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ForwardLooking Statements.

The statements contained in all parts of this document, including, but not limited to, those relating to our schedslle, targe
estimates or results of future drilling, including the number, timing and results of wells, budgeted wells, increasssthreieting
and risk involved in drilling followup wells, expected working or net revenue interests, planned expendituresctgdsmgeted and
other future capital expenditures, risk profile of natural gas and oil exploration, acquisitieDd eéi8mic data (including number,
timing and size of projects), spending plans, capital expenditure plans, planned evaluation ofsprpepealility of prospects
having natural gas and oil, expected production or reserves, increases in reserves, acreage, working capital requitgimgnts, he
activities, the ability of expected sources of liquidity to implement our business strategsilaitibe of borrowings under our credit
facility, borrowing base increases under our credit facility, future exploration activity, production rates, financing 210u
exploration and development program, project financing, growth in productionogeweht of new drilling programs, participation
of our industry partners, funding for our Marcellus Shale operations, hedging of production, exploration and developme
expenditures, evaluation of properties for impairment, Camp Hill steam injectionsresnkw drilling technology and development,
all and any other statements regarding future operations, financial results, business plans and cash needs and othdhatatemen
not historical facts are forward looking statements. When used in thisidne nt the words #fAanticips:
itargeted, 0 fAipotential, o festimate, 0 fiexpect, o0 fAmay, che ipr
statements that identify forward looking statements. Such statemenbgeimisks and uncertainties, including, but not limited to,
those relating to the continued economic downturn, availability of financing our dependence on our exploratory drillieg, bt
volatility of natural gas and oil prices, the need to repleeserves depleted by production, operating risks of natural gas and oll
operations, our dependence on our key personnel, factors that affect our ability to manage our growth and achieve ur busi
strategy, technological changes, our significant chptguirements, the potential impact of government regulations, including related
to hydraulic fracturing and air emissions, climate change, adverse regulatory determinations, litigation, competiticartéetyiof
reserve information and future netvenue estimates, property acquisition risks, availability of equipment, access to pipelines anc
gathering systems, weather, availability of financing, actions of lenders financial condition of our industry partners and tt
counterparties to our hedgesijlégpto obtain permits and other factors detailed herein and in our other filings with the Securities and
Exchange Commi ssion (the ACommi ssionodo) . Some of the facto
implied in forwardlooki ng st atements are described under Altem 1A. Ris
more of these risks or uncertainties materialize, or should underlying assumptions prove incorrect, actual outcomes may Vv
materially from thos indicated. All subsequent written and oral forwknoking statements attributable to us or persons acting on our
behalf are expressly qualified in their entirety by reference to these risks and uncertainties. You should not plackanndwmnre
forward-looking statements. Each forwalabking statement speaks only as of the date of the particular statement and we undertak
no obligation to update or revise any forwdmdking statement.

Certain terms used herein relating to the oil and naturaldasimst ry ar e defined in AGlIl ossary o
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Item 1. and Item 2. Business and Properties

OVERVIEW

General

Carrizo Oil & Gas, Il nc. is an independent energy coenpan
ACompanyodo or fiwedo) is engaged in the exploration, dellyial opt
the United States. Our current operations are prindiagyaslol y
Airesource playso. OQur primary core area is the Barneéed) Sh

with a focus on Southeast Tarrant County, Texas. Through our wiwhed subsidiary Carrizo (Marcellus) LLC, we haalso
established a core area in another emerging resource play, the Marcellus Shale area in Pennsylvania, New York, WestdVirginia
Virginia. In addition to the Barnett and the Marcellus, we are active in other project areas comprised of: (1) ahglaghal
including the Eagle Ford in South Texas, Fayetteville in Arkansas, Barnett/Woodford in West Texas/New Mexico, Floyd/Neal i
Mississippi, the Bakken in North Dakota and the New Albany in Kentucky/lllinois, (2) traditional geologic trends alonghbee

Gulf Coast area in Texas, Louisiana and Alabama, primarily in the Miocene, Wilcox, Frio and Vicksburg trends, (3) thetb.K. No
Sea, including the Huntington Field discovery, and (4) the Camp Hill heavy oil steam flood project in East Texas.

We ek to grow our production through owD3seismiedriven exploratory and development drilling program and by applying
proven horizontal drilling and hydraulicr act uri ng (known as fifracingo) technol og)
we hae participated in the drilling of 786 wells (392.8 net) with an apparent success rate of approximately 85%. In thgdass five
our apparent success rate has been 100% in the Barnett Shale. Since mid 2003, when we patrticipated in drilling oettfiBsaRar
well, we have participated in over 281 wells (207.9 net) in the Barnett Shale play. During 2009, we participated img¢hef d¥ll
gross wells (32.7 net) wells in the Barnett Shale, including 39 gross wells that we operated. As of Deteg@is, 3ve had grown
our proved reserves in the Barnett Shale to 569.7 Bcfe and our net average annual production in the Barnett Shale tie/t2.th MMc
2009, we also began ramping up our drilling activity in the Marcellus Shale play where we padidiptite drilling of seven gross
wells (2.3 net), including 4 gross wells that we operated. All of these wells were vertical wells to evaluate our acneagktheo
wells that we have drilled to date in the Marcellus Shale play have yet been plagmediuction, although we expect several of them
to be hooked up and commence production in late 2010 or early 2011.

Since we began focusing a significant portion of our efforts in shale plays, particularly in the Barnett Shale, we hagargrown

reservesa a compounded annual growth rate (ACAGRO) of 4 3 %, w h
28%. During 2009, we added, net of production, 132.3 Bcfe to proved reserves, or a reserve replacement ratio of 4008d Please
ioil anptl BasumReserve Replacemento for more information on

was achieved in spite of record production of 33.0 Bcfe, a 29% increase from 2008, including 30.5 Bcfe from wells thed weddri
operated At yearend 2009, our proved reserves were approximately 85% natural gas and approximately 15% crude oil, condens
and natural gas liquids.

Our Board of Directors has approved an initial capital expenditure plan of $170 million for 2010. ThisIplate cefr strategy of
controlling capital costs and maintaining financial flexibility in light of current economic conditions and representtaatialibs
decrease from our capital expenditures of $548.8 million and $224.9 million in, 2008 and 2007iviedgp@¢e currently expect to
commit the majority of our capital expenditures plan for 2010 on continued development of our Barnett Shale core area &
development of our Marcellus Shale properties. We intend to finance our 2010 capital expenditutienplilg from cash flow from
operations. Other available sources of funding include our senior credit facility, proceeds from the possible seleuftinersabee
assets, project financing and joint ventures where partners are required to carrynagbantiocapital costs.

Barnett Shale Area

We began active participation in the Barnett Shale area in the Fort Worth Basin through acquisition of acreage locétix west o
city of Fort Worth, Texas in mid 2003. By yeand 2009, we had interests in 2f®ss (175.2 net) producing wells and 39 gross (32.7
net) nonproducing wells that were drilled and waiting on completion and/or pipeline connection in the Barnett Shale. Of these well
we operated 163 gross producing wells and 38 gross wells drillesbbyét producing.



During 2010, we intend to pursue a deliberate strategy of reducing the inventory of drillethatedse waiting on fracing and
completion that we built during 2009. We currently expect that at the end of 2010, we wikp@aneximately 19 gross (15.1 net)
wells waiting on completion and/or hookup.

We continue to focus significant efforts on our Tarrant County urban drilling program. On our initial urban pad site on thi
University of Texas at Arlington campus, we brought wells on production in November 2008. We drilled our second set of 16
wells from this well pad during 2009 and into early 2010. As of -pear 2009, we were operating three rigs in the Barnett Shale, all
of which are drilling exclusively horizontal wellgVe currently expect to operate all three rigs in the Barnett Shale throughout 2010.

We currently expect to invest approximately $134 million in 2010 to drill an additional 57 gross (38.1 net) wells irathaadre
to fracture, complete and bring onopuction approximately 74 gross (53.2 net) wells, and to make strategic land acquisitions to
complete our leasing within prospect areas in order to bring them toegrilly status.

Marcellus Shale Area

In late 2007, we established a new core area in the Marcellus Shale play, primarily in upstate New York, Pennsylvanta and W
Virginia. The Marcellus Shale formation is | ocat edheBanetdept
Shale play (over 63 million acres compared to approximately 2.0 million acres in the core areas of the Barnett Shadenanal, in
is found in considerably less densely populated areas than the Barnett Shale. We believe that we can éekemgedbe and
experience that we gained in the Barnett Shale area to effectively explore for and develop natural gas in the Marcellus Shale

As of yearend 2009, we held interests in approximately 259,510 gross (106,818 net) acres in the Marcellysistipsdly in
central and northeastern Pennsylvania, West Virginia and New York. Our 2010 capital expenditure plan for the MarcefiteaShale
is $31 million. We currently expect to participate in 11 gross (3.8 net) Marcellus Shale play area v@dl3; in@uding three vertical
wells and eight horizontal wells. The actual number of wells that we are able to participate in may be less than tipartiue, in
difficulties in obtaining dr idlWehavwe limitedrepmiencs drillin§ wedls ifithet Mancellus A .
Shale and less information regarding reserves and declining rates in the Marcellus Shale than in other areas of osir\Mgenadipn
face difficulties in securing and operating under authorizations and perrditstol |  f or and or operate ol

Other Project Areas

We currently expect to spend approximately $5 million in land, lease, drilling and other capital and exploration expenditures
2010 for all of our other projects including the Eagord, Bakken, and Fayetteville Shale plays, the U.K. North Sea, the Gulf Coast
and our Camp Hill Field. During 2010, we currently expect to participate in drilling up to three gross (1.5 net) welGuh Greast
and other shale plays in which we th@n interest. In our Camp Hill Field we currently expect to continue steaming, complete the
refurbishment of two steam generators and move steam lines to connect existing injector wells to these facilities as they
completed. In our other traditionall @and gas plays in the Gulf Coast, we will focus on workover, well intervention and lease
maintenance to maintain existing production at as high a rate as feasible.

U.K. North Sea Area

We currently hold interests in seven licenses in the U.K. North @lkelut one of which are located in the Central Graben area.
We have been successful in acquiring new acreage in four of the last five UK bid rounds, with a 57% overall biddingateiocess r
blocks which we have bid since 2003. We operate four of dkir litenses.

We continue to pursue a low entry cost business model in the U.K. North Sea that allows us to acquire prospective acre
inexpensively without making firm well commitments. Subsequent drilling is conducted via joint venture partnersipipitha for
a carried interest on the initial exploration well. This strategy has directly led to the successful Huntington disddweries.
Huntington Forties project has been fully appraised and is currently -depedopment. The Huntington Fulmaloject is still being
appraised.

We currently plan to spend at least $2.0 million in 2010 on development planning for the Huntington Forties development. On
the Huntington Forties development plan is sanctioned by our partners, which may occur asreaHy04.0, our net share of 2010
Huntington development costs could approach $20 million. Because the project has not yet been sanctioned, and sanction ma
delayed for any number of reasons, we have chosen to treat these additional costs as ctfrttiegertject is sanctioned, we would
be required to revise our capital expenditure plans, and in such case it would be our current intent to either finajorétred ma
development costs for the Huntington Field through arbafdnce sheet projedh&ncing or to sell all or a portion of our interest in
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the Huntington Field if we receive an acceptable offer. If project development stays on track, and governmental appmval of
development plan is received from the U.K. government later this yeasustently believe that first production from the Huntington
Forties reservoir could occur as early as late 2011 or early 2012.

In addition to our main activity at Huntington, our recent exploration efforts have generated 15 new exploration prospects
various stages of maturity on the other licenses that we control and our working interests in these prospects ran@eG6nmBg5
virtue of our bid evaluation strategy, each prospect is within reach of existing infrastructure, all within ten mikeblished
facilities. The estimated cost to satisfy all remaining work obligations to maintain our existing licenses with the Uingotven
the North Sea is approximately $1.1 million. We are also currently planning to participate in the upcomiing2&ttround that was
recently announced by the U.K. government.

Business Strategy
Measured Growth Through the Drillbit

Our objective is to create shareholder value through the execution of a business strategy designed to capitalize gthsur stren
Key elements of our business strategy include:

A Control Capital Costs and Maintain Financial Flexibilitin response to continued reduced demand for natural gas and lower
natural gas prices as a result of the recent economic downturn, we have anmourgaggtal and exploration expenditure plan
for 2010 to be $170 million. Although this reflects an increase from the capital plan in 2009, we continue to striveato maint
our financial flexibility, while achieving a positive production growth profileyAfurther deterioration in commodity prices
may cause us to reduce our capital and exploration expenditure plan for 2010.

A Grow Primarily Through Drilling. We pursue a technologiriven exploration drilling program. We generate exploration
prospects tlough geological and geophysical analysis-&f 8eismic and other data. Our ability to successfully define and drill
exploratory prospects is demonstrated by our exploratory drilling success rate in the onshore Gulf Coast area of 85% over
last seven yars and our 100% drilling success rate in the Barnett Shale area since inception in 2003. During 2010, we plan
drill approximately 57 gross (38.1 net) wells in the Barnett Shale area, eleven gross (3.8 net) wells in the MarcevsaShale
and three grss (1.5 net) well in other company project areas. We have planned approximately $170 million for capita
expenditures in 2010, approximately $145 million of which we expect to use for drilling activities, including $130 mitien in
Barnett Shale are&20 million for leasehold and seismic in the Marcellus and Barnett Shale areas and $5 million in other projec
areas, including development planning in the North Sea.

A Focus on Areas Where We Have Experience and a Technical Advanmadecus our actities in the industrproven Barnett
Shale in which our wells have generally lontjeed reserves and where our management, technical staff and field operations
teams have significant experience and, we believe, a technical advantage derived from ape&naf6 horizontal wells. We
are attempting to leverage this advantage in other shale trends, principally in the Marcellus and the Eagle Ford Skades. We
to focus a majority of our nedaerm capital expenditures in the Barnett Shale area, wherewgeabguired a significant acreage
position and accumulated a large drillsite inventory, and in the Marcellus Shale, where our joint venture currentlyogentrols
213,636 net acres.

A Maintain a Conservative Exploration and Development Portfdtiocecent years, we have sought to more heavily weight our
drilling program toward projects with relatively lower risk and moderate potential, such as our development drilling in the
Barnett Shale, than to projects that have relatively higher risk, but substgusiide potential such as our onshore Gulf Coast
projects.

A Manage Risk Exposure by Market Testing Prospects and Optimitorging InterestsWe seek to limit our financial and
operating risks by varying our level of participation in drilling prospegtls differing risk profiles and by seeking well funded
partners to ensure that we are able to move forward on projects in a timely manner when others are capital constraiinied. Our
ventures with Avista in the Marcellus Shale, that commenced in A@@&, and with Sumitomo Corporation in the Barnett
Shale that we announced in November 2009, are recent and prominent examples of this strategy. Additionally, we rely
advanced technologies, includingD3seismic analysis, to better define geologic gjsthereby enhancing the results of our
drilling efforts. The use of-B seismic analysis does not guarantee that hydrocarbons are present or, if present, that they can
recovered economically.



A Retain and Incentivize a Highly Qualified Technical Stafffe employ 38 natural gas and oil professionals, including
geophysicists, petrophysicists, geologists, petroleum engineers and production and reservoir engineers and technical suf
staff, who have an average of over 20 years of experience. This texqartise and experience gives us ahduse ability to
apply advanced technologies to our drilling and production activities, including our extensive experience in fracing an
horizontal drilling technologies. Our technical staff is granted shadedawards and participates in an incentive bonus pool
based on production resulting from our exploratory successes.

EXPLORATION APPROACH

In the Barnett Shale area, as well as other emerging resource plays such as the Marcellus Shale, our explogstitasdbete
to accumulate significant leasehold positions with known shale thickness and thermal maturity in the proximity of knoevging em
pipeline infrastructures. An additional component of our business strategy, particularly in urban areasevBaimett Shale play,
we first identify and acquire surface tracts or Awel | pa
contiguous lease blocks in the areas immediately adjacent to these well pads that can be developdwbiuitidgn. We next
acquire 3D seismic data to assist in well placement and in optimizing the development plan for the units surrounding the well p:
sites. Even in the relatively loweisk, reserveproven trends, such as the Barnett Shale trerid,s@isnic data interpretation is
instrumental in our exploration approach, significantly reducing geologic risk and allowing optimized reserve developaibnt. Fi
we form drilling units and utilize sophisticated horizontal drilling, mstige simultaneousafting programs and micigeismic
techniques designed to maximize the potential flow rate and producible reserves from a unit area. Primarily due touihg contin
down turn in natural gas prices, we seek to reduce costs by drilling more wells on uné@smehesld a lower working interest than
our historic average. In addition, we seek to enter into joint ventures with well funded partners that will pay a dspatspettare of
the drilling and completion costs of wells that we drill. For example, 092@e entered into a strategic alliance with a subsidiary of
Sumitomo Corporation of Japan, wherein we sold it a 12.5% working interest in 16 of our drilling units in the Barnett Shale
Sumitomo will pay approximately 16.7% of the drilling and completioste on future wells to earn the 12.5% working interest in the
wells that we currently expect to drill in those units. In certain instances we also seek to maximize the acreage thaildveycan
drilling and producing in the Barnett Shale by temporatdiljling fewer wells on each drilling unit in order to permit us to develop
more drilling units with comparatively fewer rigs. Where possible, we also seek to maximize our liquidity, while increasing
profitability of our projects through timing the fracingopmpletion and pipeline connection costs of our horizontal wells to coincide
with periods of lower services costs.

We strive to achieve a balance between acquiring acreage, seismic dataDbatitl 2D) and timely project evaluation through
the drillbit to ensure that we minimize the costs to test for locations for commercial reserves while building a significant leas
position. Our first exploration wells in these trends are frequently vertical wells because they allow us to acquiresiuey tieemal
maturity and rock property data, while also permitting us to test various fracing and completion techniques without tine oisty
of drilling horizontal wells.

We maintain a flexible and diversified approach to project identification by focosirthe estimated financial results of a project
area rather than limiting our focus to any one method or source for obtaining leads for new project areas. Our curremeasojec
result from leads developed primarily by our internal staff. Additionally,monitor competitor activity and review outside prospect
generation by small, i ndependent Aprospect gener at or Besed We
outside sources of project generation and typically retain operatihits. Specific drillsites are typically chosen by our own
geoscientists or, in urban areas, are dictated by available leases.

OPERATING APPROACH

Our management team has extensive experience in the development and management of exploration and development proje
the Barnett Shale area and along the Texas and Louisiana Gulf Coast. We believe that the experience we have gainedtin the B:
Shak area, along with our extensive experience in fracing and horizontal drilling technologies and the experience of ouenanagen
in the development, processing and analysis-&f Brojects and data in the Barnett Shale and onshore Gulf Coast, will play a
significant part in our future success.

We generally seek to obtain lease operator status and control over field operations, and in particular seek to comil decisi
regarding 3D survey design parameters and drilling and completion methods. As of Dec8md 2009, we operated 286 gross
producing oil and natural gas wells. We generally seek to control operations for most new exploration and developnBarhettthe
Shale area, taking advantage of our technical staff experience in horizontal drffifydraulic fracing. During 2009, we operated
39 of the 47 gross wells that we participated in drilling in the Barnett Shale and four of the seven gross wells thiaipagegart
drilling in the Marcellus Shale.



