,567 2,262 124,176 1,959,431

Stockholders’ Equity . . . . . . . . . . . . . 3,338,247 4,207,206 11,695 (4,218,901) 3,338,247

$7,751,092 $6,011,770 $ 25,214 $(4,094,725)$ 9,693,351
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PLAINS EXPLORATION & PRODUCTION COMPANY

CONDENSED CONSOLIDATING BALANCE SHEET
DECEMBER 31, 2006

(in thousands)

Issuer
Guarantor

Subsidiaries
Non-Guarantor

Subsidiaries
Intercompany
Eliminations Consolidated

ASSETS
Current Assets

Cash and cash equivalents . . . . . . . $ 896 $ 3 $ — $ — $ 899
Accounts receivable and other

current assets . . . . . . . . . . . . . . . . 156,242 27,655 — — 183,897

157,138 27,658 — — 184,796

Property and Equipment, at cost
Oil and natural gas properties—

full cost method
Subject to amortization . . . . . . 2,131,959 492,318 — — 2,624,277
Not subject to amortization . . . 124,830 17,266 — — 142,096

Other property and equipment . . . . 31,237 1,564 8,591 — 41,392

2,288,026 511,148 8,591 — 2,807,765
Less allowance for depreciation,

depletion and amortization . . . . . (390,931) (309,310) — — (700,241)

1,897,095 201,838 8,591 — 2,107,524

Investment in and Advances to
Subsidiaries . . . . . . . . . . . . . . . . . . . . 285,867 133,343 (5,585) (413,625) —

Other Assets . . . . . . . . . . . . . . . . . . . . . (1,674) 172,582 — — 170,908

$2,338,426 $ 535,421 $ 3,006 $(413,625) $2,463,228

LIABILITIES AND
STOCKHOLDERS’ EQUITY

Current Liabilities
Accounts payable and other current

liabilities . . . . . . . . . . . . . . . . . . . . $ 320,899 $ 44,131 $ — $ — $ 365,030
Commodity derivative contracts . . . 95,162 — — — 95,162

416,061 44,131 — — 460,192

Long-Term Debt . . . . . . . . . . . . . . . . . . . 235,500 — — — 235,500

Other Long-Term Liabilities . . . . . . . . . 151,365 19,209 — — 170,574

Deferred Income Taxes . . . . . . . . . . . . 404,817 61,462 — — 466,279

Stockholders’ Equity . . . . . . . . . . . . . . 1,130,683 410,619 3,006 (413,625) 1,130,683

$2,338,426 $ 535,421 $ 3,006 $(413,625) $2,463,228
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PLAINS EXPLORATION & PRODUCTION COMPANY

CONDENSED CONSOLIDATING STATEMENT OF INCOME
YEAR ENDED DECEMBER 31, 2007

(in thousands)

Parent
Guarantor

Subsidiaries
Non-Guarantor

Subsidiaries
Intercompany
Eliminations Consolidated

Revenues
Oil sales . . . . . . . . . . . . . . . . . . $ 903,599 $ 212,777 $ — $ — $1,116,376
Gas sales . . . . . . . . . . . . . . . . . 23,979 129,437 — — 153,416
Other operating revenues . . . . 2,569 478 1 — 3,048

930,147 342,692 1 — 1,272,840

Costs and Expenses
Production costs . . . . . . . . . . . . 301,575 111,480 67 — 413,122
General and administrative . . . 104,544 18,955 507 — 124,006
Depreciation, depletion,

amortization and
accretion . . . . . . . . . . . . . . . . 151,883 164,172 23 — 316,078

Full cost ceiling test
writedown . . . . . . . . . . . . . . . — 316,889 — (316,889) —

558,002 611,496 597 (316,889) 853,206

Income (Loss) from
Operations . . . . . . . . . . . . . . . . . . 372,145 (268,804) (596) 316,889 419,634

Other Income (Expense)
Equity in earnings of

subsidiaries . . . . . . . . . . . . . . (6,019) (282) — 6,301 —
Interest expense . . . . . . . . . . . . (39,323) (68,692) — 39,107 (68,908)
Loss on mark-to-market

derivative contracts . . . . . . . (88,993) 444 — — (88,549)
Interest and other income . . . . 39,181 6,105 143 (39,107) 6,322

Income (Loss) Before Income
Taxes . . . . . . . . . . . . . . . . . . . . . . 276,991 (331,229) (453) 323,190 268,499

Income tax (expense)
benefit . . . . . . . . . . . . . . . . . . (118,240) 132,497 171 (124,176) (109,748)

Net Income (Loss) . . . . . . . . . . . . . $ 158,751 $(198,732) $(282) $ 199,014 $ 158,751
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PLAINS EXPLORATION & PRODUCTION COMPANY

CONDENSED CONSOLIDATING STATEMENT OF INCOME
YEAR ENDED DECEMBER 31, 2006

(in thousands)

Parent
Guarantor

Subsidiaries
Non-Guarantor

Subsidiaries
Intercompany
Eliminations Consolidated

Revenues
Oil sales . . . . . . . . . . . . . . . . . . . $ 798,802 $ 110,925 $ — $ — $ 909,727
Gas sales . . . . . . . . . . . . . . . . . . 32,110 74,209 — — 106,319
Other operating revenues . . . . . 1,579 878 — — 2,457

832,491 186,012 — — 1,018,503

Costs and Expenses
Production costs . . . . . . . . . . . . . 236,346 76,779 — — 313,125
General and administrative . . . . 115,463 7,671 — — 123,134
Depreciation, depletion,

amortization and accretion . . . 98,225 118,557 — — 216,782
Gain on sale of oil and gas

properties . . . . . . . . . . . . . . . . (856,602) (126,386) — — (982,988)

(406,568) 76,621 — — (329,947)

Income from Operations . . . . . . . . . 1,239,059 109,391 — — 1,348,450
Other Income (Expense)

Equity in earnings of
subsidiaries . . . . . . . . . . . . . . . 24,388 — — (24,388) —

Interest expense . . . . . . . . . . . . . (50,294) (14,381) — — (64,675)
Debt extinguishment costs . . . . (45,063) — — — (45,063)
Loss on mark-to-market

derivative contracts . . . . . . . . (297,503) — — — (297,503)
Interest and other income . . . . . 43,398 — — — 43,398

Income Before Income Taxes and
Cumulative Effect of
Accounting Change . . . . . . . . . . . 913,985 95,010 — (24,388) 984,607

Income tax expense . . . . . . . . . . (314,275) (70,622) — — (384,897)

Income Before Cumulative Effect
of Accounting Change . . . . . . . . 599,710 24,388 — (24,388) 599,710

Cumulative effect of accounting
change, net of tax benefit . . . (2,182) — — — (2,182)

Net Income . . . . . . . . . . . . . . . . . . . . $ 597,528 $ 24,388 $ — $(24,388) $ 597,528
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PLAINS EXPLORATION & PRODUCTION COMPANY

CONDENSED CONSOLIDATING STATEMENT OF INCOME
YEAR ENDED DECEMBER 31, 2005

(in thousands)

Parent
Guarantor

Subsidiaries
Intercompany
Eliminations Consolidated

Revenues
Oil sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 651,689 $ 82,343 $ — $ 734,032
Gas sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56,292 150,444 — 206,736
Other operating revenues . . . . . . . . . . . . . . . . 2,854 798 — 3,652

710,835 233,585 — 944,420

Costs and Expenses
Production costs . . . . . . . . . . . . . . . . . . . . . . . 213,594 71,698 — 285,292
General and administrative . . . . . . . . . . . . . . . 121,586 5,927 — 127,513
Depreciation, depletion, amortization and

accretion . . . . . . . . . . . . . . . . . . . . . . . . . . . . 107,789 80,126 — 187,915