SIGNIFICANT PROJECT AREAS

Our operatins are focused primarily in the Barnett Shale trend in North Texas and in the Marcellus Shale in New York
Pennsylvania, West Virginia and Virginia and in the onshore Gulf Coast area extending from South Louisiana to SouthrTexas. (
other areas of intesé include the U.K. North Sea, other shale trends in South Texas, North Dakota, West Texas, New Mexice
Mississippi, Kentucky, lllinois and Arkansas and the Camp Hill Field in Texas. The table below highlights our main ateatyof a

3-D Seismic Net Drilling Capital
Productive Wells Data Leased Expenditures
Gross Net (Sa. Miles) Acres 2009 2010 Plan
(In millions)
BarnettShale 242 175.2 663 52,166 $ 124.0 $ 130.0
MarcellusShale 1 0.2 7 106,818 3.2 15.0
OtherProjectAreasin theU.S. 202 113.5 11,057 338,108 4.0 o}
U.K. North Sea 0 o] 2,057 140,346 o} o}
Total 445 288.9 13,784 637,438 $ 131.2 $ 145.0

Barnett Shale Area

As of December 31, 2009, we had approximately 72,508 qru$2,166 net mineral acres under lease and 4,920 gross and 1,862
net mineral acres subject to lease options in the Barnett Shale. Nearly 51% of our total Barnett Shale lease acregag@, tbfalin
gross acres, is either in currently designated produaiits or in units on which wells have been drilled and are awaiting fracing and
completion and/or hookup. During 2009, we drilled 47 additional gross wells (32.7 net), of which we operated 39. In wddition,
fractured, completed and brought on produt#@ gross (39.6 net) wells during 2009. Net proved reserves grew by 32% from 432.1
Bcfe on December 31, 2008 to 569.7 Bcfe on December 31, 2009.

Since 2005, we have drilled only horizontal wells in the Barnett Shale area. Our Barnett horizontal vee#iygeave target
depths of 8,500 to 13,500 feet including the lateral section. Typical costs to drill and complete a Barnett Shale halizartged
from approximately $2.2 million to $4.3 million during 2009. While we experienced some declinkimg dosts in the last year, we
currently expect the cost of fracing and completion to increase moderately in 2010 due to increased fracing and comptgtion ac
compared to the depressed levels experienced in 2009. In 2008, we tested a new drilingestgy cal |l ed fAstagg
which we drill two layers of horizontal wells and simultaneously frac them. We have now observed an extended prodoctibis test
technology on one of our well sites. We believe that the results of this tesmt areouraging development in producing the thicker
sections of the Barnett Shale. We plan to perform additional tests during 2010, comparing the results to conventioniédvills d
2010 with the objective of permitting us to achieve a higher dens$ityells without significantly sacrificing either reserves or
production, leading to an increase in the number of potential development locations, and higher ultimate recovery agttdsinddarn
acreage.

Marcellus Shale Area

As of December 31, 2009, we owned interests in 259,510 gross (106,818 net) acres in the Marcellus shale trend, principally
Pennsylvania, New York and West Virginia.

Effective as of August 1, 2008, our whalbwned subsidiary Carrizo (Marcellus) LLC ergd into a joint venture arrangement
with an affiliate of Avista Capital Partners, LP, a private equity fund (Avista Capital Partners, LP, together withiatesaffil
AAvi st ao) . See fiNotes t o OCNotesO9oRelatddaPareydiratBch apasaldb 8Hndee mdihte
venture, we and Avista each committed to contribute up to $150 million in cash and properties to acquire and develepthicreage
an area of mutual interest located in the Marcellus Shale play, including thetidedafaall of our respective Marcellus leasehold
owned at the time of the formation of the joint venture. Until-2009, Avista was required to fund substantially all of the joint
ventureds capital and expl or at irative expebdes. §irece thadt time, wa and Avista mave gacim ¢
borne our respective share of all costs of joint venture operations in accordance with our participating interestsgathichniains
50/50.

We serve as operator of our joint venture with Awighder a joint operating agreement with Avista and provide all geotechnical,
engineering, operating, land and accounting support to the joint venture. We have also agreed to perform specified manager
services for the Avista affiliate that is our partire the joint venture on the same cost and reimbursement basis provided for in the
joint operating agreement. An operating committee composed of one representative of each party provides overall supkrvision
direction of joint operations. Each repretsgive has a vote equal to the participating interest in the properties and operations of the
party it represents. Avista or its designee has the right to becomeperator of the properties if all of its membership interests or
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substantially all of itassets are sold to an unaffiliated third party or if we default under the terms of any pledge of our interest in tf
properties.

Subject to specified exceptions, net cash flow from hydrocarbon production from the Marcellus joint venture propertaednd re
sales proceeds, if the properties are sold, will be allocated first to the joint venture partners in proportion to #utiveresp
investments (with property dedications generally valued on a cost basis) until Avista has recovered its investmig%iho us

unt il we recover approximately $33.5 million, and telxpece aft
wi || generally be 50/50. We have al so agr e e dperties with our awh lingl ma
the cash flows and sale proceeds are allocated in aiogcord

agreement. In addition to our share in the production and sale proceeds from joint venture groyeetiiso acquired as part of the
transaction (through a whollgwned subsidiary) an interest in the Avista joint venture entity that entitles us to increasing percentage
of the Avista entityds profits infesthemtaand specified intgrralsatemef ratora onghese e
investments are achieved. Our interest in the Avista entity provides consent rights only in limited, specified circusrstinces
generally does not entitle us to vote or participate in the managerhéhe Avista entity, which is controlled by its members and
affiliates.

As part of the transaction, and subject to certain exceptions, the parties agreed to enter into an area of mutualenitegetieco
Marcellus Shale play, wherein any leaseyatty or mineral rights acquired by one party within the area must be proportionately
offered to the other on the same terms and conditions. The area of mutual interest will remain in place until the eccliestftthe
following events, at which timthe area of mutual interest will only continue to apply to those areas where the joint venture is active
(1) December 31, 2010, (2) the date on which the pasttobesb
designated (ohave its designee designated) as-@perator of the properties in connection with the sale to an unaffiliated third party
of all of its membership interests or substantially all of its assets and (4) upon the required designation of Avigies{grei3 as a
co-operator of the properties in connection with our default under the terms of any pledge of our interest in the properties.

The parties have | imited rights to transfer t kedieinvestreentp e c
reaches $300 million. We currently expect that collective expenditures during 2010 will cause the joint venture to e$38€d the
million dollar I imitation. After that ti mueetotlird paltiespsasubfed it s

most instances to preferential purchase rights for transfers of less than 10% of its interest in joint venture propettiesfior a g a |
rights for most other transf er s handewficentrohddGarritoag al ong ri ght s

During 2009, we drilled seven gross (2.3 net) vertical wells to test our acreage, including one in New York, three vaRennsyl
and three wells in West Virginia, of which we operated four gross (2.0 net) wells. Basedchapamcburaging results from these
wells, we expect to attempt to complete at least six of these wells as producers once pipeline infrastructure has hteen \dtmple
participated in our first-® seismic program as well.

Other Project Areas

In 2009, wehad capital and exploration expenditures of $8.5 million on projects other than the Barnett and Marcellus Shales, t
U.K. North Sea and the Camp Hill Field in Texas. We drilled nine gross (1.2 net) wells in these project areas duririgcthis per
including two gross (1.0 net) wells in the Onshore Gulf Coast, one of which was an apparent success, and one of which we oper:
In our other projects we participated in seven gross (0.2 net) wells during 2009.

We continue to evaluate our acreage, seismicvagibldata to high grade projects in these other areas. Regional mapping of shale
extent, depth, thickness, organic content, thermal maturation, mineralogy, as well as cost and availability of leaabgeard¢oan
define the project fairways to leasedan assist in identifying the locations for initial exploratory wells. Among other shale plays, we
have been successful in acquiring approximately 34,809 gross (26,587 net) acres in the Fayetteville Shale in Arkaresasrdseof D
31, 2009. In 2010, weuerently plan to further evaluate our acreage position and data in our possession in our shale plays and
participate principally in wells that are operated by third parties, particularly in the Fayetteville Shale, where a himdbstrg
partners ar@active. Recently, we also commenced actively leasing in the Eagle Ford Shale trend in South Texas.

In recent years, we have also drilled wells in the Wilcox, Smackover and Frio/Vicksburg trends of the Gulf Coast araa where ¢
exploration team has manyears of experience. Our Gulf Coast projects generally consist of geologically complex natural gas
objectives wellsuited for drilling using D seismic evaluation. We have data licenses for approximately 8,788 square miBs of 3
seismic data and controV B72 net acres of leasehold in the Gulf Coast area. From January 1, 2004 through December 31, 2009,
drilled and completed 102 wells (31.4 net) in the Gulf Coast area on 120 attempts.



Camp Hill Field

We own interests in approximately 1,120 gross acres in the Camp Hill Field in Anderson County, Texas and operate all of the
leases. During 2009, the project produced an average of 34.8 Bbls/d of 19 API gravity oil. During 2009, as a resulitliofgthe dr
activity in 20052008, during which we drilled 67 wells, we added a number of new data points that led to a remapping of the field. /
a consequence, we have revised our development plan to initially focus on those portions of the Camp Hill Fielé Walgvey
will provide the best production response to steaming. In addition, we focused our efforts on the completion of welésy tfeore
steam generator, the installation of steam and flow lines in the field and the continued developmenmeaftifiecd. In September
2009 we recommenced steaming in the field.

The wells drilled in the Camp Hill Field produce from a depth of 500 feet and utilize a tertiary steam drive as an eithanced
recovery process. Although efficient at maximizing oil neny, the steam drive process is relatively expensive to operate because
natural gas or produced crude is burned to create the steam injectant. Lifting costs during the year ended Decembare3ag2a09
$73.48 per barrel ($12.25 per Mcfe). Costs wegh,has expected, because oil production response typically lags the startup of stean
injection. The oil produced, although viscous, commands a comparable price to the West Texas Intermediate crude due tc
suitability as a lube oil feedstock.

As a resit of the adoption of nhew Commission rules regarding the reporting of oil and natural gas reserves, we removed
tertiary reserves previously classified as proved in the Camp Hill Field that are not associated with wells that willitleedqihor
to December 31, 2014 and into which we plan to inject steam prior to December 31, 2014. This action resulted in a gigtéficant
down in our proved reserves. The collective impact of all of the changes reflected in the 2009 reserves report, inchadiptiothe
of the new reserves reporting rules and the revision of our field development plan, led to the removal of approximategyrd&sSMM
(5.4MM net) barrels of proved tertiary reserves from our books that are currently expected to be developatlead ipr@015 and
beyond. These reserves were substantially all previously classified as proved undeveloped reserves and had been imcluded i
previous reserve reports for many years. As of December 31, 2009, we had 2.8 MMBbls of net proved oiimeber\y@sject, with
1.6 MMBbls of such proved oil reserves currently classified as developed, and 1.2 MMBbls are currently classified as prov
undeveloped. On an energy equivalent basis, proved reserves in the Camp Hill Field constituted less thaur 3étabproved
reserves at December 31, 2009. Although we firmly believe that a substantial amount of these oil reserves are stilidoresent
recoverable with existing technology and at existing prices, we will not classify this resource as prenved egil we believe they
will be developed within five years of the date of the applicable reserves report.

To develop the remaining proved undeveloped reserves in the Camp Hill Field, we currently expect to spend approximately $
million to drill an additional five producer (and no injector) wells between 2010 and the end of 2014, lay additional steam and flo
lines, and complete repairs and refurbishment of two additional steam generators that are currently in the field imoreaseo
steam geeration capacity and to add additional steam patterns to the current steam flood. We also currently estimate thatt during
time period, we will also incur total operating costs, including the purchase of natural gas to generate steam, of ahp$ddraat
million. The precise timing and amount of our expenditures to develop the proved undeveloped reserves in this projEmdvidhde
several factors, including the relative prices of oil and natural gas.

These proved reserves are based on a nunfileergineering and operational assumptions that we believe to be reasonable. Among
the engineering assumptions, we assume an ultimate recovery factor of 49% of oil in place. We believe this recovesyiefficienc
reasonable, particularly in light of the fabat a project that we have operated in the Camp Hill Field since 1993 has demonstrated
49% recovery efficiency as of December 31, 2009 and is currently still producing. These proved reserves are also based on
assumed oil/steam ratio (barrel oiloduced/Mcf of steam injected) for the Camp Hill Field, which as of December 31, 2009 was
0.212 over the remaining life of the field. Although we believe that this oil/steam ratio is reasonable, we note thauntidd as
oil/steam ratio is slightly more favable than the historic oil/steam ratio of 0.18 recorded at the nearby Slocum Field, which we
believe is analogous to the Camp Hill Field. The engineering assumptions we use are estimates and final results maiblary, pos
materially, from these estimes. A negative variance could materially impact both the amount of recoverable reserves and th
profitability of the project.

We acquired our initial interest in the Camp Hill Field in 1993. Production to date has been limited as we have expariamed v
delays in the development of the field, and there can be no assurance that there will not be additional delays. Thpegpativenrsi o
assumption that impacts the quantity of proved reserves, as well as production rates, is the capacity and ilhg afvatabm
generators. There are currently four steam generators associated with the field, two of which are operational and tivaref whic
undergoing refurbishment this year. We currently assume the availability of four steam generators foottlcariént reserves. We
have had difficulties maintaining desired levels of steam injection in the field over the last several years, partlyedareaitability
of emission permits for the generators, and partially due to mechanical problems vgéméators. In our most recent development
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plan, we assume that we will not obtain any additional emission capacity beyond what is currently available under exigsng pe
(although this is less than the absolute capacity of the generators) and tienie¢hetors will continue to operate at recent historical
efficiencies. Once steaming commences, it takes up to 16 months in certain parts of the field before the full effeteanfitigeare
evident. The impact of a negative variance from this steaporse assumption will not directly reduce our proved reserves from
prior estimates, except as it results in a delay in moving from one pattern to the next due to insufficient steaming-Hmapaedy; it

will extend the productive life of the field with corresponding reduction in the present value of the estimated future net revenues
discounted at 10% per annum.

U.K. North Sea Area

We currently hold interests in seven licenses covering just over 275,146 gross acres in the U.K. North Sea. Omrgjgntary
area is the Huntington Field project area located principally on block 22/14b, where we have a 15% working interestingtenHunt
discoveries are located in water depths of approximately 300 feet, were drilled and, with regards to our Hiratitigsoreservoir,
subsequently appraised in 2007. In late 2008, two wells were drilled by the joint venture in the adjoining block 22tfAshiche
confirmed a modest extension of the Huntington Forties field onto that license. We commenced pydlieviepment planning for
the Huntington Forties reservoir in 2009. This process is nearing completion and we currently hope to select a prefepredteve
concept with our Huntington joint venture partners as early as the second quarter of 20MerHfailere of the joint venture in the
adjoining block 22/14a to engage our joint venture in meaningful unitization discussions could have a material adveise tinigpact
schedule. We also continue to consider the sale of all or a portion of oustintethe Huntington Field, although there can be no
assurance that we will be able to sell our interest on terms that are acceptable to us or at all. We currently belisetiost fpom
this field will not commence until at least late 2011 or ea€1§2.

During 2009, we were also successful in obtaining interests in four new exploration licenses, each of which has am ioftal te
|l east two years and no drilling commitments. oAdrop éabheoftleefodr o f
licenses must be made. If the decision is made to commit to drill a well, we and our partners in that license will hears tevalsill
a well on that license. No such decision has yet been made on any license that we ab2008d The total remaining committed
work obligation on these four licenses is approximately $1.1 million.

ADDITIONAL OIL AND GAS DISCLOSURES
Working Interest and Drilling in Project Areas

The actual working interest we will ultimately own in a welllwiary based upon several factors, including the depth, cost and
risk of each well relative to our strategic goals, activity levels and budget availability. From time to time some ffaltsa wells
may be sold to industry partners either on a protsipg prospect basis or a program basis. In addition, we may also contribute acreage
to larger drilling units thereby reducing prospect working interest. We have, in the past, retained less than 100% teogkinon in
our drilling prospects. References dur interests are not intended to imply that we have or will maintain any particular level of
working interest.

Although we have identified or budgeted for numerous drilling prospects, we may not be able to lease or drill those prospe
within our expeted time frame or at all. Wells may currently be part of our capital plan based on statistical results of drillingsactivitie
in other 3D project areas that we believe are geologically similar rather than on analysis of seismic or other data irettteapgasp
in which case actual drilling and results are likely to vary, possibly materially, from those statistical results. In, amditityilling
schedule may vary from our expectations because of future uncertainties. Our final determinationesftavtaeih any scheduled or
budgeted wells will be dependent on a number of factors, including (1) the results of our exploration efforts and thienacquisi
review and analysis of the seismic data; (2) the availability of sufficient capital resourgesata the other participants for the
drilling of the prospects; (3) the approval of the prospects by the other participants after additional data has beeh @mpile
economic and industry conditions at the time of drilling, including prevailing aticiated prices for natural gas and oil and the
availability and prices of drilling rigs and crews; and (5) the availability of leases and permits on reasonable teemdepduts.
There can be no assurance that these projects can be successfibpeatevor that any identified drillsites or budgeted wells
discussed will, if drilled, encounter reservoirs of commercially productive oil or natural gas. We may seek to sell allredwice
portion of our interest in a project area or with respectaspects or wells within a project area.

Our success will be materially dependent upon the success of our exploratory drilling program, which is an activityubsit invo

numerous ri sks. S e & Nafuralt gasnandloiddrilling is spkculdiiee adtivity and involves numerous risks and
substanti al and uncertain costs that could adversely affec
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Oil and Natural Gas Reserves

The following table sets forth our estimated net proved oil and natural gas reserves andlthedPye ofsuch reserves as of
December 31, 2009. The reserve data and the present value as of December 31, 2009 were prepared by LaRoche Petrc
Consultants, Ltd., Fairchild & Stan, Inc., and Ryder Scott Company. For further information concerning these indepered®@ g i n e
estimates of our proved reserves at December 31, 2009, see the reserve reports included as exhibits to this AnnugbRadt on
K. The P10 value was prepared using an unweighted arithmetic average of the first day of the montmatileaddyas prices for
each month in the prior twelwaonth period as of the calculation date, discounted at 10% per annum on a pretax basis, and is n
intended to represent the current market value of the estimated oil and natural gas reserves own&drbiyirther information
concerning the present value of future net revenues from these proved reserves, see Notes 2 and 12 of Notes to Coreudidated F
Statements.

Summary of Oil and Gas Reserves as of December 31, 2009
Based on Average 2009 Pras
(Dollars in thousands)

Oil, Condensate,

and Natural Gas Natural Gas Total
Liquids (MBDbls) (MMcf) (MMcfe)(1) PV-10 Value (2) (3)
PROVED (4)
Developed 6,898 292,695 334,085 $ 343,771
Undeveloped 7,905 220,351 267,780 54,559
Total Proved 14,803 513,046 601,865 $ 398,330

(1) Natural gas equivalents are determined using the ratio of 6 Mcf of natural gas to 1 Bbl of crude oil.

(2) The P\*10 value as of December 31, 2009 is-fave and wasletermined by using the unweighted average of oil and natural gas
prices at the beginning of each month in the twehanth period prior to December 31, 2009 sales prices, which averaged $56.10
per Bbl of oil, $23.18 per Bbl of natural gas liquids and 838r Mcf of natural gas. Management believes that the presentation
of PV-10 value may be considered a IBAAP financial measure as defined in Item 10(e) of Regulatih Bherefore, we have
included a reconciliation of the measure to the most directigparable GAAP financial measure (standardized measure of
discounted future net cash flows in footnote (3) below). Management believes that the presentatiaéf g&R¥ provides useful
information to investors because it is widely used by professior@ysts and sophisticated investors in evaluating oil and gas
companies. Because many factors that are unique to each individual company may impact the amount of future income taxes t
paid, the use of the ptax measure provides greater comparabilifyen evaluating companies. It is relevant and useful to
investors for evaluating the relative monetary significance of our oil and natural gas properties. Further, investolizartag uti
measure as a basis for comparison of the relative size and Value @serves to other companies. Management also uses this
pretax measure when assessing the potential return on investment related to its oil and natural gas properties and in evalus
acquisition candidates. The PN) value is not a measure of firgad or operating performance under GAAP, nor is it intended to
represent the current market value of the estimated oil and natural gas reserves owned byQusalB¥ should not be
considered in isolation or as a substitute for the standardized meésliseounted future net cash flows as defined under GAAP.