442,969 157,751 — 600,720

Income from Operations . . . . . . . . . . . . . . . . . . . 267,866 75,834 — 343,700
Other Income (Expense)

Equity in earnings of subsidiaries . . . . . . . . . . 32,600 — (32,600) —
Interest expense . . . . . . . . . . . . . . . . . . . . . . . (40,690) (14,731) — (55,421)
Loss on mark-to-market derivative

contracts . . . . . . . . . . . . . . . . . . . . . . . . . . . . (636,473) — — (636,473)
Interest and other income . . . . . . . . . . . . . . . . 3,324 — — 3,324

Income (Loss) Before Income Taxes . . . . . . . . . (373,373) 61,103 (32,600) (344,870)
Income tax benefit (expense) . . . . . . . . . . . . . 159,361 (28,503) — 130,858

Net Income (Loss) . . . . . . . . . . . . . . . . . . . . . . . . . $(214,012) $ 32,600 $(32,600) $(214,012)
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PLAINS EXPLORATION & PRODUCTION COMPANY

CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2007

(in thousands of dollars)

Parent
Guarantor

Subsidiaries

Non-
Guarantor

Subsidiaries
Intercompany
Eliminations Consolidated

CASH FLOWS FROM OPERATING
ACTIVITIES

Net income (loss) . . . . . . . . . . . . . . . . . . . . . . . . $ 158,751 $ (198,732) $ (282) $ 199,014 $ 158,751
Items not affecting cash flows from operating

activities
Depreciation, depletion, amortization and

accretion . . . . . . . . . . . . . . . . . . . . . . . . . 151,883 481,061 23 (316,889) 316,078
Equity in earnings of subsidiaries . . . . . . . 6,019 282 — (6,301) —
Deferred income taxes . . . . . . . . . . . . . . . 119,545 (129,196) (100) 124,176 114,425
Commodity derivative contracts . . . . . . . . 88,993 (444) — — 88,549
Noncash compensation . . . . . . . . . . . . . . . 39,067 4,630 — — 43,697
Other noncash items . . . . . . . . . . . . . . . . . 1,157 (450) — — 707

Change in assets and liabilities from operating
activities

Accounts receivable and other assets . . . (25,417) (28,757) (12,050) — (66,224)
Accounts payable and other liabilities . . . 78,744 (33,974) 8,581 — 53,351
Income taxes payable . . . . . . . . . . . . . . . . (121,222) — — — (121,222)

Net cash provided by (used by) operating
activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 497,520 94,420 (3,828) — 588,112

CASH FLOWS FROM INVESTING
ACTIVITIES

Additions to oil and gas properties . . . . . . . . . . (528,314) (242,095) — — (770,409)
Acquisition of Piceance Basin properties . . . . . (975,407) — — — (975,407)
Acquisition of Pogo Producing Company, net

of cash acquired . . . . . . . . . . . . . . . . . . . . . . . — (304,676) 6,645 — (298,031)
Increase in restricted cash . . . . . . . . . . . . . . . . — (59,092) — — (59,092)
Derivative settlements . . . . . . . . . . . . . . . . . . . . (99,861) — — — (99,861)
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (26,065) (6,221) (8,051) (40,337)

Net cash used in investing activities . . . . . . . . (1,629,647) (612,084) (1,406) — (2,243,137)

CASH FLOWS FROM FINANCING
ACTIVITIES

Revolving credit facilities
Borrowings . . . . . . . . . . . . . . . . . . . . . . . . . 4,745,100 — — — 4,745,100
Repayments . . . . . . . . . . . . . . . . . . . . . . . . (2,775,600) — — — (2,775,600)