(3) Future income taxes and present value discounted (10%) future income taxes were $73.7 and $16.2 million, respectivi
Accordingly, the aftetax P10 val ue of Tot al PlardizedeMEeasiRee of Biscouated Ftwe NetfiCagh a 1
FIlowso) is $382.1 million.

(4) All our proved reserves are located within the United States.
Proved Undeveloped Reserves

At December 31, 2009 and 2008, we had 267.8 Bcfe and 239.1 Bcfe of pnodedeloped reserves, respectively. In 2009, we
added 134.6 Bcfe of proved undeveloped reserves as a result of drilling and additional offset locations permitted uihdedrgas o
reserve guidelines adopted by the Commission. During 2009, we congéréBcfe of reserves from proved undeveloped to proved
developed in the Barnett Shale as we continue to focus on our drilling efforts in this area. During 2009, we removeel dRt@t&cf
proved undeveloped reserves from our previously reported resefvevhich (a) 22.9 Bcfe was attributable to proved undeveloped
reserves in the Camp Hill Field, the development of which was not expected to be initiated within five years, (b) 23dsBcfe w
attributable to decreases in commodity prices, and (c) 3.3Befes at tri butabl e to performance
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and Item 2. Business and Properti€Significant Project Aread Other Project Area® Ca mp Hi | | Fieldo for
history of the Camp Hill field, including reasons fmrtain delays in our development activities.

Costs incurred relating to the development of proved undeveloped reserves were approximately $34.8 million in 2009. Co
incurred relating to the development of proved undeveloped reserves are curregityeprop be approximately $75.5 million in
2010, $105.9 million in 2011, and $88.2 million in 2012. All proved undeveloped reserves drilling locations are scheokled to
drilled prior to the end of 2014. For our proved undeveloped reserves associategumwi@lamp Hill steamflood project, the
development of such reserves (including the injection of steam into drilled wells) is scheduled to begin prior to tA8¥hd of

No estimates of proved reserves comparable to those included herein have beed inctagerts to any federal agency other
than the Commission. The reserves data set forth in this Annual Reporton F&klm 10e pr esent s onl y est i m:
Factorsd Our reserve data and estimated discounted future net cash flows areesshiasad on assumptions that may be inaccurate
and are based on existing economic and operating condition

Our future oil and natural gas production is highly dependent upon our level of success in finding or acquirimglcdierves.
See fAltem 1 ANe dépénd &n slkeeesstulexporation, development and acquisitions to maintain reserves and revenue
the future. o Also, the failure of an oper at osrbreazh of theuapplicatdel | s
agreement s, could adver sel y -Wearcpmmat tontrolshe actB/iéies onfptopedies wd do .not Gperatek
and are unable to ensure their proper operation and profit

In accordance with Commissiargulations, LaRoche Petroleum Consultants, Ltd., Fairchild & Stan, Inc., and Ryder Scott
Company Petroleum Engineers each used the price based on the unweighted average of oil and natural gas prices agthé beginn
each month in the twelvemonth perod prior to December 31, 2009, adjusted for basis and quality differentials. The prices used in
calculating the estimated future net revenue attributable to proved reserves do not necessarily reflect market prares fiatwihl
gas production subsegut to December 31, 2009. There can be no assurance that all of the proved reserves will be produced and ¢
within the periods indicated, that the assumed prices will actually be realized for such production or that existing wdhtoact
honored ojudicially enforced.

LaRoche Petroleum Consultants, Ltd. determined 569.7 Bcfe, or 94.7% of our proved reserves, for the year ended Decembel
2009, which reserves were located on our Barnett Shale properties. Fairchild & Stan, Inc. determined 1.2 Beteof our proved
reserves, for the year ended December 31, 2009, which reserves were located on our properties in the Camp Hill Fieldtt Ryder $
Company Petroleum Engineers determined 15.5 Bcfe, or 2.5% of our proved reserves, for the yeae@bdrC31, 2009, which
reserves were located on our Gulf Coast and all other remaining properties.

Qualifications of Third Party Engineers

As discussed above, we engaged LaRoche Petroleum Consultants, Ltd., Fairchild & Stan, Inc. and Ryder Scott Comp:
Petroleum Engineers, independent tipatty reserve engineers, to perform independent estimates of our proved reserves. Th
technical person responsible for review of our reserve estimates at each of these firms meets the requirements reifiaediogsgual
independence, objectivity and confidentiality set forth in the Standards Pertaining to Estimating and Auditing of OilReseGas
Information promulgated by the Society of Petroleum Engineers. None of these firms own an interest in oueporperimployed
on a contingent fee basis.

Internal Controls

A significant component of our internal controls in our reserve estimation effort is our practice of using independeattyhird
reserve engineering firms to determine 100% of our-gedreserves. The qualifications of each of these firms are discussed above
under fiQualifications of Third Party Engineers. o

Our internal reserve engineers review the inputs and assumptions made in the reserve estimates prepared by the third |
engineerfirms and assess them for reasonableness. The reserve reports are reviewed by senior management, including the (
Executive Officer and the Chief Operating Officer.

Oil and Natural Gas Reserve Replacement

Finding and developing sufficient amounts of natural gas and crude oil reserves at economical costs are critical tteoar long
success. Given the inherent decline of hydrocarbon reserves resulting from the production of those reserves, it iSampaortant
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exploration and production company to demonstrate atemg trend of more than offsetting produced volumes with new reserves
that will provide for future production. Management uses the reserve replacement ratio, as defined below, as anfindicability

to replenish annual production volumes and grow our reserves, thereby providing some information on the sources of fut
production. We believe reserve replacement information is frequently used by analysts, investors and others itnythie sndligate

the performance of companies like ours. The reserve replacement ratio is calculated by dividing the sum of reservé@uiditions
sources (revisions, extensions, discoveries, other additions, acquisitions and sales of reservebyntidaaejual production for the
corresponding period. The values for these reserve additions are derived directly from the proved reserves table aboetusée do
unproved reserve quantities in calculating our reserve replacement ratio. It shoutbdehat the reserve replacement ratio is a
statistical indicator that has limitations. As an annual measure, the ratio is limited because it typically varies wadebn lihe
extent and timing of new discoveries and property acquisitions. Its pvedetid comparative value is also limited for the same
reasons. In addition, since the ratio does not take into consideration the cost or timing of future production of newiresavet

be used as a measure of value creation. The ratio does nogulisti between changes in reserve quantities that are producing and
those that will require additional time and funding to begin producing. In that regard, it might be noted that percessageesfthat
were producing has steadily increased to 45.02000, from 41.8% in 2008, and from 38.2% in 2007. Set forth below is our reserve
replacement ratio for the years ended December 31, 2009, 2008 and 2007.

2009 2008 _ 2007
ReserveReplacemenRatio 400% 705% 887%

Volumes, Prices and Oil &Natural Gas Production Expense

The following table sets forth certain information regarding the production volumes of, average sales prices received for a
average production costs associated with our sales of oil and natural gas for the periodd.indicate

Year Ended December 31,

2009 2008 2007

Productionvolumes

Oil (MBbls) 174 186 241

Naturalgas(MMcf)(1) 32,002 24,513 16,042

Naturalgasequivalen{MMcfe) 33,044 25,632 17,487
Averagesalesprices

Oil (perBbl) $ 58.85% 99.74% 7142

Naturalgas(perMcf) 3.20 7.80 6.77

NaturalgasequivalentperMcfe) 3.41 8.19 7.19
Averageproductioncosts(per Mcfe)(2) $ 091% 128% 1.16

(1) Includes 1,975.2 and 965.7 MMcfe of natural gas liquid20@9 and 2008 respectively.

(2) Includes direct lifting costs (labor, repairs and maintenance, materials and supplies), workover costs, transportatiohtioests
administrative costs of production offices, and insurance and property.
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Acquisition, Exploration and Development Capital Expenditures and Finding andevelopment Costs

The table below reconciles our calculation of finding cost to our costs incurred in the purchase of proved and unproties prope
and in development and exploration actisti@xcluding capitalized interest on unproved properties of $19.7 million, $20.5 million
and $11.7 million for the years ended December 31, 2009, 2008 and 2007, respectively. We have also included capitakzkith overh
our finding cost of $5.6 million, 8 million and $4.5 million for the years ended December 31, 2009, 2008 and 2007, respectively
We have also included narash asset retirement obligations of $(1.4), $0.6 million and $2.0 million for the years ended December 3!
2009, 2008 and 2007, re=gively.

Year Ended December 31,
2009 2008 2007
(In thousands)

Acquisitioncosts:

Unprovedproperties $ 35248 $ 271,618$% 54,467
Provedproperties 0 0 o}
Explorationcosts 77,255 235,382 144,402
Developmentosts 55,270 49,626 30,562
Assetretirementobligation (1,390 630 1,961

Total costsincurred $ 166,383 $ 557,256 $ 231,392
Total provedreservesaddedMMcfe) 132,326 _ 180,594 _ 155,139
Averageall-sourcedinding cost(perMcfe) $ 126 $ 3.09% 1.49
Averagefinding anddevelopmentost(per Mcfe)(1) $ 1.16 $ 1.68 $ 1.22
Averagedrilling finding cost(perMcfe) $ 0.99 $ 158 $ 1.14

(1) Comprised of all exploration and development costs incurred in the year plus the leaselsdismia costs attributable to all
proved drilling locations additions in the year.

For the three year period ended December 31, 2009, our total cost for exploration, development and acquisition activities \
approximately $958.5 million. Total exploratiopdevelopment and acquisition activities for the three year period ended December 31,
2009 have added approximately 468.1 Bcfe of net proved reserves asauraéls finding cost of $2.05 per Mcfe.

Our finding and development cost computation excludgsadditions/(reductions) to total future development costs with respect
to proved developed neproducing and proved undeveloped properties necessary to convert those properties into proved produci
properties of $(12.3) million, $47.6 million, and $75nillion at December 31, 2009, 2008 and 2007, respectively, and includes total
additions to proved undeveloped reserves of 28.7 Bcfe, 53.3 Bcfe and 59.6 Bcfe for the years ended December 31, 2609, 2008
2007, respectively. Accordingly, had we includature development costs in our computations, the averageuwites finding costs
would have been $1.19, $3.35 and $1.98 per Mcfe for the years ended December 31, 2009, 2008 and 2007, respectivedaryear on
future development costs declined in 2@3Papproximately $12.3 million net, largely comprised of (1) a $41.7 million decline in the
Camp Hill Field future development costs attributable to a 30.1 Bcfe decrease in proved undeveloped reserves due yteathe five
development plan limitation undére new Commission rules, partially offset by (2) a $22.8 million net increase in the Barnett Shale
future development costs comprised of (a) an approximate $146.6 million increase in future development costs assothi@ted with
additions to proved develed nonproducing and proved undeveloped reserves and by (b) a net $84.5 million decrease in futur
development costs due to realized reductions in actual costs to drill and complete the wells compared to the priorcyeaneind (
$39.3 million reductionfrom proved developed neproducing and proved undeveloped wells which no longer met Commission
guidelines for economic or other reasons.

In order to maintain continued growth and achieve profitability, our annual goal is to add new reserves excesdiagyou
production at a finding and development cost that contributes to an acceptable profit margin. Accordingly, we use trendinding
development cost in combination with our reserve replacement ratio, as previously defined, to measure our opkefatargial
performance.

Our allsource finding cost measure is a measure with limitations. Consistent with industry practice, our finding and developme
costs have historically fluctuated on a y&ayear basis based on a number of factors includireg extent and timing of new
discoveries and property acquisitions. Due to the timing of proved reserve additions and timing of the related costtifiodrred
and develop our reserves, oursdlurces finding cost measure often includes quantitiesefves for which a majority of the costs of
development have not yet been incurred. Conversely, the measure often includes costs to develop proved reserves thdtlbdd been
in earlier years. Finding and development costs, as measured annually, maynuttdtive of our ability to economically replace oil
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and natural gas reserves because the recognition of costs may not necessarily coincide with the addition of provedureabrves.
sources finding cost may also be calculated differently than thea@ble measure of other oil and gas companies.

Drilling Activity

The following table sets forth our drilling activity for the years ended December 31, 2009, 2008 and 2007 by geograpHital are
the tabl e, fgrosso refehaveéoatwer kiongl i wteéd assti nanmnhi ithe twe

working interest therein.
Year Ended December 31,

2009 2008 2007
Gross _Net _Gross Net Gross Net

ExploratoryWellsd Productive

United States 46 224 83 600 64 426
U.K. North Sea 0 o] 1 0.2 1 0.2
Total _46 224 84 602 65 _42.8
ExploratoryWellsd Nonproductive
United States 1 0.8 2 0.3 1 0.4
U.K. North Sea 0 d d o] 1 0.2
Total 1 _0.8 2 0.3 2 0.6
DevelopmeniVellsd Productive
United States 16 13.0 31 242 29 240
U.K. North Sea _0 o) o) o) o) o)
Total 16 13.0 31 242 29 _24.0
DevelopmentVellsd Nonproductive
United States o} o} 3 3.0 1 1.0
U.K. North Sea _0 o) 0 o) o) o)
Total _0 o) 3 3.0 1 1.0

The wells are in various stages of development and/or stages of production.

As of December 31, 2009, we are in the process of drilling four gross wells (3.0 net) in the United States and no evellK.in th
North Sea.

Productive Wells

The following table sets forth the number of productive oil and natural gas wells in whictviveel an interest as of December
31, 2009.

Company
Operated Non-Operated Total
Gross Net Gross Net Gross Net
Qil 92 86.8 4 0.8 96 87.6
Naturalgas 194 165.8 155 35.5 349 201.3
Total 286 252.6 159 36.3 445 288.9

Acreage Data

The following table sets forth certain information regarding our developed and undeveloped lease acreage as of December
2009. Developed acres refer to acreage on which wells have been drilled or completed tehatpeold permit production of oil
and gas in commercial quantities. Undeveloped acreage refers to acreage on which wells have not been drilled or camppleted to
that would permit production of oil and gas in commercial quantities whether or rautréfege contains proved reserves.
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Developed Acreage Undeveloped Acreage Total

Gross Net Gross Net Gross Net
Barnett Shaled Texas 36,717 24,679 35,791 27,487 72,508 52,166
Marcellus Shale
New York d 0 37,067 8,298 37,067 8,298
Pennsylvania d 0 102,172 40,578 102,172 40,578
WestVirginia d 0 105,881 50,821 105,881 50,821
Virginia andother 0 o) 14,390 7,121 14,390 7,121
MarcellusShaleTotal d 0 259,510 106,818 259,510 106,818
Other
OtherShales(1) 919 310 411,164 257,181 412,083 257,491
Texas(2) 31,102 10,950 74,294 54,701 105,396 65,651
Other 2,455 1,383 24,899 13,583 27,354 14,966
OtherTotal 34,476 12,643 510,357 325,465 544,833 338,108
Total United States 71,193 37,322 805,658 459,770 876,851 497,092
Total U.K. North Sea o] o] 275,146 140,346 275,146 140,346
Total 71,193 37,322 1,080,804 600,116 1,151,997 637,438

(1) Other Shales principally includes the Fayetteville Shale in Arkansas; the New Albany Shale in Kentucky and lllinois; th
Floyd/Neal Shale in Mississippi; the Barnett/Woodford in West Texas and New Mexico; and the Bakken in North Dakota.

(2) OtherTexas includes the Camp Hill Field and other-nesource plays in North, East and Central Texas.

The table does not include 3,725 gross and 1,862 net acres under lease option that we had a right to acquire in T8gas and
gross and 1,068 net acres endease option that we had a right to acquire in Pennsylvania pursuant to various seismic and lea:
option agreements at December 31, 2009. Under the terms of our option agreements, we typically have the right for ameeriod of
year, subject to extensis, to exercise our option to lease the acreage at predetermined terms.

Our lease agreements generally terminate if producing wells have not been drilled on the acreage within their primaay term or
extension thereof (a period that can be from thregOtyears depending on the area and the age of the lease). If no production is
established on our leases that are in their primary term, approximately 16% of our acreage will expire in 2010, 37%ewill expi
2011 and 11% will expire in 2012.

Marketing

Our production is marketed to third parties consistent with industry practices. Typically, our oil and natural gas ishsold at
wellhead. Oil is sold at fielgposted prices plus a bonus and natural gas is sold under contract at a negotiated pricathadesdu
upon a publicly traded price at a Ahubd such as WAHA or H
upon a number of factors normally considered in the industry, such as distance from the well to the central saled poassure,
quality of natural gas and prevailing supply and demand conditions. In 2009, we made the strategic decision to sellfamumuch o
natural gas production at the wellhead as possible, so that we could concentrate our efforts and resexqdesation and
production which we believe are more consistent with our competitive expertise, rather than in natural gas pipeline optnation
gas marketing and sales. As a consequence we, sold most of the pipelines that we owned in thén&arn¥i Slso entered into a
gas purchase agreement with DTE Energy to purchase our natural gas production throughout most of our operated ptoperties i
Barnett Shale at competitive market prices based on a differential to several sales point§endsast

Our marketing objective is to receive the highest possible wellhead price for our product. We are aided by the preséipte of mu
outlets near our production in the Barnett Shale area and the Texas and Louisiana onshore Gulf Coast area.

There ae a variety of factors that affect the market for natural gas and oil generally, including:
A demand for natural gas and oil;
A the extent of production of natural gas and oil and, in particular, domestic production and imports;

A the proximity and cagcity of natural gas pipelines and other transportation facilities;
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A the marketing of competitive fuels; and
A the effects of state and federal regulations on natural gas and oil production and sales.

See Al tem 1A Natdrkal gakand-ogpricesane sighly volatile, and lower prices will negatively affect our financial

results, o AltéwWelAreReshjEattopnsvarious government al regul
Factor® The marketability of our natural ggsoduction depends on facilities that we typically do not own or control, which could
result in a curtail ment of production and revenues. 0

In addition to selling our oil and natural gas at the wellhead, we work with various pipeline companies to pssitsefeaour
natural gas. In late 2009, we entered into a strategic alliance with Delphi Midstream Partners LLC to provide gatheritsiraachm
pipeline solutions for our future operated Marcellus Shale production in portions of Northern Pennsyeaaliso conduct an active
hedging program at the corporate level in order to ensure stable cash flow to fund our exploration and production Attbfities.
these hedging transactions provide for financial rather than physical settlement. For actistfussse matters, our hedging policy
and recent hedging positions, see fAltem 7. Managemendn®s Di
Summary of Critical Accounting Policie Der i vati ve | nstr ume n ang Qoantifativa Risolosares .Abo@® u a
Market Risld Commodi ty Ri sk, 0 andd Ve rmhag contihud to erfRer istk dervaticetfimancil instruments to
manage the price risks associated with our production. Our derivative financial instrumen¢sultay our making cash payments or

prevent us from benefiting from increases in pricescoudor r
negatively impact our production, our income and ultimately our ability to retaineaged. Our ability to sell natural gas and/or
receive mar ket prices for our natur al gas may be adversely

Competition and Technological Changes

We encounter competition from other naturas gand oil companies in all areas of our operations, including the acquisition of
exploratory prospects and proven properties. Many of our competitors are largestablished companies that have been engaged in
the natural gas and oil business for mimiger than we have and possess substantially larger operating staffs and greater capit:
resources than we do. We may not be able to conduct our operations, evaluate and select suitable properties and consun
transactions successfully in this highlyngoetitive environment.

The natural gas and oil industry is characterized by rapid and significant technological advancements and introductions of n
products and services using new technologies. If one or more of the technologies we use now owire tiverieito become obsolete
or if we are unable to use the most advanced commercially available technology, our business, financial condition avfd result:
operations could be materially adversely affected.

Regulation

Natural gas and oil operations aebject to various federal, state, local and international environmental regulations that may
change from time to time, including regulations governing natural gas and oil production and transportation, federa and st
regulations governing environmentguality and pollution control and state limits on allowable rates of production by well or
proration unit. These regulations may affect the amount of natural gas and oil available for sale, the availability tef pigetina
and other regulated trangpation and processing facilities and the marketing of competitive fuels. For example, a productive naturs
gas well Mmay becasuldset of an oversupply of natur al gas or | ¢
may conducbperations. State and federal regulations generally are intended to prevent waste of natural gas and oil, protect right
produce natural gas and oil between owners in a common reservoir, control the amount of natural gas and oil producgdgby assig
allowable rates of production, provide nondiscriminatory access to common carrier pipelines and control contamination of tl
environment. Pipelines are subject to the jurisdiction of various federal, state and local agencies. We are also kabgicigsnd
extensive tax laws, the effects of which cannot be predicted.

The following discussion summarizes the regulation of the United States oil and gas industry. We believe we are inl substan
compliance with the various statutes, rules, regulations awerigmental orders to which our operations may be subject, although we
cannot assure you that this is or will remain the case. Moreover, those statutes, rules, regulations and government beders me
changed or reinterpreted from time to time in respaaoseconomic or political conditions, and any such changes or reinterpretations
could materially adversely affect our results of operations and financial condition. The following discussion is not tatended
constitute a complete discussion of the varistagutes, rules, regulations and governmental orders to which our operations may be
subject.
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Regulation of Natural Gas and Oil Exploration and Production
Our operations are subject to various types of regulation at the federal, state and loctdevels
A require permits for the drilling of wells;
A mandate that we maintain bonding requirements in order to drill or operate wells; and

A regulate the location of wells, the method of drilling and casing wells, the surface use and restopatiperties upon which
wells are drilled, the plugging and abandoning of wells and the disposal of fluids used in connection with operations.

Our operations are also subject to various conservation laws and regulations. These regulations govern tthellisigeant!
spacing units or proration units, the density of wells that may be drilled in natural gas and oil properties and thenumitpaaling
of natural gas and oil properties. In this regard, some states (including Louisiana) allow theoémiaggl or integration of tracts to
facilitate exploration while other states (including Texas) rely primarily or exclusively on voluntary pooling of landasesl In
areas where pooling is primarily or exclusively voluntary, it may be more diffioufotm units and therefore more difficult to
develop a project if the operator owns less than 100% of the leasehold. In addition, state conservation laws establishatesvhu
production from natural gas and oil wells generally prohibit the ventirfiaidng of natural gas and impose specified requirements
regarding the ratability of production. The effect of these regulations may limit the amount of natural gas and oil aducarfnem
our wells and may limit the number of wells or the locationgfzsich we can drill. The regulatory burden on the natural gas and oil
industry increases our costs of doing business and, consequently, affects our profitability. Because these laws and ezgulatio
frequently expanded, amended and reinterpreted, weunable to predict the future cost or impact of complying with such
regulations.

Regulation of Sales and Transportation of Natural Gas

Federal legislation and regulatory controls have historically affected the price of natural gas we produce antethie mhith

ur production is transported and marketed. Under theoNat u
AFERCO) regulates the interstate transportat i oettiveaJandarytlh e
1993, the Natur al Gas Well head Decontrol Act (the fukakgaspnt r
including all of our sales of our own production. As a result, all of our domestically produced gasiia sold at market prices,
subject to the terms of any private contracts t hatsporeon be
however, was not affected by the Decontrol Act.

0
(

Under the NGA, facilities used inter oducti on or gathering of natur al gas a
certain natural gas pipelines that we bel i eve s aites gofsubjetth e
to FERC jurisdiction undethe NGA. State regulation of gathering facilities generally includes various safety, environmental, and in
some circumstances, nondiscriminatory take requirements but does not generally entail rate regulation. Some of therdghay in b
our natural gago market has been the lack of available pipeline systems in the Barnett Shale, particularly those that would ta
natural gas production from the lease to the existing infrastructure. In order to partly alleviate this issue, commzpefgéntain
of our wholly-owned subsidiaries have constructed-fwisdictional gathering facilities in cases where we have determined that we
can construct those facilities more quickly or more efficiently than waiting on an unrelatepattygipeline company.

One of our pipeline subsidiaries, Hondo Pipeline Inc., exercises the power of eminent domain and transports gas faeshird par

and is a regulated public wutility within the meaningioof S
121.001 (the fACox Act o) of the Texas Utilities Code. Bot |
transportation of natur al gas and authorize the Texasr Rai

GURA provides for negotiated rates with transportation, industrial or similar-larigene contract customers so long as neither party
has an unfair negotiating advantage, the negotiated rate is substantially the same as that negotiated with at leasiustonatns
under similar conditions, or sufficient competition existed when the rate was negotiated.

Although we do not own or operate any pipelines or facilities that are directly regulated by the FERC, its regulatiahgafythi
pipelines and faéities could indirectly affect our ability to market our production. Beginning in the 1980s the FERC initiated a series
of major restructuring orders that required pipel i theirsalesa mo
and transportation functions, and allow shippers to release their pipeline capacity to other shippers. As a resulthahtfesse ¢
sellers and buyers of natural gas have gained direct access to the particular pipeline services they need andkeréobedteduact
business with a larger number of counterparties. We believe these changes generally have improved our access to matkéts while
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same time, substantially increasing competition in the natural gas marketplace. It remains to be seem,showe wh at ef f ec
other activities will have on access to markets, the fostering of competition and the cost of doing business. We cahndigtredi
new or different regulations the FERC and other regulatory agencies may adopt, or whatieffegtient regulations may have on
our activities.

In the past, Congress has been very active in the area of natural gas regulation. However, the more recent trendfagsrbeen in
of deregulation or Alighter ha nitbridtbhe gasanglustryalr light of this incleaseédhadianger ©
on competition, the Energy Policy Act of 2005 amended the NGA to prohibit any forms of market manipulation in connedtien with
transportation, purchase or sale of natural gas. In additiothetoregulations implementing these prohibitions, the FERC has
established new regulations that are intended to increase natural gas pricing transparency through, among other thiegs, expa
dissemination of information about the availability and pridegas sold and new regulations that require both interstate pipelines and
certain norinterstate pipelines to post daily information regarding their design capacity and daily scheduled flow volumes at certa
points on their systems. The Energy Policy AER005 also significantly increased the penalties for violations of the NGA and the
FERC6s regulations to up to $1 million per day for each vi

Oil Price Controls and Transportation Rates

Our sales of oil, condensate and natural gas liquidsaireunrently regulated and are made at market prices. The price we receive
from the sale of these products may be affected by the cost of transporting the products to market. Much of that trarisportati
through interstate common carrier pipelines. Bffec as of January 1, 1995, the FERC implemented regulations generally
grandfathering all previously approved interstate transportation rates and establishing an indexing system for thosghiates by
adjustments are made annually based on the ratdlation, subject to specified conditions and limitations. These regulations may
tend to increase the cost of transporting oil and natural gas liquids by interstate pipeline, although the annual adjastresatsin
decreased rates in a given year. ig\veve years, the FERC must examine the relationship between the annual change in the applicab
index and the actual cost changes experienced in the oil pipeline industry. In March 2006, to implement the secondiioédhe req
five-yearly redeterminatios, the FERC established an upward adjustment in the index to track oil pipeline cost changes. The FER
determined that the Producer Price Index for Finished Goods plus 1.3 percent (PPI plus 1.3 percent) should be theérmikgrfoing
the fiveyear peiod beginning July 1, 2006. We are not able at this time to predict the effects of this indexing system or any ne
FERC regulations on the transportation costs associated with oil production from our oil producing operations.

There regularly are legisiae proposals pending in the federal and state legislatures which, if enacted, would significantly affec
the petroleum industry. At the present time, it is impossible to predict what proposals, if any, might actually be e@igcelg or
the variousstate legislatures and what effect, if any, such proposals might have on us. Similarly, we cannot predict whether or to wl
extent the trend toward federal deregulation of the petroleum industry will continue, particularly in light of the chiwege
administration in 2009, or what the ultimate effect on our sales of gas, oil and other petroleum products will be.

Environmental Regulations

Our operations are subject to numerous international, federal, state and local laws and regulations gosedisogarge of
materials into the environment or otherwise relating to environmental protection. These laws and regulations may require
acquisition of a permit before drilling commences, restrict the types, quantities and concentration of vastansesulthat can be
released into the environment in connection with drilling and production activities, limit or prohibit drilling activitEseoified
lands within wilderness, wetlands and other protected areas, require remedial measures to dfitifatefgppm former operations,
such as pit closure and plugging abandoned wells, and impose substantial liabilities for pollution resulting from praiiction
drilling operations. The failure to comply with these laws and regulations may result isstwsimment of administrative, civil and
criminal penalties, imposition of investigatory or remedial obligations or the issuance of injunctions prohibiting ay timeitextent
of our operations. Public interest in the protection of the environment hassed dramatically in recent years. The trend of applying
more expansive and stricter environmental legislation and regulations to the natural gas and oil industry could cantinganres
increased costs of doing business and consequently affectinyafitability. To the extent laws are enacted or other governmental
action is taken that restricts drilling or imposes more stringent and costly waste handling, disposal and cleanup regouwement
business and prospects could be adversely affected.

We generate waste that may be subject to the federal Res
statutes. The U. S. Environment al Protection Agency (AEPADO
disposal 6r certain hazardous and nonhazardous waste. Furthermore, certain waste generated by our natural gas and oil operation
are currently exempt from treatment as fAhazardous waesdmeo
subject to more rigorous and costly operating and disposal requirements.
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We currently own or lease numerous properties that for many years have been used for the exploration and productibn of nat
gas and oil. Although we believe that we have impleerappropriate operating and waste disposal practices, prior owners and
operators of these properties may not have used similar practices, and hydrocarbons or other waste may have beenadisposed
released on or under the properties we own or lease @r ainder locations where such waste have been taken for disposal. In
addition, many of these properties have been operated by third parties whose treatment and disposal or release of figarocarbo
other waste was not under our control. These propeatiesthe waste disposed thereon may be subject to the Comprehensive
Environment al Response, Compensation and Liability Act (A
governing the management of natural gas and oil waste. Under thesema could be required to remove or remediate previously
disposed waste (including waste disposed of or released by prior owners or operators) or property contamination (includ
groundwater contamination) or to perform remedial plugging operationstope nt f ut ur e cont ami na+ti on

We are subject to various government al regulations and env
CERCLA, al so known as the ASuperfundod | aw, and analtyooffous
the original conduct, on specified classes of per ssounbss ttahnact

into the environment. These classes of persons include the owner or operator of the disposal site or sttes nelearse occurred

and companies that disposed or arranged for the disposal of the hazardous substances found at the site. Persons who are o
responsible for releases of hazardous substances under CERCLA may be subject to joint and severalrlthkiltosts of cleaning

up the hazardous substances that have been released into the environment, for damages to natural resources andfoettercosts
health studies, and it is not uncommon for neighboring landowners and other third pafiliescleims for personal injury and
property damage allegedly caused by the hazardous substances released into the environment.

Qur operations may be subject to the Clean Air Act (ACA
adoped amendments to the CAA containing provisions that have resulted in the gradual imposition of certain pollution contr
requirements with respect to air emissions from our operations. The EPA and states have developed and continue to dev
regulations@ implement these requirements. We may be required to incur certain capital expenditures in the next several years for
pollution control equipment in connection with maintaining or obtaining operating permits and approvals addressing other ¢
emissionrelated issues. Moreover, changes in environmental laws and regulations occur frequently, and stricter laws, regulation:s
enforcement policies could significantly increase our compliance costs. Further, stricter requirements could negativebyirimpac
production and operations. For example, the Texas Commi ssi
Texas have been evaluating possible additional regulation of air emissions in the Barnett Shale area, in response &baancerns
allegedly high concentrations of benzene in the air near drilling sites and natural gas processing facilities. These ¢oitilatilead
to more stringent air permitting, increased regulation and possible enforcement actions at the local, statigrantevels.
Additionally, the EPA has recently entered into a settlement that requires it to consider strengthening regulations @Ader the
including the New Source Performance Standards, Maximum Achievable Control Technology standards andisksithradards,
affecting a wide array of air emission sour ced Weare ulhjeet too i |
various environmental risks and governmental regulations, including those relating to benzene emissiaraadiflracturing, and
new regulations may be more stringent. o

Federal regulations require certain owners or operators of facilities that store or otherwise handle oil, such as aig tmgrep
i mpl ement spill prevent i oon), acnodn trreoslp o ncsoeu nptlearnnse arseulraet i(nfigS PtCoC
waters. The Oil Pollution Act of 1990 (AOPAO) cont ailspdls nun
into waters of the United States. The OPAjsats owners of facilities to strict joint and several liability for all containment and
cleanup costs and certain other damages arising from a spill, including, but not limited to, the costs of respondeastocd odl to
surface waters. The OPA alsequires owners and operators of offshore facilities that could be the source of an oil spill into federal o
state waters, including wetlands, to post a bond, letter of credit or other form of financial assurance in amounts aan@it@ fr
million in specified state waters to $35 million in federal outer continental shelf waters to cover costs that could be incurred |
governmental authorities in responding to an oil spill. These financial assurances may be increased by as much asrit%0 millio
formal risk assessment indicates that the increase is warranted. Noncompliance with OPA may result in varying civil and crimir
penalties and Iliabilities. Our operations are also suwbjec
accadance with the CWA, the State of Louisiana issued regulations prohibiting discharges of produced water in state coastal wa
effective July 1, 1997. Pursuant to other requirements of the CWA, the EPA has adopted regulations concerning dis¢barges of s
water runoff. This program requires covered facilities to obtain individual permits or seek coverage under an EPA geiteral per
Like OPA, the CWA and analogous state laws relating to the control of water pollution provide varying civil and crimahiespen
and liabilities for releases of petroleum or its derivatives into surface waters or into the ground. Similarly, the U&sGsng
currently considering legislation to amend the federal Safe Drinking Water Act to subject hydraulic fracturitigrapieraegulation
under that Act and to require the disclosure of chemicals used by us and others in the oil and gas industry in thdragtindngjc
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process. Pl ease r ed dVe are dulgent tovakious divirenknentalaisks and ganental regulations, including
those relating to benzene emissions and hydraulic fracturi

We also are subject to a variety of federal, state, local and international permitting and registration requiedatiegtgo
protection of the environment. We believe we are in substantial compliance with current applicable environmental laws al
regulations and that continued compliance with existing requirements will not have a material adverse effect on us.

Our dfshore operations in the U.K. North Sea and onshore operations in the U.S. are subject to similar regulations coveéring per
requirements and the discharge of oil and other contaminants in connection with drilling operations.

Global Climate Change

In response to recent studies suggesting that emissions of carbon dioxide and certain other gases may be contributing to war
of the Earthoés atmosphere, the U. S. Congress is actiGsed)y
from sources within the United States between 2012 and 2050. For example, the 110th session of Congress considerdsd various
that proposed a ficap and tradeo scheme of regul ati onefired gr
reducing annual cap. Covered parties would be authorized to emit greenhouse emissions through the acquisition and subse«
surrender of emission allowances that may be traded or acquired on the open market. In addition, at least 17 statedy hakeralre
legal measures to reduce emissions of GHGs, primarily through the planned development of greenhouse gas emission invent
and/or regional greenhouse gas cap and trade programs. Most of these cap and trade programs require either major sourc
emissions, such as electric power plants, or major producers of fuels, such as refineries or gas processing plants,atd acquir
surrender emission allowances. The number of allowances available for purchase is reduced each year until the owaraé geeenh
emission reduction goal is achieved.

Depending on the particular program, we could be required to purchase and surrender allowances, either for greenhouse
emissions resulting from our operations or from combustion of oil or natural gas eeeer@dlthough we would not be impacted to a
greater degree than other similarly situated producers of oil and gas, a stringent greenhouse gas control programacoattVéisee
effect on our cost of doing business and could reduce demand for thd gasmwe produce.

Al so, in the wake of the U.S. Masspchusatiev. EheiranmenéaksProttaianiAgettoy n i
EPA has begun to regulate carbon dioxide and other greenhouse gas emissions, even though Congress bpsnat/tiegidlation
specifically addressing emissions of GHGs. In Il ate 2069,

which establishes a new comprehensive regulation and reporting scheme for operators of stationary stimgesan levels of
GHGs, and a Final Rule finding that certain current and projected GHGs in the atmosphere threaten public health anfl welfare
current and future gener at i odnGlimateRhange ane climaeacdanggitldtiean rand TegulatorRi s |
initiatives could result in increased operating costs and

In addition to the effects of future regulation, the meteorological effects of global climate change could pose adsksdnabuir
onshore and offshore operations in the form of more frequent and/or more intense storms and flooding, which could énseisn adv
affect our cost of doing business.

Operating Hazards and Insurance

The natural gas and oil business involves a varietypefating hazards and risks that could result in substantial losses to us from,
among other things, injury or loss of life, severe damage to or destruction of property, natural resources and equiptisengrpol
other environmental damage, cleanup resalities, regulatory investigation and penalties and suspension of operations.

In addition, we may be liable for environmental damages caused by previous owners of property we purchase and lease. /
result, we may incur substantial liabilities torthparties or governmental entities, the payment of which could reduce or eliminate the
funds available for exploration, development or acquisitions or result in the loss of our properties.

In accordance with customary industry practices, we maintainanse against some, but not all, potential losses. We do not carry
business interruption insurance or protect against loss of revenues. We cannot assure you that any insurance we @btain wi
adequate to cover any losses or liabilities. We cannot prigictontinued availability of insurance or the availability of insurance at
premium levels that justify its purchase. We may elect teisslfre if we believe that the cost of available insurance is excessive
relative to the risks presented. In additipn/lution and environmental risks generally are not fully insurable. The occurrence of an
event not fully covered by insurance could have a material adverse effect on our financial condition and results o.operation
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We participate in a number of our lgeon a noroperated basis, and may be accordingly limited in our ability to control the risks
associated with natural gas and oil operations.

Title to Properties; Acquisition Risks

We believe we currently have satisfactory title to all of our produpingerties in the specific areas in which we operate except
where failure to do so would not have a material adverse effect on our business and operations in each such areaig@urpropert
subject to customary royalty interests, liens incident to aijyer agreements, liens for current taxes and other burdens which we
believe do not materially interfere with the use of or affect the value of these properties. As is customary in thenndestage of
undeveloped properties, we make little investiign of record title at the time of acquisition (other than a preliminary review of local
records). Investigations, including a title opinion of local counsel, are generally made in conjunction with the commesfcement
drilling operations. Even then, patlarly in urban settings, the cost of performing detailed title work can be expensive. We may
choose to forego detailed title examination by title lawyers on a portion of the mineral leases that we place in adrillicgnduct
less title work thanve have traditionally performed. Our senior credit facility is secured by substantially all of our natural gas and oi
properties.