Proceeds from debt issuance . . . . . . . . . . . . . . 1,100,000 — — — 1,100,000
Redemption of long-term debt . . . . . . . . . . . . . — (1,291,926) — — (1,291,926)
Derivative settlements . . . . . . . . . . . . . . . . . . . . (3,688) — — — (3,688)
Investment in and advances to affiliates . . . . . (1,823,876) 1,811,354 12,522 — —
Purchase of treasury stock . . . . . . . . . . . . . . . . (47,485) — — — (47,485)
Cost incurred in connection with financing

arrangements . . . . . . . . . . . . . . . . . . . . . . . . . (47,333) — — — (47,333)
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 494 — — 504

Net cash provided by financing activities . . . . . 1,147,128 519,922 12,522 — 1,679,572

Net increase in cash and cash equivalents . . . 15,001 2,258 7,288 — 24,547
Cash and cash equivalents, beginning of

period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 896 3 — — 899

Cash and cash equivalents, end of period . . . $ 15,897 $ 2,261 $ 7,288 $ — $ 25,446
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PLAINS EXPLORATION & PRODUCTION COMPANY

CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2006

(in thousands of dollars)

Parent
Guarantor

Subsidiaries

Non-
Guarantor

Subsidiaries
Intercompany
Eliminations Consolidated

CASH FLOWS FROM OPERATING
ACTIVITIES

Net income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . $ 597,528 $ 24,388 $ — $(24,388) $ 597,528
Items not affecting cash flows from operating

activities
Gain on sale of oil and gas properties . . . . (856,602) (126,386) — — (982,988)
Depreciation, depletion, amortization and

accretion . . . . . . . . . . . . . . . . . . . . . . . . . . 98,225 118,557 — — 216,782
Equity in earnings of subsidiaries . . . . . . . . (24,388) — — 24,388 —
Deferred income taxes . . . . . . . . . . . . . . . . . 271,617 (29,098) — — 242,519
Noncash portion of debt extinguishment

costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,289 — — — 9,289
Cumulative effect of adoption of

accounting change . . . . . . . . . . . . . . . . . . 2,182 — — — 2,182
Commodity derivative contracts . . . . . . . . . 393,183 50,075 — — 443,258
Noncash compensation . . . . . . . . . . . . . . . . 37,766 — — — 37,766
Other noncash items . . . . . . . . . . . . . . . . . . (268) — — — (268)

Change in assets and liabilities from operating
activities

Accounts receivable and other assets . . . . 21,290 7,172 — — 28,462
Accounts payable and other liabilities . . . . . (4,662) (9,159) — — (13,821)
Income taxes payable . . . . . . . . . . . . . . . . . 94,272 — — — 94,272

Net cash provided by operating activities . . . . . 639,432 35,549 — — 674,981

CASH FLOWS FROM INVESTING
ACTIVITIES

Additions to oil and gas properties . . . . . . . . . . . (484,296) (150,034) — — (634,330)
Proceeds from sales of oil and gas properties . . . 1,305,536 245,127 — — 1,550,663
Derivative settlements . . . . . . . . . . . . . . . . . . . . . (93,411) — — — (93,411)
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4,300) (1,035) (5,588) (10,923)

Net cash provided by (used in) investing
activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 723,529 94,058 (5,588) — 811,999

CASH FLOWS FROM FINANCING
ACTIVITIES

Revolving credit facilities
Borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . 1,618,900 — — — 1,618,900
Repayments . . . . . . . . . . . . . . . . . . . . . . . . . (1,655,400) — — — (1,655,400)

Redemption of long-term debt . . . . . . . . . . . . . . (524,863) — — — (524,863)
Derivative settlements . . . . . . . . . . . . . . . . . . . . . (621,862) — — — (621,862)
Investment in and advances to affiliates . . . . . . 124,020 (129,608) 5,588 — —
Purchase of treasury stock . . . . . . . . . . . . . . . . . (298,445) — — — (298,445)
Excess tax benefit from stock-based

compensation . . . . . . . . . . . . . . . . . . . . . . . . . . 2,899 — — — 2,899
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8,862) — — — (8,862)

Net cash provided by (used in) financing
activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,363,613) (129,608) 5,588 — (1,487,633)