In acquiring producing properties, we assess the recoverable reserves, future natural gas and oil prices, operptitentalsts,
liabilities and other factors relating to the properties. Our assessments are necessarily inexact and their accurasytlys inher
uncertain. Our review of a subject property in connection with our acquisition assessment will not reveairal @xsbtential
problems or permit us to become sufficiently familiar with the property to assess fully its deficiencies and capabilitiey. Mie
inspect every well, and we may not be able to observe structural and environmental problems even aderspext a well. If
problems are identified, the seller may be unwilling or unable to provide effective contractual protection against tadif dhqse
problems. Any acquisition of property interests may not be economically successful, and unsuecesssitions may have a
materi al adverse effect on our financi al conditd Oor fuwured f
acquisitions may yield revenues or production that varies

Customers

The Company sold oil and natural gas production representing at least 10% of its oil and natural gas revenues as follows:

Year Ended December 31,

2009 2008 2007
DTE EnergyTrading,Inc. 54% 39% *
CokinosNaturalGasCompany * 11% 11%
CrosstexEnergy * 10% 15%
HoustonPipelineCompany * * 11%
EnergyTransfer * * 10%

* Revenues were below 10%.

Because alternative purchasers of oil and natural gas are readily available, we believe that the lossoaf goyabfasers would
not have a material adverse effect on our financial results.

Employees

At December 31, 2009, we had 111 fiithe employees. We believe that our relationships with our employees are good.

In order to optimize prospect generatiord atevelopment, we utilize the services of independent consultants and contractors to
perform various professional services, particularly in the areasDof@smic data mapping, acquisition of leases and lease options,
construction, design, well site seillance, permitting and environmental assessment. Independent contractors generally provide fiel
and onsite production operation services, such as pumping, maintenance, dispatching, inspection and testing. We believeethat this
of third-party serviceproviders has enhanced our ability to contain general and administrative expenses.

We depend to a large extent on the services of certain key management personnel and the loss of any could have aensaterial ac

effect on our operations. We do not maintkeyman life insurance with respect to any of our employees.
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Available Information

Our website address is www.crzo.net. We make our website content available for informational purposes only. It should not
relied upon for investment purposes, moitiincorporated by reference in this FormK.OWe make available on this website, through

a direct |link to the Commissionds website alk quaterly regodscon Eponv ,
10-Q, current reports on ForBiK and amendments to those reports as soon as reasonably practicable after we electronically file tho
materials. You may read and copy any materials we file& wit

Street, N.E., Washingtom.C. 20549. You may obtain information regarding the Public Reference Room by calling the Commissior
at 1-800-SEG0330.

You may also find information related to our corporate governance, board committees and company code of ethics at our web:
Amongthe information you can find there is the following:

A Audit Committee Charter;

A Compensation Committee Charter;

A Nominating Committee Charter;

A Code of Ethics and Business Conduct; and
A Compliance Employee Report Line.

We intend to satisfghe requirement under Item 5.05 of ForakK8o disclose any amendments to our Code of Ethics and any
wai ver from a provision of our Code of Ethics by postQilng s
& Gas, Inc.0 Governanceé

Iltem 1A. Risk Factors

The global financial and credit crisis may have impacts on our liquidity andfinancial condition that we currently cannot
predict.

The recent credit crisis and continued instability in the global financial system may hmeateril impact on our liquidity and our
financial condition, and we may ultimately face major challenges if conditions in the financial markets do not contimrevi® im
from their lows in early 2009. Our ability to access the capital markets or boromey may be restricted or made more expensive at
a time when we would like, or need, to raise capital, which could have an adverse impact on our flexibility to reactirtg chang
economic and business conditions and on our ability to fund our operatidnsapital expenditures in the future. The economic
situation could have an impact on our lenders or customers, causing them to fail to meet their obligations to us, bapdiditytbe
our operating partners, resulting in delays in operations orftikire to make required payments. Also, market conditions could have
an impact on our natural gas and oil derivatives transactions if our counterparties are unable to perform their obligatdns o
bankruptcy protection. Additionally, the current ecomo situation could lead to further reductions in the demand for natural gas and
oil, or further reductions in the prices of natural gas and oil, or both, which could have a negative impact on ourgdositicigl
results of operations and cash flowshi the ultimate outcome and impact of the current financial situation cannot be predicted, it
may have a material adverse effect on our future liquidity, results of operations and financial condition.

Natural gas and oil prices are highly volatile and hve declined significantlysince mid2008, and lower prices will negatively
affect our financial condition, planned capital expenditures and results of operations.

Since July 2008, publicly quoted spot natural gas and oil prices have declined siggificantthe record levels reached at that
time. In the past, some oil and gas companies have reduced or curtailed production to mitigate the impact of low raatdrail gas
prices. We have made similar decisions on selected properties in the recendpastyadecide to curtail additional production as a
result of a decrease in prices in the future. The decrease in natural gas prices has had a significant impact on loeorfiitiocja
planned capital expenditures and results of operations. Furtkailityoin natural gas and oil prices or a prolonged period of low
natural gas and oil prices may materially adversely affect our financial condition, liquidity (including our borrowingy aapdei
our senior credit facility), ability to finance plartheapital expenditures and results of operations.
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Our revenue, profitability, cash flow, future growth and ability to borrow funds or obtain additional capital, as wetasythg
value of our properties, are substantially dependent on prevailicgspf natural gas and oil. Historically, the markets for natural gas
and oil prices have been volatile, and those markets are likely to continue to be volatile in the future. It is impgssitilet fature
natural gas and oil price movements with aiety. Prices for natural gas and oil are subject to wide fluctuation in response to
relatively minor changes in the supply of and demand for natural gas and oil, market uncertainty and a variety of atddisnal
beyond our control. These factors undé:

A the level of consumer product demand;

A overall economic conditions;

A weather conditions;

A domestic and foreign governmental relations, regulations and taxes;
A the price and availability of alternative fuels;

A political conditions;

A the level and price of foreign imports of oil and liquefied natural gas; and

A the ability of the members of the Organization of Petroleum Exporting Countries to agree upon and maintain productic
constraints and oil price controls.

Natural gas and oildrilling is a speculative activity and involves numerousisks and substantial and uncertain costs that could
adversely affect us.

Our success will be largely dependent upon the success of our drilling program. Drilling for natural gas and oil innwvesgsn
risks, including the risk that no commercially productive natural gas or oil reservoirs will be discovered. The cosnh@f drill
completing and operating wells is substantial and uncertain, and drilling operations may be curtailed, delayettdrasamcesult of
a variety of factors beyond our control, including:

A unexpected or adverse drilling conditions;

A elevated pressure or irregularities in geologic formations;

A equipment failures or accidents;

A adverse weather conditions;

A compliance with governmental requirements; and

A shortages or delays in the availability of drilling rigs, crews and equipment.

Because we identify the areas desirable for drilling in the onshore Gulf Coast arealrggisdnic data covering large area®
may not seek to acquire an option or lease rights until after the seismic data is analyzed or until the drilling loeatitzas ar
identified; in those cases, we may not be permitted to lease, drill or produce natural gas or oil from those locations.

Even if drilled, our completed wells may not produce reserves of natural gas or oil that are economically viable or that meet
earlier estimates of economically recoverable reserves. Our overall drilling success rate or our drilling successtidtg fathan a
particular project area may decline. Unsuccessful drilling activities could result in a significant decline in our preddct@®renues
and materially harm our operations and financial condition by reducing our available cash antbsed®erause of the risks and

uncertainties of our business, our future performance in exploration and drilling may not be comparable to our hisimmcahper
described in this Annual Report on FormH0
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We may not adhere to our proposed drillingschedule.
Our final determination of whether to drill any scheduled or budgeted wells will be dependent on a number of factong: includi
A the results of our exploration efforts and the acquisition, review and analysis of the seismic data;
A the avalability of sufficient capital resources to us and the other participants for the drilling of the prospects;
A the approval of the prospects by the other participants after additional data has been compiled;

A economic and industry conditions at the tiofedrilling, including prevailing and anticipated prices for natural gas and oil and
the availability and prices of drilling rigs and crews; and

A the availability of leases and permits on reasonable terms for the prospects.

Although we have identifiedr budgeted for numerous drilling prospects, we may not be able to lease or drill those prospect
within our expected time frame or at all. Wells that are currently part of our capital plan may be based on statidticafl deidlirig
activities in othe 3-D project areas that we believe are geologically similar rather than on analysis of seismic or other data in tt
prospect area, in which case actual drilling and results are likely to vary, possibly materially, from those statittiscahragditon,
our drilling schedule may vary from our expectations because of future uncertainties.

Our reserve data and estimated discounted future net cash flows are estimatessed on assumptions that may be inaccurate
and are based on existing economand operating conditions that may change in the future.

There are uncertainties inherent in estimating natural gas and oil reserves and their estimated value, including mbaeydiadtors
the control of the producer. The reserve data set forth in this AnnuairtRep Form 16K represent only estimates. Reservoir
engineering is a subjective and inexact process of estimating underground accumulations of natural gas and oil that canno
measured in an exact manner and is based on assumptions that may varyatipdiden actual results.

Accordingly, reserve estimates may be subject to upward or downward adjustment, and actual production, revenue :
expenditures with respect to our reserves likely will vary, possibly materially, from estimates. Additioma#yretbently has been
increased debate and disagreement over the classification of reserves, with particular focus on proved undevelopéd laserves.
2008, the Commission adopted new rules regarding the classification of reserves. These new miesflemtave with the reserves
reported in this Annual Report on Form-KOHowever, the interpretation of these rules and their applicability in different situations
remains unclear in many respects. Changing interpretations of the classification stamddishgreements with our interpretations
could cause us to writdown reserves.

As of December 31, 2009, approximately 55% of our proved reserves were proved undeveloped and proved nonproduci
Moreover, some of the producing wells included in ouemes reports as of December 31, 2009 had produced for a relatively short
period of time as of that date. Because most of our reserve estimates are calculated using volumetric analysis, tessaredtssat
reliable than estimates based on a lengthglygetion history. Volumetric analysis involves estimating the volume of a reservoir based
on the net feet of pay of the structure and an estimation of the area covered by the structure based on seismic additjsis. In
realization or recognition of eyproved undeveloped reserves will depend on our development schedule and plans. Lack of reasonat
certainty with respect to development plans for proved undeveloped reserves could cause the discontinuation of thmela$sifica
these reserves as prave

The discounted future net cash flows presented in this Annual Report Fekmafd not necessarily the same as the current
market value of our estimated natural gas and oil reserves. As required by the Commission, the estimated discountedafsiture ne
flows from proved reserves are currently based on the average of the sales price on the first day of each month iaktleeyapplic
with costs determined as of the date of the estimate. Actual future net cash flows also will be affected tsyéactsrs

A the actual prices we receive for natural gas and oil;

A our actual operating costs in producing natural gas and oil;

A the amount and timing of actual production;
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A supply and demand for natural gas and oil;
A increases or decreasesomsumption of natural gas and oil; and
A changes in governmental regulations or taxation.

In addition, the 10% discount factor we use when calculating discounted future net cash flows for reporting requirements
compliance with the Financial Accotimy Standards Board Statement of Financial Accounting Standards No. 69 may not be the mos
appropriate discount factor based on interest rates in effect from time to time and risks associated with us or thesretdrailg
industry in general.

We depend on successful exploration, development and acquisitions to maintaiserves and revenue in the future.

In general, the volume of production from natural gas and oil properties declines as reserves are depleted, withdbelirze of
depending onaservoir characteristics. Except to the extent we conduct successful exploration and development activities or acqt
properties containing proved reserves, or both, our proved reserves will decline as reserves are produced. Our fugae aatlral
oil production is, therefore, highly dependent on our level of success in finding or acquiring additional reserves. In\additien,
dependent on finding partners for our exploratory activity. To the extent that others in the industry do not havecihleréisaurces
or choose not to participate in our exploration activities, we will be adversely affected.

We participate in oil and natural gas leases with third parties and these thirdoarties may not be able to fulfill their
commitments to our projects.

We frequently own less than 100% of the working interest in the oil and natural gas leases on which we conduct operations,
other parties will own the remaining portion of the working interest. Financial risks are inherent in any operation wiosteate
drilling, equipping, completing and operating wells is shared by more than one person. We could be held liable fowvigint acti
obligations of the other working interest owners such as nonpayment of costs and liabilities arising from the fatttgonsher
working interest owners. In addition, the current economic downturn, the credit crisis and the volatility in natural aibprined
may increase the likelihood that some of these working interest owners, particularly those that aramstnalsrestablished, are not
able to fulfill their joint activity obligations. Some of our project partners have experienced liquidity and cash flesmgrofihese
problems may lead our partners to attempt to delay the pace of drilling or project dexetiop order to preserve cash. A partner
may be unable or unwilling to pay its share of project costs. In some cases, a partner may declare bankruptcy. Infhefeent a
project partners do not pay their share of such costs, we would likely hpay tihose costs, and we may be unsuccessful in any
efforts to recover these costs from our partners, which could materially adversely affect our financial condition.

We have substantial capital requirements that, if not met, may hindeoperations.

We have experienced and expect to continue to experience substantial capital needs as a result of our active explora
development and acquisition programs. We expect that additional external financing will be required in the future toghamdhrour
We may not be able to obtain additional financing, and financing under our existing senior credit facility or new creigis fiaciiit
not be available in the future. The credit crisis that began in late 2008 has had an adverse impact on our abilityatimlitibtzal
financing. Even if additional capital becomes available, it may not be on terms acceptable to us. As in the past, witbioat add
capital resources, we may be forced to limit or defer our planned natural gas and oil exploration and detdripny program by
releasing rigs or deferring fracturing, completion and hookup of the wells to pipelines and thereby adversely affecuctionprod
cash flow, and the recoverability and ultimate value of our natural gas and oil properties, nedatinely affecting our business,
financial condition and results of operations.

Our senior credit facility contains operating restrictions and financial covenants, and we may have difficulty obtaining
additional credit.

Over the past few years, incegs in commodity prices and our successful drilling program led to increased proved reserve
amounts, and the resulting increase in our estimated discounted future net revenue allowed us to increase the borrgvdeg base
our senior credit facility. Howear, as a result of the significant decline in natural gas and oil prices, or other factors, the lenders unds
our senior credit facility may adjust our borrowing base downward, thereby reducing our borrowing capacity. Our serfawilinedit
is securedby a pledge of substantially all of our producing natural gas and oil properties and assets, guaranteed by our subsidia
CCBM, Inc., CLLR, Inc., Hondo Pipeline, Inc., Carrizo (Marcellus) LLC, Carrizo Marcellus Holding Inc., Bandelier Pipeline
Holding, LLC and Mescalero Pipeline, LLC and contains covenants that limit additional borrowings, dividends, the incurrence ¢
liens, investments, sales or pledges of assets, changes in control, repurchases or redemptions for cash of our common s
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speculative commmodity transactions and other matters. The senior credit facility also requires that specified financial ratios kb
maintained. Although we currently believe that we can meet all of our financial covenants with the business plan thapwténhave
place,our business plan is based on a number of assumptions, the most important of which is a relatively stable naturaltgas pric
economically sustainable levels. If the price that we receive for our natural gas production deteriorates significantiyrdndm
levels, it could lead to lower revenues, cash flow and earnings, which in turn could lead to a default under certalrcdvnamaids
contained in our senior credit facility, including the covenants related to working capital, the ratio of EBITBI troverage and

the ratio of senior debt to EBITDA. In order to provide a further margin of comfort with regards to these financial cowenaratyg

seek to further reduce our capital and exploration plan, sell additionatradagic assets or oppanistically modify or increase our
natural gas hedges. There can be no assurance that we will be able to successfully execute any of these strategiggdotlhifiexe
they will be sufficient to avoid a default under our senior credit facility if &ipitous decline in natural gas prices were to occur in
the future. We may not be able to refinance our debt or obtain additional financing, particularly in view of the restfiotiossnior

credit facility on our ability to incur additional debt atite fact that substantially all of our assets are currently pledged to secure
obligations under the senior credit facility. The restrictions of our senior credit facility and our difficulty in ob&ldiitignal debt
financing may have adverse conseq@snan our operations and financial results including:

A our ability to obtain financing for working capital, capital expenditures, our drilling program, purchases of new tecbnology
other purposes may be impaired;

A the covenants in our senior creditility that limit our ability to borrow additional funds and dispose of assets may affect our
flexibility in planning for, and reacting to, changes in business conditions;

A because our indebtedness is subject to variable interest rates, we are \atodraieases in interest rates;
A any additional financing we obtain may be on unfavorable terms;

A we may be required to use a substantial portion of our cash flow to make debt service payments, which will reducettae funds -
would otherwise be ailable for operations and future business opportunities;

A a substantial decrease in our operating cash flow or an increase in our expenses could make it difficult for us toser@tedebt
requirements and could require us to modify our operationkjdimg by curtailing portions of our drilling program, selling
assets, reducing our capital expenditures, refinancing all or a portion of our existing debt or obtaining additiona;farahcin

A we may become more vulnerable to downturns in our busargse economy.

In addition, under the terms of our senior credit facility, our borrowing base is subject to redeterminations at leastusdini
based in part on prevailing natural gas and oil prices. Although we do not know at this time whetimraweng base will be
adjusted upwards or downwards in the future, a negative adjustment could occur if the estimate of future prices usadkisyirthe b
calculating the borrowing base are significantly lower than those used in the last redetermim#ti®event the amount outstanding
under our senior credit facility exceeds the redetermined borrowing base, we could be forced to repay a portion of mgsbdvi®w
may not have sufficient funds to make any required repayment. If we do not havéeesufiinds and are otherwise unable to
negotiate renewals of our borrowings or arrange new financing, we may have to sell a portion of our assets.

We have in the past identified material weaknesses in our internal controlsver financial reporting, and the identification of
any material weaknesses ithe future could affect our ability to ensure timely and accurate financiaktatements.

At the end of several periods during the last five years, our management identified material weaknesses in bupmitelma
over financial reporting. The Public Company Accounting Oversight Board has defined a material weakness as a contcgl deficien
combination of control deficiencies, that results in a reasonable possibility that a material misstatemesinntaher interim
statements will not be prevented or detected on a timely basis. Accordingly, a material weakness increases the rislati@althe
information we report contains material errors.

Although we have taken actions to remediate the paserial weaknesses in our internal controls, these measures may not be
sufficient to ensure that our internal controls are effective in the future. In addition, our history of material wealngssigre
material weaknesses, or any failure to effedfivaddress a material weakness or other control deficiency or implement required new
or improved controls, or difficulties encountered in their implementation, could limit our ability to obtain financing,obarm
reputation, disrupt our ability to procekey components of our results of operations and financial condition timely and accurately and
cause us to fail to meet our reporting obligations under rules of the Commission and NASDAQ and our various debt artangements

27



We have limited experience driling wells in the Marcellus Shale and lessformation regarding reserves and decline rates in
the Marcellus Shale than inother areas of our operations. We may face difficulties in securing andperating under
authorizations and permits to drill and/or operate our Marcellus Shale wells.

We have limited exploration experience and no development experience in the Marcellus Shale. As of December 31, 2009,
have participated or are participating in the drilling of only 11 wells in the Marcellus Shale @meayfrwhich are horizontal wells.
Other operators in the Appalachian Basin have significantly more experience in the drilling of Marcellus Shale wellsg itietudi
drilling of horizontal wells. As a result, we have less information with respect tdttimate recoverable reserves and the production
decline rate in the Marcellus Shale than we have in other areas in which we operate. Moreover, the recent growth am explarati
Marcellus Shale has drawn intense scrutiny from environmental intemegisgregulatory agencies and other governmental entities.
As a result, we may face significant opposition to our operations that may make it difficult or impossible to obtairapdrotier
needed authorizations to operate or otherwise make operatiregowstly or difficult than operating elsewhere.

If we are unable to acquire adequate supplies of water for our Marcellus Shaldrilling operations or are unable to dispose of
the water we use at aeasonable cost and within applicable environmental rulg, our ability to produce gas commercially and
in commercial quantities could be impaired.

We use a substantial amount of water in our Marcellus Shale drilling operations. Our inability to locate sufficient ainounts
water, or dispose of water after dirij, could adversely impact our Marcellus Shale operations. Moreover, the imposition of new
environmental initiatives and regulations could include restrictions on our ability to conduct certain operations suchulis hyd
fracturing or disposal of wasténcluding, but not limited to, produced water, drilling fluids and other wastes associated with the
exploration, development or production of natural gas. Furthermore, new environmental regulations and permit requireme
governing the withdrawal, storagand use of surface water or groundwater necessary for hydraulic fracturing of wells may alsc
increase operating costs and cause delays, interruptions or termination of operations, the extent of which cannotdyealpredicte
which could have an adversffect on our operations and financial performance.

A substantial portion of our reserves is located in an urban area, which coulthcrease our costs of development and delay
production.

Our primary core producing area is located in largely urbanqusrtdf the Barnett Shale region, which could disproportionately
expose us to operational and regulatory risk in that area. At December 31, 2009, approximately 97% of our proved reserves
approximately 80% of our then current production were locatetidnBiarnett Shale. The core of the Barnett Shale formation is
located in and around the greater Dalast Worth, Texas metropolitan area and much of our operations are within the city limits of
various municipalities in that region, such as Arlington Bfathsfield, Texas. In such urban or other populated areas, we may incur
additional expenses, including expenses relating to mitigation of noise, odor and light that may be emitted in our opepatises
related to the appearance of our facilities dmidtétions regarding when and how we can operate. The process of obtaining permits
for drilling or for gathering lines to move our natural gas to market in such areas may be more time consuming andéostiptba
rural areas. In addition, we may exjgeice a higher rate of litigation or increased insurance and other costs related to our operations ¢
facilities in such highly populated areas.

We face strong competition from other natural gas and oil companies.

We encounter competition from other matl gas and oil companies in all areas of our operations, including the acquisition of
exploratory prospects and proven properties. Our competitors include major integrated natural gas and oil companiesoasd nume
independent natural gas and oil companiindividuals and drilling and income programs. Many of our competitors are large, well
established companies that have been engaged in the natural gas and oil business much longer than we have and ptabgss subs
larger operating staffs and greatapital resources than we do. These companies may be able to pay more for exploratory projects al
productive natural gas and oil properties and may be able to define, evaluate, bid for and purchase a greater numisscdmtope
prospects than ouimfancial or human resources permit. In addition, these companies may be able to expend greater resources on
existing and changing technologies that we believe are and will be increasingly important to attaining success in yhesiratustr
competitoramay also be in a better position to secure oilfield services and equipment on a timely basis or on favorable terms. We n
not be able to conduct our operations, evaluate and select suitable properties and consummate transactions sucdsdsfylly in th
competitive environment.
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We may not be able to keep pace with technological developments in andustry.

The natural gas and oil industry is characterized by rapid and significant technological advancements and introductions of n
products andservices using new technologies. As others use or develop new technologies, we may be placed at a competi
disadvantage, and competitive pressures may force us to implement those new technologies at substantial cost. Inhaddition,
natural gas andilocompanies may have greater financial, technical and personnel resources that allow them to enjoy technologic
advantages and may in the future allow them to implement new technologies before we can. We may not be able to respond to t
competitive pessures and implement new technologies on a timely basis or at an acceptable cost. If one or more of the technolo
we use now or in the future were to become obsolete or if we are unable to use the most advanced commercially availagje techn
our bisiness, financial condition and results of operations could be materially adversely affected.

We are subject to various environmental risks and governmental regulationsncluding those relating to benzene emissions
and hydraulic fracturing, and future regulations may be more stringent.

Natural gas and oil operations are subject to various federal, state, local and foreign government regulations thatenfieoynthang
time to time. Matters subject to regulation include discharge permits for drilling aperaplug and abandonment bonds, reports
concerning operations, the spacing of wells, unitization and pooling of properties and taxation. From time to timeyrageratias
have imposed price controls and limitations on production by restricting tineofrdlow of natural gas and oil wells below actual
production capacity in order to conserve supplies of natural gas and oil. Other federal, state and local laws and retatiations
primarily to the protection of human health and the environmentyafiplthe development, production, handling, storage,
transportation and disposal of natural gas and oiprogucts thereof and other substances and materials produced or used in
connection with natural gas and oil operations. In addition, we may be f@ab¢nvironmental damages caused by previous owners of
property we purchase or lease. As a result, we may incur substantial liabilities to third parties or governmental @ntiigsban
required to incur substantial remediation costs. We also arecsubjchanging and extensive tax laws, the effects of which cannot be
predicted. Compliance with existing, new or modified laws and regulations could have a material adverse effect on @jr busine
financial condition and results of operations.

Moreover,changes in environmental laws and regulations occur frequently, and stricter laws, regulations or enforcement polici
could significantly increase our compliance costs. Further, stricter requirements could negatively impact our production a
operationsFor exampl e, the Texas Commi ssion on Environment al QL
been evaluating possible additional regulation of air emissions in the Barnett Shale area, in response to concerrngedhobigile
concentréions of benzene in the air near drilling sites and natural gas processing facilities. These initiatives could lead to mc
stringent air permitting, increased regulation and possible enforcement actions at the local, state, and federal [BoaklyAtitk
EPA has recently entered into a settlement that requires it to consider strengthening regulations under the Clean A&),Act (CA
including the New Source Performance Standards (NSPS), maximum achievable control technology standards (MACT)a&nd resic
risk standards, affecting a wide array of air emission sources in the oil and gas industry. If these or other initidtivesares
increase in regulation, it could increase our costs or reduce our production, which could have a material advenseeffeesults
of operations and cash flows.

Similarly, the U.S. Congress is currently considering legislation to amend the federal Safe Drinking Water Act to suhjéitt hyd
fracturing operations to regulation under that Act and to require thevslisel of chemicals used by us and others in the oil and gas
industry in the hydraulic fracturing process. Hydraulic fracturing is an important and commonly used process in the rarhpietio
and gas wells, particularly in unconventional resource plagste Barnett Shale and Marcellus Shale. Hydraulic fracturing involves
the injection of water, sand and chemicals under pressure into rock formations to stimulate gas production. Sponscusreftbyls
pending before the U.S. Senate and House ofrdReptatives have asserted that chemicals used in the fracturing process coulc
adversely affect drinking water supplies. Proposed legislation would require, among other things, the reporting andghguie di
of chemicals used in the fracturing progeshich could make it easier for third parties opposing the hydraulic fracturing process to
initiate legal proceedings against producers and service providers. In addition, these bills, if adopted, could essalolisbnah
level of regulation and peiitting of hydraulic fracturing operations at the federal level, which could lead to operational delays,
increased operating costs and additional regulatory burdens that could make it more difficult for us to perform hydtarihig.fra
We use hydraulicrécturing extensively and any increased federal, state or local regulation, including proposed legislation in the ste
of New York, could reduce the volumes of natural gas that we can economically recover, which could materially and dthetrsely a
our revenues and results of operations.

President Obamads Proposed 2011 Fiscal Year Budget i ncl
significant changes to United States tax laws, including the elimination of certain key U.S. ifiectlemad tax incentives currently
available to oil and natural gas exploration and production companies. The passage of any legislation as a resulbpbsatsepr
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any other similar changes in U.S. federal income tax laws could defer or eliminaite @ertdeductions that are currently available
with respect to oil and gas exploration and development, and any such change could negatively affect our financialaomhdition
results of operations.

Climate change and climate change legislation and regutary initiatives could result in increased operating costs and
decreased demand for the oil and gabat we produce.

There is increasing attention in the United States and worldwide concerning the issue of climate change and the effect
greenhouse gasdsi GHGO0 ) . On September 22, 2009, the EPA issued a
(AReporting Ruleod). The Reporting Rule establishes a ingew
more than established raunal thresholds of carbon dioxi@guivalent GHGs to inventory and report their GHG emissions annually on
a facility-by-facility basis. In addition, on December 15, 2009, the EPA published a Final Rule finding that current and projecte
concentrations ofis key GHGs in the atmosphere threaten public health and the welfare of current and future generations. The EF
also found that the combined emissions of these GHGs from new motor vehicles and new motor vehicle engines contribute
pollution that threatesn publ i ¢ heal th and wel fare. This Final Rul e, al s
any requirements on industry or other entities directly. However, the EPA must now finalize motor vehicle GHG staneédiels, the
of which could educe demand for motor fuels refined from crude oil. Finally, according to the EPA, the final motor vehicle GHG
standards will trigger construction and operating permit requirements for stationary sources. Moreover, in 2005, thetiigotaoPr
the 1992United Nations Framework Convention on Climate Change, which establishes a binding set of emission targets for GHC
became binding on all those countries that had ratified it. International discussions are currently underway to dee#jof a tre
replacethe Kyoto Protocol after its expiration in 2012. While it is not possible at this time to predict how regulation that may be
enacted to address GHG emissions would impact our business, the modification of existing laws or regulations or thefaaption
laws or regulations curtailing oil and gas exploration in the areas of the United States in which we operate could exaderially
adversely affect our operations by limiting drilling opportunities or imposing materially increased costs. In additiimg, e@xisew
laws, regulations or treaties (including incentives to conserve energy or use alternative energy sources) could haseimpegati
on our business if such incentives reduce demand for oil and gas.

Moreover, some experts believe climate rayga poses potential physical risks, including an increase in sea level and changes ir
weather conditions, such as an increase in changes in precipitation and extreme weather events. To the extent thairabtdh unfav
weather conditions are exacerbatedgbybal climate change or otherwise, our operations may be adversely affected to a greate
degree than we have previously experienced, including increased delays and costs. However, the uncertain nature of chang
extreme weather events (such as incre@dssguency, duration, and severity) and the long period of time over which any changes
would take place make estimating any future financial risk to our operations caused by these potential physical rigks cfialige
extremely challenging. In accadce with customary industry practices, we maintain insurance against some, but not all, of thes
risks.

We are subject to various operating and other casualty risks that could result liability exposure or the loss of production
and revenues.

The natwal gas and oil business involves operating hazards such as:
A well blowouts;

A mechanical failures;

A explosions;

A uncontrollable flows of oil, natural gas or well fluids;

A fires;

A geologic formations with abnormal pressures;

A pipeline ruptures or spills;

A releases of toxic gases; and
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A other environmental hazards and risks.

Any of these hazards and risks can result in the loss of hydrocarbons, environmental pollution, personal injury clalms and ot
damage to our propes and the property of others.

Offshore operations are subject to a variety of operating risks, such as capsizing, collisions and damage or lossdras burric
other adverse weather conditions. These conditions can and have caused substantiaodfcitiies and interrupted production.
Our operations in the U.K. North Sea are dependent upon the availability, proximity and capacity of pipelines, natutedrgas ga
systems and processing facilities. Any significant change affecting thesdrindtase facilities could materially harm our business.
We deliver crude oil and natural gas through gathering systems and pipelines that we do not own. These facilities naafilg temp
unavailable due to adverse weather conditions or may not be dedibahs in the future. As a result, we could incur substantial
liabilities or experience reductions in revenue that could reduce or eliminate the funds available for our exploratiosl gdeats
programs and acquisitions, or result in the loss of ptigse

A substantial portion of our operations is exposed to the additional risk afopical weather disturbances.

A portion of our production and reserves is located onshore South Louisiana and Texas. Operations in this area are subje
tropical weaher disturbances. Some of these disturbances can be severe enough to cause substantial damage to facilities and po
interrupt production. For example, some of our wells in the Gulf Coast were shut in following Hurricanes Katrina an@®ifa in
and Hurricanes Gustav and lke in 2008. In accordance with customary industry practices, we maintain insurance against some, bu
all, of these risks.

Losses could occur for uninsured risks or in amounts in excess of existing insurance coverage. Wescaanauathat we will
be able to maintain adequate insurance in the future at rates we consider reasonable or that any particular types wilicbgerage
available. An event that is not fully covered by insurance could have a material adverse eftediranoial position and results of
operations.

We may not have enough insurance to cover all of the risks we face.

We maintain insurance against losses and liabilities in accordance with customary industry practices and in amounts t
managemeribelieves to be prudent; however, insurance against all operational risks is not available to us. We do not carry busin
interruption insurance. We may elect not to carry insurance if management believes that the cost of available insurassieéds ex
relative to the risks presented. In addition, we cannot insure fully against pollution and environmental risks. The ocfwarence
event not fully covered by insurance could have a material adverse effect on our financial condition and results aéoperatio
We cannot control the activities on properties we do not operate.

We do not operate all of the properties in which we have an interest. As a result, we have limited ability to exeroise avitug
and control the risks associated with, operatiof these properties. The failure of an operator of our wells to adequately perform
operations, an operatordés breach of the applicabl wresasgould e me
reduce our productionandrevens or coul d create I|liability for wus for the
and to adhere to applicable safety and environmental standards. With respect to properties that we do not operate:

A the operator could refuse toitiate exploration or development projects;

A if we proceed with any of those projects the operator has refused to initiate, we may not receive any funding fromdhe opere
with respect to that project;

A the operator may initiate exploration or deyeteent projects on a different schedule than we would prefer;

A the operator may propose greater capital expenditures than we wish, including expenditures to drill more wells or build mc
facilities on a project than we have funds for, which may meamitbatannot participate in those projects or participate in a
substantial amount of the revenues from those projects; and

A the operator may not have sufficient expertise or resources.

Any of these events could significantly and adversely affect owipated exploration and development activities.
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If our access to markets is restricted, it could negatively impact oyproduction, our income and ultimately our ability to retain
our leases. Ourability to sell natural gas and/or receive market prices forour natural gas may be adversely affected by
pipeline and gathering system capacitgonstraints.

Market conditions or the unavailability of satisfactory oil and natural gas transportation arrangements may hinder darcdiccess
and natural gas markets delay our production. The availability of a ready market for our oil and natural gas production depends on
number of factors, including the demand for and supply of oil and natural gas and the proximity of reserves to pipéénagahd
facilities. Our ability to market our production depends in substantial part on the availability and capacity of gathering system
pipelines and processing facilities owned and operated by third parties. Our failure to obtain such services on acoepilédte
materially harm our business. Our productive properties may be located in areas with limited or no access to pipebges, ther
necessitating delivery by other means, such as trucking, or requiring compression facilities. Such restrictions oy tuselbiditir
oil or natural gas may have several adverse affects, including higher transportation costs, fewer potential purchdsers (ther
potentially resulting in a lower selling price) or, in the event we were unable to market and sustain producteopdrtcular lease
for an extended time, possibly causing us to lose a lease due to lack of production. There is currently only limitecanpipeline
gathering system capacity in the Marcellus Shale and, to a lesser extent, the Barnett Shale.

Historically, we have generally delivered natural gas through gas gathering systems and gas pipelines that we do not own ur
interruptible or shorterm transportation agreements. Under the interruptible transportation agreements, the transportation of our ¢
may be interrupted due to capacity constraints on the applicable system, for maintenance or repair of the system, or dsoonther re
as dictated by the particular agreements. Due to the lack of available pipeline capacity in the Barnett Shale, we Hamodirtare
transportation agreements in the Barnett Shale and are contemplating doing so in the Marcellus Shale, in order toadmisiyre our
and that of our purchasers, to successfully market the gas that we produce. These firm transportatiorisagreente costly than
interruptible or shorterm transportation agreements.

If production in the Marcellus Shale by oil and gas companies continues to expand, the amount of natural gas beingyproducec
us and others could exceed the capacity of/#i®us gathering and intrastate or interstate transportation pipelines currently available
in these areas. If this occurs, it will be necessary for new pipelines and gathering systems to be built. Becausesnf te®iamic
climate, certain pipelinprojects that are planned for the Marcellus Shale may not occur for lack of financing. In addition, capital
constraints could limit our ability to build intrastate gathering systems necessary to transport our gas to interstate pipslich
event, wemight have to shut in our wells awaiting a pipeline connection or capacity and/or sell natural gas production at sjgnificant
lower prices than those we currently project, which could materially and adversely affect our results of operations.

A portion d our natural gas and oil production in any region may be interrupted, or shut in, from time to time for numerou:
reasons, including as a result of weather conditions, accidents, loss of pipeline or gathering system access, fielddabatides,
or we might voluntarily curtail production in response to market conditions. If a substantial amount of our productiomdddtat
the same time, it could temporarily adversely affect our cash flow.

Our future acquisitions may yield revenues or prodation that varies significantly from our projections.

In acquiring producing properties, we assess the recoverable reserves, future natural gas and oil prices, operatimtéalsts, po
liabilities and other factors relating to the properties. Our assggs are necessarily inexact and their accuracy is inherently
uncertain. Our review of a subject property in connection with our acquisition assessment will not reveal all existiegtial pot
problems or permit us to become sufficiently familiar with firoperty to assess fully its deficiencies and capabilities. We may not
inspect every well, and we may not be able to observe structural and environmental problems even when we do inspéct a we
problems are identified, the seller may be unwillingunable to provide effective contractual protection against all or part of those
problems. Any acquisition of property interests may not be economically successful, and unsuccessful acquisitions may hav
material adverse effect on our financial conditéom future results of operations.

Our business may suffer if we lose key personnel.

We depend to a large extent on the services of certain key management personnel, including our executive officerseand other
employees, the loss of any of whom coblgve a material adverse effect on our operations. We have entered into employment
agreements with many of our key employees as a way to assist in retaining their services and motivating their perforchamot. We
maintain keyman life insurance with respt to any of our employees. Our success will be dependent on our ability to continue to
employ and retain skilled technical personnel.
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We may experience difficulty in achieving and managing future growth.

We have experienced growth in the past prigahitough the expansion of our drilling program. Future growth may place strains
on our financial, technical, operational and administrative resources and cause us to rely more on project partnersratehindep
contractors, possibly negatively affectiogr financial condition and results of operations. Our ability to grow will depend on a
number of factors, including:

A our ability to obtain leases or options on properties, including those for which we-Basei8mic data;

A our ability to acquire atitional 3D seismic data;

A our ability to identify and acquire new exploratory prospects;

A our ability to develop existing prospects;

A our ability to continue to retain and attract skilled personnel;

A our ability to maintain or enter into newlationships with project partners and independent contractors;
A the results of our drilling program;

A hydrocarbon prices; and

A our access to capital.

We may not be successful in upgrading our technical, operations and administrative resouncegreasing our ability to
internally provide certain of the services currently provided by outside sources, and we may not be able to maintaintormenter
relationships with project partners and independent contractors. Our inability to achieemage growth may adversely affect our
financial condition and results of operations.

We may continue to enter into derivative transactions to manage the price riskassociated with our production. Our
derivative transactions may result in ourmaking cash payments or prevent us from benefiting from increases in prices for
natural gas and oil.

Because natural gas and oil prices are unstable, we periodically enter intoigritenagement transactions such as swaps,
collars, futures and options to remuour exposure to price declines associated with a portion of our natural gas and oil production an
thereby to achieve a more predictable cash flow. The use of these arrangements limits our ability to benefit from m¢heases i
prices of natural gasnd oil. Our derivative arrangements may apply to only a portion of our production, thereby providing only
partial protection against declines in natural gas and oil prices. These arrangements may expose us to the risk tdsnamcial
certain circumstaces, including instances in which production is less than expected, our customers fail to purchase contract
guantities of natural gas and oil or a sudden, unexpected event materially impacts natural gas or oil prices. In adition,
counterparties urat our derivatives contracts may fail to fulfill their contractual obligations to us.

Periods of high demand for field services and equipment and the ability gluppliers to meet that demand may limit our ability
to drill and produce our oil and natural gas properties.