Net increase (decrease) in cash and cash
equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . (652) (1) — — (653)

Cash and cash equivalents, beginning of
period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,548 4 — — 1,552

Cash and cash equivalents, end of period . . . . . $ 896 $ 3 $ — $ — $ 899
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PLAINS EXPLORATION & PRODUCTION COMPANY

CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2005

(in thousands)

Parent
Guarantor

Subsidiaries
Intercompany
Eliminations Consolidated

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (214,012) $ 32,600 $(32,600) $ (214,012)
Items not affecting cash flows from operating

activities
Depreciation, depletion, amortization and

accretion . . . . . . . . . . . . . . . . . . . . . . . . . . . . 107,789 80,126 — 187,915
Equity in earnings of subsidiaries . . . . . . . . . . (32,600) — 32,600 —
Deferred income taxes . . . . . . . . . . . . . . . . . . . (79,257) (51,372) — (130,629)
Commodity derivative contracts . . . . . . . . . . . 563,873 56,691 — 620,564
Noncash compensation . . . . . . . . . . . . . . . . . . 55,271 — — 55,271
Other noncash items . . . . . . . . . . . . . . . . . . . . (93) — — (93)

Change in assets and liabilities from operating
activities, net of effect of acquisitions

Accounts receivable and other assets . . . . . . (16,636) (14,777) — (31,413)
Accounts payable and other liabilities . . . . . . (20,275) (3,994) — (24,269)

Net cash provided by operating activities . . . . . . . 364,060 99,274 — 463,334

CASH FLOWS FROM INVESTING ACTIVITIES
Additions to oil and gas properties . . . . . . . . . . . . . (295,730) (213,397) — (509,127)
Proceeds from sales of oil and gas properties . . . 9,345 337,105 — 346,450
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5,419) (324) — (5,743)

Net cash (used in) provided by investing
activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (291,804) 123,384 — (168,420)

CASH FLOWS FROM FINANCING ACTIVITIES
Revolving credit facilities

Borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,504,200 — — 1,504,200
Repayments . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,342,200) — — (1,342,200)

Costs incurred in connection with financing
arrangements . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,600) — — (1,600)

Derivative settlements . . . . . . . . . . . . . . . . . . . . . . . (453,443) (6,007) — (459,450)
Investment in and advances to affiliates . . . . . . . . 217,316 (217,316) — —
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,143 — — 4,143

Net cash (used in ) financing activities . . . . . . . . . . (71,584) (223,323) — (294,907)

Net increase (decrease) in cash and cash
equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 672 (665) — 7

Cash and cash equivalents, beginning of
period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 876 669 — 1,545

Cash and cash equivalents, end of period . . . . . . . $ 1,548 $ 4 $ — $ 1,552
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Executive Officers:

James C. Flores 
Chairman, President and 
Chief Executive Officer

Doss R. Bourgeois 
Executive Vice President 
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John F. Wombwell 
Executive Vice President 
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Directors

James C. Flores 
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Isaac Arnold, Jr. 
President of The Arnold Corporation 
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Quintana Petroleum Corporation

Alan R. Buckwalter, III 
Retired, Chairman 
and Chief Executive Officer 
JPMorgan Chase Bank of Texas

Jerry L. Dees 
Retired, Senior Vice President, 
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Tom H. Delimitros 
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Thomas A. Fry, III 
President 
National Ocean Industries Association
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TRANSFER AGENT

American Stock Transfer & Trust 
59 Maiden Lane, Plaza Level 
New York, New York 10038

FORM 10-K

A copy of the Company’s annual report on 
Form 10-K to the Securities and Exchange 
Commission for the year ended December 
31, 2007, is available free of charge on 
request to:	  
Investor Relations 
Plains Exploration & Production Company 
700 Milam, Suite 3100 
Houston, Texas 77002 
713.579.6000 or 800.934.6083