During periods when natural gas and oil prices are relatively high, which was recently the case until mid 2008, well servi
providers and related equipment and personnel may be in short supply. These shortages can cause escaldéfaypiitesilling
and other exploration activities and the possibility of poor services coupled with potential damage to downhole reseérvoirs a
personnel injuries. Such pressures may increase the actual cost of services, extend the time to seawieesuahdsadd costs for
damages due to any accidents sustained from the overuse of equipment and inexperienced personnel.

We may record ceiling limitation write-downs that would reduceours har ehol der sé6 equi ty.
We use the fultost method of accountingr investments in natural gas and oil properties. Accordingly, we capitalize all the
direct costs of acquiring, exploring for and developing natural gas and oil properties. Under-tlstfaltcounting rules, the net

capitalized cost of natural gas amd | properties may not exceed a ficeiling | inm
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net revenues from proved reserves, discounted at 10%, plus the lower of the cost or the fair market value of unproesd Iprogert
capitalized cost of natural gas and oil properties exceed the ceiling limit, we must charge the amount of the excess to operatic
through depreciation, depletion and amorti zadadwm. 0e xTpheinss ec h
notimpat cash flow from operating activities but does reduce
down the carrying value of our natural gas and oil properties increases when natural gas and oil prices are low or adtdiibe.,
write-downs would occur if we were to experience sufficient downward adjustments to our estimated proved reserves or the pres
value of estimated future net revenues, as furt hecashftbivsaeus s
estimates based on assumptions that may be inaccurate and are based on existing economic and operating conditiorentpat may c
in the futur e. o -downofenatirahgas and al gropertes ismot reversible at a later\Wateecorded nonash

ceiling test limitation writedowns at the end of 2008, the end of the first quarter of 2009 and the end of 2009. We could incu
additional writedowns in the future, particularly as a result of a decline of natural gas and asl price

We could lose our ability to use NOLs that we have accumulated over the years.

Our ability to utilize NOL carryfowards to reduce future taxable income is subject to various limitations under the Interna
Revenue Code of 1986, as amended. Ttilzation of such carryfowards may be limited upon the occurrence of certain ownership
changes, including the purchase or sale of our stock by 5% shareholders and our offering of stock during-yesr thesied
resulting in an aggregate change of mitn@n 50% in our beneficial ownership. In the event of an ownership change, Section 382 of
the Code imposes an annual limitation on the amount of our taxable income that can be offset by these carryforwardstidmeslimi
generally equal to the produat (a) the fair market value of our equity multiplied by (b) a percentage approximately equivalent to the
yield on longterm tax exempt bonds during the month in which an ownership change occurs. In addition, the limitation is increased
there are recayzed builtin gains during any posthange year, but only to the extent of any net unrealizedibughins inherent in
the assets sold. As of December 31, 2009, we believe an ownership change occurred in February 2005 with an annualf limitatio
approxmately $12.5 million. Because our pceange NOLs are approximately $9.8 million, we do not believe we have a Section 382
limitation on our ability to utilize our NOL carryforwards as of December 31, 2009. Future equity transactions invol@doggay
or 5% shareholders of the Company (including, potentially, relatively small transactions and transactions beyond owociahtrol)
cause further ownership changes and therefore a limitation on the annual utilization of NOLs.

Enactment of a Pennsylvania everance tax on natural gas could adversely impaaur results of operations and the economic
viability of exploiting natural gas drilling and production opportunities in Pennsylvania.

As a result of a funding gap in the state budget, the governor Gfaitmenonwealth of Pennsylvania has proposed to its legislature
the adoption of a severance tax on the production of natural gas in Pennsylvania. The amount of the proposed tax igah3 of the
the natural gas at wellhead, plus 4.7 cents per 1,000 fadiiof natural gas severed. A substantial portion of our Marcellus Shale
acreage is located in the Commonwealth of Pennsylvania. If Pennsylvania adopts such a severance tax, it could advemaly impac
results of operations and the economic viabilityegploiting natural gas drilling and production opportunities in Pennsylvania. If
adopted by the legislature, the governor currently proposes that this law would become effective in 2010.

We may incur losses as a result of title deficiencies.

We purchas working and revenue interests in the natural gas and oil leasehold interests upon which we will perform ol
exploration activities from third parties or directly from the mineral fee owners. The existence of a material titlecgefaierender
a leaseworthless and can adversely affect our results of operations and financial condition. Title insurance covering miner
leaseholds is not generally available and, in all instances, we forego the expense of retaining lawyers to examirte the title
mineral interest to be placed under lease or already placed under lease until the drilling block is assembled and realligcto be dri
Even then, particularly in urban settings, the cost of performing detailed title work can be expensive. We may choosgetaifedy
title examination by title lawyers on a portion of the mineral leases that we place in a drilling unit or conduct lessktitten we
have traditionally performed. As is customary in our industry, we generally rely upon the judgmentaifgestiand oil lease brokers
or independent landmen who perform the field work in examining records in the appropriate governmental offices and abstr
facilities before attempting to acquire or place under lease a specific mineral interest and bifore dvell on a leased tract. We,
in some cases, perform curative work to correct deficiencies in the marketability or adequacy of the title to us. Thghivioridundie
obtaining affidavits of heirship or causing an estate to be administered. Inroagesg more serious title problems, the amount paid
for affected natural gas and oil leases can be generally lost, and the target area can become undrillable. The I@ilnay obtitbe
discovered until after a well is drilled, in which case we rusg the lease and the right to produce all or a portion of the minerals
under the property.
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We have risks associated with our foreign operations.

We currently have international activities and we continue to evaluate and pursue new opportuiitiesi&dional expansion in
select areas. Ownership of property interests and production operations in areas outside the United States is subjéotisorities
inherent in foreign operations. These risks may include:

A currency restrictions and exange rate fluctuations;

A loss of revenue, property and equipment as a result of expropriation, nationalization, war or insurrection;

A increases in taxes and governmental royalties;

A renegotiation of contracts with governmental entities and egeagirnmental agencies;

A changes in laws and policies governing operations of fofeiged companies;

A labor problems; and

A other uncertainties arising out of foreign government sovereignty over our international operations.

Our international operations also may be adversely affected by the laws and policies of the United States affectimgdereign t
taxation and investment. In addition, if a dispute arises with respect to our foreign operations, we may be subjectltsitiee ex
jurisdiction of foreign courts or may not be successful in subjecting foreign persons to the jurisdiction of the coartdniteth
States.

The threat and impact of terrorist attacks or similar hostilities may adverselyimpact our operations.

We cannot assess the extent of either the threat or the potential impact of future terrorist attacks on the energy dgethesly in
and on us in particular, either in the shi@itm or in the longerm. Uncertainty surrounding such hostilities may aféea operations
in unpredictable ways, including the possibility that infrastructure facilities, including pipelines and gathering systéatsiop
facilities, processing plants and refineries, could be targets of, or indirect casualties of, daraat of war.

Item 1B.  Unresolved Staff Comments

None.

Glossary of Certain Industry Terms

The definitions set forth below shall apply to the indicated terms as used herein. All volumes of natural gas refeeiedate her
stated at the legalrgssure base of the state or area where the reserves exist and at 60 degrees Fahrenheit and in most instance

rounded to the nearest major multiple.

After payoutWith respect to an oil or gas interest in a property, refers to the time period aftartiadn costs to drill and equip a
well have been recovered.

Bbl. One stock tank barrel, or 42 U.S. gallons liquid volume, used herein in reference to oil or other liquid hydrocarbons.
Bbls/d.Stock tank barrels per day.
Bcf. Billion cubic feet.

Bcfe.Billion cubic feet equivalent, determined using the ratio of six Mcf of natural gas to one Bbl of oil, condensate ogamatural
liquids.

Before payoutWith respect to an oil or gas interest in a property, refers to the time period before which the adlssnd equip
a well have been recovered.
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BOE or Barrel of Oil EquivalentA BOE is determined using the ratio of six Mcf of natural gas to one Bbl of oil, condensate or
natural gas liquids, which approximates the relative energy content of allerseite and natural gas liquids as compared to natural
gas.

Btu or British Thermal Unit.The quantity of heat required to raise the temperature of one pound of water by one degre
Fahrenheit.

Completion.The process of treating a drilled well followed the installation of permanent equipment for the production of
natural gas or oil, or in the case of a dry well, the reporting to the appropriate authority that the well has been abandoned

CondensateCondensate is a mixture of hydrocarbons that existthé gaseous phase at original reservoir temperature and
pressure, but that, when produced, is in the liquid phase at surface pressure and temperature.

Developed acreagd&.he number of acres assignable to productive wells.

Developed oil and gas resesi®eveloped oil and gas reserves are reserves of any category that can be expected to be recove
(i) through existing wells with existing equipment and operating methods or in which the cost of the required equipragwlis re
minor compared to theost of a new well; and (ii) through installed extraction equipment and infrastructure operational at the time o
the reserves estimate if the extraction is by means not involving a well. This definition has been abbreviated frontdbée appli
definition contained in Rule-4.0(a)(6) of RegulationX.

Development Cost€osts incurred to obtain access to proved reserves and to provide facilities for extracting, treating, gatherir
and storing the oil and gas. Development costs, including depreciatioapgfidable operating costs of support equipment and
facilities and other costs of development activities, are incurred to (i) gain access to and prepare well locationgyfdnduildiing
surveying well locations for the purpose of determining speddieelopment drilling sites, clearing ground, draining, road building
and relocating public roads, gas lines and power lines, to the extent necessary in developing the proved reservasd(igqdipl
development wells, developmetype stratigraphictest wells and service wells, including the costs of platforms and of well
equipment such as casing, tubing, pumping equipment, and the wellhead assembly, (iii) acquire, construct and instialh produc
facilities such as leases, flow lines, separatoesters, heaters, manifolds, measuring devices and production storage tanks, nature
gas cycling and processing plants, and central utility and waste disposal systems, and (iv) provide improved recovery systems

Development wellA well drilled within theproved area of a natural gas or oil reservoir to the depth of a stratigraphic horizon
known to be productive.

Dry well. An exploratory, development or extension well that proves to be incapable of producing either natural gas or oil i
sufficient quantiies to justify completion as a natural gas or oil well.

Economically producibleThe term economically producible, as it relates to a resource, means a resource which generates rever
that exceeds, or is reasonably expected to exceed, the costs oithgoop The value of the products that generate revenue shall be
determined at the terminal point of oil and gas producing activities as defined in-Rd(e)416) of Regulation-&.

Exploratory well.A well drilled to find a new field or to find a nesservoir in a field previously found to be productive of natural
gas or oil in another reservoir.

Farmrin or farmout. An agreement where under the owner of a working interest in an oil and natural gas lease assigns tl
working interest or a portion thesf to another party who desires to drill on the leased acreage. Generally, the assignee is required
drill one or more wells in order to earn its interest in the acreage. The assignor usually retains a royalty or revetsiesaiy the
lease. The nt erest received-imy amidesitdiree nterasiifdominsderred b

Fracing. Fracing is the process of hydraulic fracture stimulation using a liquid (usually water) that is forced into an undergroun

formatonmmder hi gh pressure and a proppant (usually sand or c
liquid, on reservoirs with low permeability to stimulate and improve the flow of hydrocarbons from these reservoirs.ig-@ting
essent | technology in shale reservoirs and other unconveetio

commercial hydrocarbon production.
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Field. An area consisting of a single reservoir or multiple reservoirs all grouped oratadréd the same individual geological
structural feature and/or stratigraphic conditioneintdntiedtoge o
identify localized geological features as opposed to the broader termsnr, ltessids, provinces, plays, areas of interest, etc.

Finding costs.Costs associated with acquiring and developing proved oil and natural gas reserves which are capitalized by
pursuant to generally accepted accounting principles, including all enstlvéd in acquiring acreage, geological and geophysical
work and the cost of drilling and completing wells.

Gross acres or gross wellShe total acres or wells, as the case may be, in which a working interest is owned.

MBbls.One thousand barrels ofl @ir other liquid hydrocarbons.

MBbls/d.One thousand barrels of oil or other liquid hydrocarbons per day.

Mcf. One thousand cubic feet of natural gas.

Mcf/d. One thousand cubic feet of natural gas per day.

Mcfe. One thousand cubic feet equivaled¢termined using the ratio of six Mcf of natural gas to one Bbl of oil, condensate or
natural gas liquids.

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

MMBtu. One million British Thermal Units.

MMcf. One million cubic feet.

MMcf/d. One million cubic feet per day.

MMcfe. One million cubic feet equivalent, determined using the ratio of six Mcf of natural gas to one Bbl of oil, condensate ¢
natural gas liquids, which approximates the relative energy content of oil, condemdatatural gas liquids as compared to natural
gas. Prices have historically often been higher or substantially higher for oil than natural gas on an energy equisagtitooagti
there have been periods in which they have been lower or substantialy |

Net acres or net wellhe sum of the fractional working interests owned in gross acres or gross wells.

Net Revenue Intereft.he operating interest used to determine the own

Present valueWhen used with respect il and natural gas reserves, the estimated future gross revenue to be generated from tt
production of proved reserves, net of estimated production and future development costs, using prices and costs determine
accordance with Commission guidelinggthout giving effect to nonproperrelated expenses such as general and administrative
expenses, debt service and future income tax expense or to depreciation, depletion and amortization, discounted usihg an ai
discount rate of 10%.

Production costsCosts incurred to operate and maintain wells and related equipment and facilities, including depreciation ar
applicable operating costs of support equipment and facilities and other costs of operating and maintaining those alatisdand r

equipment ad facilities.

Productive well A well that is found to be capable of producing natural gas or oil in sufficient quantities to justify completion as &
natural gas or oil well.

Proved developed reservédeserves that are both proved and developed.
Provel reservesHas the meaning given to such term in RulE04a)(22) of Regulation-X, which defines proved reserves as:

The quantities of oil and gas which, by analysis of geoscience and engineering data, can be estimated with reasomalbte certair
be eonomically producible from a given date forward, from known reservoirs, and under existing economic conditions, operatir
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methods, and government regulations, prior to the time at which contracts providing the right to operate expire, umess evide
indicates that renewal is reasonably certain, regardless of whether deterministic or probabilistic methods are used far €hématio
project to extract the hydrocarbons must have commenced or the operator must be reasonably certain that it will corpnogeate the
within a reasonable time.

The area of a reservoir considered proved includes (i) the area identified by drilling and limited by fluid contactanid iy,
adjacent undrilled portions of the reservoir that can, with reasonable certairjtyddeel to be continuous with it and to contain
economically producible oil or gas on the basis of available geoscience and engineering data.

In the absence of data on fluid contacts, proved quantities in a reservoir are limited by the lowest knowrbbydrasaseen in a
well penetration unless geoscience, engineering or performance data and reliable technology establish a lower coatzmatitd re
certainty.

Where direct observation from well penetrations has defined a highest known oil elevaticheapotential exists for an
associated gas cap, proved oil reserves may be assigned in the structurally higher portions of the reservoir only G¢&geoscie
engineering or performance data and reliable technology establish the higher contact widble@sotainty.

Reserves that can be produced economically, based on prices used to estimate reserves, through application of imprpved rec
techniques (including, but not limited to, fluid injection) are included in the proved classification whaoc@ssful testing by a pilot
project in an area of the reservoir with properties no more favorable than in the reservoir as a whole, the operatistathédn i
program in the reservoir, or an analogous reservoir, or other evidence using reliabliotpcastablishes the reasonable certainty of
the engineering analysis on which the project or program was based and (ii) the project has been approved for develdbment b
necessary parties and entities, including governmental entities.

Existing econon@ conditions include prices and costs at which economic producibility from a reservoir is to be determined. Th
price shall be the average price during tharighth period prior to the ending date of the period covered by the report, determined as
an unwegihted arithmetic average of the fiday-of-the-month price for each month within such period, unless prices are defined by
contractual arrangements, excluding escalations based upon future conditions.

Proved undeveloped reservé&eserves that are bgpnoved and undeveloped.

PV-10 Value.The present value of estimated future revenues to be generated from the production of proved reserves calculate
accordance with Commission guidelines, net of estimated production and future development cogtsicasiagd costs as of the
date of estimation without future escalation, without giving effect toproperty related expenses such as general and administrative
expenses, debt service, future income tax expense and depreciation, depletion and amodimhtdiscounted using an annual
discount rate of 10%.

Reasonable certaintyf deterministic methods are used, reasonable certainty means a high degree of confidence that the quantit
will be recovered. If probabilistic methods are used, there stmmulat least a 90% probability that the quantities actually recovered
will equal or exceed the estimate. A high degree of confidence exists if the quantity is much more likely to be achieegdaidn
as changes due to increased availability of geosei (geological, geophysical, and geochemical), engineering, and economic data are
made to estimated ultimate recovery (EUR) with time, reasonably certain EUR is much more likely to increase or remdin const
than to decrease.

RecompletionThe completon for production of an existing well bore in another formation from that in which the well has been
previously completed.

ReservesReserves are estimated remaining quantities of oil and gas and related substances anticipated to be economic
producibk, as of a given date, by application of development projects to known accumulations. In addition, there must exist, or th
must be a reasonable expectation that there will exist, the legal right to produce or a revenue interest in the pnstietibmeaans
of delivering oil and gas or related substances to market, and all permits and financing required to implement the project.

Reservoir.A porous and permeable underground formation containing a natural accumulation of producible oil andatrigas th
confined by impermeable rock or water barriers and is individual and separate from other reservoirs.

Royalty interestAn interest in an oil and natural gas property entitling the owner to a share of oil or natural gas production free ¢
costs of poduction.
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3-D seismic dataThreedimensional pictures of the subsurface created by collecting and measuring the intensity and timing ¢
sound waves transmitted into the earth as they reflect back to the surface.

Undeveloped acreagd.ease acreage on vahi wells have not been drilled or completed to a point that would permit the
production of economic quantities of oil or gas regardless of whether such acreage contains proved reserves.

Undeveloped oil and gas reservé®eserves of any category that arperted to be recovered from new wells on undrilled
acreage, or from existing wells where a relatively major expenditure is required for recompletion.

(i) Reserves on undrilled acreage are limited to those directly offsetting development spacing aegasdhaonably certain of
production when drilled, unless evidence using reliable technology exists that establishes reasonable certainty of econo
producibility, based on pricing used to estimate reserves, at greater distances.

(ii) Undrilled locatis are classified as having undeveloped reserves only if a development plan has been adopted indicating t
they are scheduled to be drilled within five years, unless the specific circumstances justify a longer time.

(iii) Under no circumstances asstimates for undeveloped reserves attributable to any acreage for which an application of fluic
injection or other improved recovery technique is contemplated, unless such techniques have been proved effectivertjgetstual p
in the same reservoir onanalogous reservoir or by other evidence using reliable technology establishing reasonable certainty.

Working interestThe operating interest that gives the owner the right to drill, produce and conduct operating activities on th
property and a shad production.

Workover.Operations on a producing well to restore or increase production.
Item 3. Legal Proceedings

From time to time, we are party to certain legal actions and claims arising in the ordinary course of business. Wiitentbebut
these events cannot be predicted with certainty, management does not expect these matters to have a materially aduerse effect
financial position or results of operations.
Item 4. Reserved

Executive Officers of the Registrant

Pursuant to Instruaih 3 to Item 401(b) of Regulationtsand General Instruction G(3) to Form-KQ the following information
is included in Part | of this Form K.

The following table sets forth certain information with respect to our executive officers

Name Age Position

S.P. Johnson IV 54 President, Chief Executive Officer abBirector

Paul F. Boling 56 Chief Financial Officer, Vicd’resident, Secretary and Treasurer
David L. Pitts 43 Vice President and Chief Accountifficer

J. Bradley Fisher 49 Vice President and Chief Operati@yfficer

Gregory E. Evans 60 Vice President of Exploration

Richard H. Smith 52 Vice President of Land

Set forth below is a description of the backgrounds of each of our executive officers.