Statement Regarding Forward-looking Statements
This annual Report on Form 10-K includes forward-looking information regarding PXP that is intended to be 
covered by the safe harbor for “forward-looking statements” provided by the Private Securities Litigation 
Reform Act of 1995. Statements that are predictive in nature, that depend upon or refer to future events 
or conditions, or that include words such as “will,” “would,” “should,” “plans,” “likely,” “expects,” 
“anticipates,” “intends,” “believes,” “estimates,” “thinks,” “may,” and similar expressions, are forward-
looking statements. Although we believe that our expectations are based on reasonable assumptions, there 
are risks, uncertainties and other factors that could cause actual results to be materially different from 
those in the forward-looking statements. These factors include, among other things:

	 • �uncertainties inherent in the development and 
production of oil and gas and in estimating reserves;

	 • �unexpected future capital expenditures (including the amount and nature thereof);

	 • �impact of oil and gas price fluctuations, including the impact on our reserve volumes and values and 
our earnings as a result of our derivative positions;

	 • �the effects of our indebtedness, which could adversely restrict our ability to operate, could 
make us vulnerable to general adverse economic and industry conditions, could place us at a 
competitive disadvantage compared to our competitors that have less debt, and could 
have other adverse consequences;

	 • �the success of our derivative activities;

	 • �the success of our risk-management activities;

	 • �unexpected difficulties in integrating our operations as a result of any significant acquisitions;

	 • the effects of competition;

	 • �the availability (or lack thereof) of acquisition or combination opportunities;

	 • �the impact of current and future laws and governmental regulations;

	 • �environmental liabilities that are not covered by an effective indemnity or insurance; and

	 • �general economic, market, industry or business conditions.

All forward-looking statements in this report are made as of the date hereof, and you should not place 
undue reliance on these statements without also considering the risks and uncertainties associated with 
these statements and our business that are discussed in this report and our other filings with the SEC. 
Moreover, although we believe the expectations reflected in the forward-looking statements are based 
upon reasonable assumptions, we can give no assurance that we will attain these expectations or that 
any deviations will not be material. Except for any obligation to disclose material information under the 
Federal securities laws, we do not intend to update these forward-looking statements and information. See 
Item 1A—“Risk Factors” and “Management’s Discussion and Analysis of Financial Condition and Results 
of Operations—Critical Accounting Policies and Factors That May Affect Future Results” in this report for 
additional discussions of risks and uncertainties.

Available Information
We file annual, quarterly and current reports, proxy statements and other information with the SEC. 
You may read and copy any document we file at the SEC’s Public Reference Room at 100 F Street, 
N.E. Room 1580, Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for further information 
on the SEC’s Public Reference Room. Our SEC filings are also available to the public at the SEC’s website 
at www.sec.gov. No information from the SEC’s website is incorporated by reference herein. Our website is 
www.pxp.com. You may also obtain copies of our annual, quarterly and current reports, proxy statements 
and certain other information filed with the SEC, as well as amendments thereto, free of charge from our 
website. These documents are posted to our website as soon as reasonably practicable after we have 
filed or furnished these documents with the SEC. We have placed on our website copies of our Corporate 
Governance Guidelines, charters of our Audit, Organization & Compensation and Nominating & Corporate 
Governance Committees and our Policy Concerning Corporate Ethics and Conflicts of Interest. Stockholders 
may request a printed copy of these governance materials by writing to the Corporate Secretary, Plains 
Exploration & Production Company, 700 Milam, Suite 3100, Houston, TX 77002.

INDEPENDENT REGISTERED PUBLIC 
ACCOUNTING FIRM

PricewaterhouseCoopers LLP 
1201 Louisiana Street, Suite 2900 
Houston, Texas 77002-5678

CORPORATE HEADQUARTERS

Plains Exploration & Production Company 
700 Milam, Suite 3100 
Houston, Texas 77002 
713.579.6000 or 800.934.6083 
Fax: 713.579.6500 
Email: investor@pxp.com 
Website: www.pxp.com

Company Information
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