S.P. Johnson Was served as our President and Chief Executive Officer and a director since December 1993. Prior to that,
worked for Shell Oil Company for 15 years. His managerial positions included Operations Superintendent, Manager of Rdanning «
Finance and Managef Development Engineering. Mr. Johnson is also a director of Basic Energy Services, Inc. (a well servicing
contractor) and Pinnacle Gas Resources, Inc. (a coalbed methane production company). Mr. Johnson is a Registered Petrc
Engineer and has a B.f8.Mechanical Engineering from the University of Colorado.
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Paul F. Bolinghas served as our Chief Financial Officer, Vice President, Secretary and Treasurer since August 2003. From 2C
to 2003, Mr. Boling was the Global Controller for Resolution Peréaroe Products, LLC, an international epoxy resins manufacturer.
From 1990 to 2001, Mr. Boling served in a number of financial and managerial positions with Cabot Oil & Gas Corporatign, serv
most recently as Vice President, Finance. Mr. Boling is a GRlthalds a B.B.A. from Baylor University.

David L. Pittshas served as Vice President and Chief Accounting Officer since January 2010. Prior to that time, he served as
audit partner with Ernst & Young. Prior to his employment at Ernst &Young from 8)@PR09, David was a senior manager with
Arthur Andersen. Mr. Pitts is a CPA and holds a B.S. from Southwest Baptist University.

J. Bradley Fishehas served as Vice President and Chief Operating Officer since March 2005. Prior to that time, he served as Vi
President of Operations since July 2000 and General Manager of Operations from April 1998 to June 2000. Prior to jdining us,
Fisher was th&/ice President of Engineering and Operations forUmion Development Corp. from August 1997 to April 1998. He
spent the prior 14 years with Cody Energy and its predecessor Ultramar Oil & Gas Limited where he held various managerial :
technical positias, last serving as Senior Vice President of Engineering and Operations. Mr. Fisher holds a B.S. degree in Petrole
Engineering from Texas A&M University.

Gregory E. Evandias served as Vice President of Exploration since March 2005. Prior to joinifMdr.ukvans was Vice
President North America Onshore Exploration for Ocean Energy from 2001 to 2003. Prior to that time, he spent 19 yeéagsaat Burl
Resources where he served as Chief Geophysicist North America during 1999 to 2000, Gulf of MexicoaDeeRx@loration
Manager during 1998 to 1999 and Geoscience Manager for the Western Gulf of Mexico Shelf during 1996 to 1998. From 1982
1996, Mr. Evans held various other technical and managerial positions with Burlington Resources, including Dipisiatid
Manager of both the Rocky Mountain Region as well as the Gulf Coast area. Mr. Evans received a B.S. in Geophysicalgengineel
from the Colorado School of Mines receiving the Cecil H. Green award for outstanding geophysical student.

Richard H.Smithhas served as Vice President of Land since August 2006. Prior to joining us, Mr. Smith held the position of Vic
President of Land for Petrohawk Energy Corporation from March 2004 through August 2006. Mr. Smith served with Unoce
Corporation from Apit 2001 until March 2004 where he held the position of Land Manégegulf Region USA with areas of
concentration in the OCS, Onshore Texas and Louisiana and Louisiana State Waters. From September 1997 until March 2001
Smith held the position of Land &hage® Gulf Coast Region with Basin Exploration, Inc. Mr. Smith held various land management
positions with Sonat Exploration Company, Michel T. Halbouty Energy Co., Pend Oreille Oil & Gas Company and Norcen Explore
Inc. from the time he began his caren 1980 until the time he joined Basin Exploration. Mr. Smith is a Certified Professional
Landman with a B.B.A. in Petroleum Land Management from the University of Texas at Austin.

PART Il
Il tem 5. Mar ket for Regi st r an tdér Matt€@oamhissuer PRrchaseskof Eqiite Seeutitiesd S har
Our common stock, par value $0.01 per shar e, trades on

following table sets forth the high and low sales prices per share of our commbrostde Nasdaq Global Select Market for the
periods indicated.

High Low

2009

First Quarter $2119% 6.71

SecondQuarter 23.21 8.42

Third Quarter 26.85 14.75

FourthQuarter 30.22 20.20
2008

First Quarter $ 62.47% 43.11

SecondQuarter 76.30 58.26

Third Quarter 69.51 30.75

FourthQuarter 36.26 11.72

The closing market price of our common stock on March 10, 2010 was $25.00 per share. As of March 10, 2010, there were
estimated 147 owners of record of our common stock.

We have not paid any dividends on our common stock in the past and do not intend to pay such dividends in the foreseeable fu
We currently intend to retain any earnings for the future operation and development of our business, including exploratic
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devel opment and acquisition activities. Our seni or eareed idts
Discussion and Analysis of Financial Condition and Results of Operationisqui di ty and Capit al Resou

The following gaph presents a comparison of the yearly percentage change in the cumulative total return on the Common St
over the period from December 31, 2004 to December 31, 2009, with the cumulative total return of the S&P 500 Index and |
American Stock Exchang@MEX) Natural Resources Industry Index of publicly traded companies over the same period. The grapt
assumes that $100 was invested on December 31, 2004 in our common stock at the closing market price at the begipeingdof this
and in each of the o#h two indices and the reinvestment of all dividends, if any.

The graph is presented in accordance with requirements of the Commission. Shareholders are cautioned against drawing
conclusions from the data contained therein, as past results are esgarédy indicative of future financial performance.

$600 —e—S&P 500
—#— AMEX Natural
$500 Resources
Carrizo Oil & Gas, Inc.
$400 |
$300
5200 /.\\-/.
$100 re . ¢ — = _—
$O 1 1 1 1 1
12/31/04 12/31/05 12/31/06 12/31/07 12/31/08 12/31/09
S&P AMEX _COGI
December 31, 2004 100 100 100
December 31, 2005 103 153 219
December 31, 2006 117 170 257
December 31, 2007 121 217 485
December 31, 2008 75 111 142
Decembe1, 2009 92 154 235
Pursuant to Commission rules, the foregoing graph is not

The Company made no repurchases of its common stock in the fourth quarter of 2009.

As described in fAltem 7 Anaydia of &igaacmakeGondifion and Resuts &f ©pemtidnd muidiy
and Capital Resources, 0 we have issued, and may i ssue, W &
warrants and common stock (including common stock underlyingviireants) under the Land Agreement, we will rely on the
exemption from registration provided by Section 4(2) of the Securities Act of 1933, as amended, for transactions ngt @nvolvin
public offering.
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Item 6. Selected Financial Data

Our financial inbrmation set forth below for each of the five years in the period ended December 31, 2009, has been derived frc
our audited consolidated financial statements. The information should be read in conjunction with such section andidateconsol
financial¢ at ement s and related notes included in Altem 8. Finan

Year Ended December 31,
2009 2008 2007 2006 2005
(In thousands, except per share data)

Statementsof Operations Data:

Oil andnaturalgasrevenues $ 114,079 $ 216,677 $ 125,789 $ 82,945 $ 78,155
Costsandexpenses:
Oil and natural gas operating expenses 30,204 37,885 24,662 16,428 10,437
Impairment of oil and natural gas properties 338,914 178,470 o} 0 0
Depreciation, depletion and amortization 52,005 58,311 41,899 31,129 21,374
Third party gas purchases 1,497 6,570 o} o} o}
General and administrative 30,136 23,425 18,912 14,909 11,243
Accretion expense related to asset retirement obligation 308 154 374 496 70
Total costs and expenses 453,064 304,815 85,847 62,962 43,124
Operating income (loss) (338,985) (88,138) 39,942 19,983 35,031
Gain (loss) on derivatives, net 41,465 37,499 (1,366) 16,457 (5,882)
Loss onextinguishment of debt o} (5,689) o} (294) (3,721)
Equity in income (loss/impairment) of Pinnacle Gas

Resources, Inc. (2,091) o} o} 35 (2,542)
Interest expense, net of amounts capitalized and interest

income (18,577) (9,461) (13,994) (8,127) (4,295)
Other income, net 36 17 130 427 (457
Income (loss) before income tax expense (benefit) (318,152 (65,772) 24,712 28,481 18,134
Income tax expense (benefit) (113,307 (20,725 9,243 10,233 7,500
Net income (loss) available tmmmon shareholders $ (204845 $ (45043 $ 15469 $ 18248 $§ 10,634
Basic earnings (loss) per common share $ (6.6) $ (1.49 $ 0.58 $ 0.73 $ 0.45
Diluted earnings (loss) per common share $ (6.6) $ (1.49 $ 057 $ 071 $ 0.44
Basic weighted averaghares outstanding 31,006 30,326 26,641 25,081 23,539
Diluted weighted average shares outstanding 31,006 30,326 27,120 25,565 24,361
Statements of Cash Flow Data:
Net cash provided by operating activities $ 133,372 $ 148,754 $ 95231 $ 65437 $ 38,839
Net cash used in investing activities (162,453)  (555,345) (227,724) (161,576) (111,417)
Net cash provided by financing activities 27,734 403,749 135,111 72,822 95,635
Other Cash Flow Data:
Capitalexpenditures $ 182,907 $ 571,291 $ 247,003 $ 201,773 $ 135,156
Debt repayments(1) 96,461 498,923 108,258 40,536 101,021
Balance Sheet Data:
Working capital (deficit) $ (47,328)$ (57,602)$ (50,053)$ (17,014)$ 10,307
Property anagquipment, net 733,700 986,629 646,810 445,447 314,074
Total assets 863,107 1,071,702 708,663 494,795 383,101
Total debt, net of debt discount 520,336 475,961 254,501 188,758 149,294

Total shareholdersé equity 247,609 440,085 310,721 212,274 155,385

(1) Debt repayments include amounts refinanced.
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ltem 7. Management s Discussion and oAOperdtignsi s of Financi al
General Overview

In 2009, we recognized revenues from oil and naturalpgaduction of $112.7 million, record production of 33.0 Bcfe and a
record level of oil and gas proved reserves, at December 31, 2009, of 601.9 Bcfe. The key drivers to our success fod@@@8enc
following:

Drilling program. Our success is largelyedendent on the results of our drilling program. During the year ended December 31,
2009, we drilled 63 gross wells (36.2 net wells) with an apparent success rate of 94% that was comprised of: (a) 48sof 47 gr
wells (32.7 net wells) in the Barnett Shalea, (b) one of two gross wells (0.25 of 1.0 net well) in the onshore Gulf Coast area, (c)
seven gross wells (2.3 net wells) in the Marcellus Shale area, of which three gross (1.5 net) wells awaited testirsgvand(d)
seven gross wells (0.2 net W&lin other areas. At December 31, 2009, 35 of these gross wells (23.5 net wells) were awaiting
completion or pipeline connections.

Reserve growthAs a result of our drilling program discussed above, our reserves increased 20% to 601.9 Bcfe at Bgember
2009, replacing 400% of 2009 production.

Production.Our 2009 annual production of 33.0 Bcfe, or 90.5 MMcfe/d, was a record high. The 2009 production increased 28.9
from 2008 production of 25.6 Bcfe. The increase was primarily due to the additiewdarnett Shale wells.

Commodity pricesOur average natural gas price during 2009 was $3.20 per Mcf (excluding the impact of our hedges), $4.60 p
Mcf lower than the 2008 price of $7.80. Our average oil price in 2009 was $58.85 per Bbl, or $40.:8¢h&mwan 2008.
Commodity prices are affected by changes in market demand, overall economic activity, weather, pipeline capacity constrair
inventory storage levels, basis differentials and other factors. Our financial results are largely dependemaitggrices,
particularly natural gas prices, which are beyond our control and have been and are expected to remain volatile.

Financial flexibility. In April 2009, we improved our financial flexibility through an amendment to our senior secured mgvolvi
credit facility (the HASenior Credit Facilityo) that it( a)
Facility through 2010 to as high as 4.75 to 1, (b) refined the definition of Net Debt in the leverage ratio to exclude af pant

4. 375% Senior Convertible Notes due 2028 (the fASenior Co
(c) added a senior debt leverage covenant with a maximum ratio of 2.25 to 1. During December 2009 the borrowingpleise and
commi t ments wunder the Senior Credit Facility were both
information. In October 2009, we sold certain of our pipeline gathering systems in the Barnett Shale for approximately $34
million. The net proceeds from the sale of this pipeline system were used to reduce the debt outstanding under the Senior C
Facility. S eieMafinRsefcieenltd BEPviepnetlsi ne Sal e. o

Recent Events
Mansfield Pipeline Sale

We sold our Mansfielg i pel i ne and gathering system in the Barnett Sh
net proceeds of $34.7 million. Net proceeds from the sale were used to reduce the debt outstanding under the Senior Ci
Facility. We constructed éhMansfield pipeline system to gather and transport natural gas from our Southeast Tarrant Count
operating area. The pipeline consists of 19 miles of 6, 8 and 10 inch diameter pipe with a current maximum capacity of
MMcf/day. The system also includes associated compression/dehydration facility that was included in the transaction. Over the
30 days preceding the date of sale, the pipeline transported an average of 58 MMcf/day. We have also entered into &toagreem
continue to operate the Mansfigiddi pel i ne system on Del phi ds behal f.

Northeast Pennsylvania Alliance

We have entered into an alliance with Delphi through which the parties have agreed to cooperate in solving gathering and n
stream pipeline related issues for our Marcellus produdtiazertain Northeast Pennsylvania counties including, among others,
Bradford, Susquehanna, Tioga, Wayne and Wyoming counties. We have granted Delphi a right of first offer with respect to the
Northeast Pennsylvania counties if we seek a third partgveldp and construct a gathering or intrastate pipeline and a right of
first refusal with respect to Wyoming County, Pennsylvania if a third party other than Delphi makes a development phiposal. T
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alliance will terminate on the earlier to occur of O&oh9, 2014 and the first date on which Delphi has invested an aggregate of
$100 million to develop and construct pipelines wundams, th
including the approval of its board of directo® projects have yet been constructed under this alliance.

Sumitomo Joint Venture

I n December 2009, we entered into a strategic alliance
Sumitomo a 12.5% working interest in 16 of oudlohy units in the Barnett Shale for $15.7 million for certain costs previously
incurred by us with respect to these drilling unitidling inc

costs. As part of our agreement, Sumitomoartabk an obligation to fund the drilling and completion of 30 wells on a promoted
basis and received an option to participate in up to an additional 56 future wells on a similar promoted basis. Wesgpaently
Sumitomo will exercise its option to paipate in the additional 56 wells. Additional wells may be drilled under the joint venture
within these units but would be drilled on an unpromoted basis. The net proceeds from this sale were used to reduce the
outstanding under the Senior Credit igc

Outlook for 2010

Our outlook for 2010 is challenging, primarily as a result of the decline in natural gas and oil prices that began i8,nbidt 200
our outlook for the longerm future remains positive. Production growth and commodity pricepehaiit us to drill, develop and
produce at a profit are key to our future success, and we believe the following measures will have a positive impass$wits our r
in 2010:

Control capital costs and maintain financial flexibility. response to reducedmand for natural gas and lower natural gas prices
as a result of the continued economic downturn, we have set our capital expenditure plan for 2010 at $170 million, and we
striving to maintain our financial flexibility and a positive production gtowtofile. A deterioration in commodity prices may
cause us to reduce our capital and exploration plan for 2010.

2010 drilling and capital programin 2010 we plan to drill 57 gross (38.1 net) wells in the Barnett Shale area, 11 gross (3.8 net
wells in the Marcellus Shale area, and three gross (1.5 net) wells in our other areas. As mentioned above, our 2010 cay
expenditure plan has been set at $170 million and includes approximately $130 million drilling in the Barnett Shale and $
million for drilling in the Marcellus Shale, and $25 million for lease and seismic acquisition activities and drilling and
development in other project areas. The actual number of wells we drill will vary depending upon various factors, iheluding t
availability and costfodrilling rigs, land and industry partner issues, our available cash flow, success of drilling programs, weathe
delays and other factors.

Results of Operations
Year Ended December 31, 2009 Compared to the Year Ended December 31, 2008

Revenues from oiind natural gas production for 2009 decreased 47% to $112.7 million from $209.8 million in 2008. Productior
volumes for oil and natural gas in 2009 increased 29% to 33.0 Bcfe from 25.6 Bcfe in 2008. Realized average naturgrgaes sales
for 2009 decresed 59% to $3.20 per Mcf compared to $7.80 per Mcf in 2008, and the average oil sales price for 2009 decreased 4

to $58.85 per barrel from $99.74 per barrel in 2008. The increase in natural gas production was primarily due to tto froducti
new welk in the Barnett Shale area.
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The following table summarizes production volumes, average sales prices and operating revenues for our oil and natural
operations for the years ended December 31, 2009 and 2008:

2009
Compared to 2008
December 31, Increase % Increase
2009 2008 (Decrease) (Decrease)
Productiorvolumes
Oil andcondensatéMbbils) 174 186 (12) (6)%
Naturalgas(MMcf)(1) 32,002 24,513 7,489 31%
Averagesalesprices
Oil andcondensatéper Bbl) $ 5885 $ 99.74 $ (40.89) (41)%
Naturalgas(perMcf) 3.20 7.80 (4.60) (59)%
OperatingrevenuegIn thousands)
Oil andcondensate $ 10,217 $ 18,598 $ (8,381) (45)%
Naturalgas 102,482 191,231 (88,749) (46)%
Other 1,380 6,848 (5,468 (80)%
Total $ 114,079 $ 216,677 $ (102,599 @nN%

(1) Includes 1,975.2 and 965.7 MMcfe of natural gas liquids in 2009 and 2008, respectively.

Oil and natural gas operating expenses for 2089eased 20% to $30.2 million (or $0.91 per Mcfe) from $37.9 million (or $1.48
per Mcfe) in 2008. The decrease in operating expenses was due to lower severance taxes of $5.1 million associated findmrefund
certain wells that qualified for a tigiglas sands tax credit for prior production periods and approximately $3.0 million in lower
transportation gathering and treating costs in the Barnett Shale mainly attributable to a change in pricing and trarspdrtattaal
arrangements.

The significantdecline in oil and natural gas prices since 2008 and the continued depressed price of natural gas in 2009,
caused the discounted present value (discounted at ten percent) of future net cash flows from our proved oil and gasfadiserves
below ournet book basis in the proved oil and gas properties at March 31, 2009 and December 31, 2009. This resulteghn non
ceiling test writedowns of $216.4 million ($138.0 million after tax) and $122.5 million ($78.1 million after tax), respectively, at
March 31, 2009 and December 31, 2009. At December 31, 2008, the Company record@dshremiling test writdown of $178.5
million ($116.0 million aftertax).

Depreciati on, depletion and amortizati on ( i Bdn&SBIR3)milienkip e n's
2008. This decrease was primarily due to impairment charges in the fourth quarter of 2008 and the first quarter ofr@@08eithat
the depletable fultost pool and due to lower overall finding costs of new reserves added primaiié fourth quarter of 2009.

General and administration (AG&AO) expense for 2009 inncr e
G&A was due primarily to an increase in noash, stoclbased compensation of $5.3 million aseault of additional stockased
compensation awards. In addition, during 2009, we made a $1.0 million pledge to establish a Carrizo Oil & Gas, Inc. endow
scholarship fund at The University of Texas at Arlington, a university which is located withaneth@f our significant operations in
the Barnett Shale.

The net gain on derivatives was $41.5 million for the year ended December 31, 2009, comprised of (1) $74.9 millionzetunreali
mark-to-market net gains on derivatives and (2) $33.4 million ofe&lized losses.

Interest expense and capitalized interest in 2009 were $38.3 million and $19.7 million, respectively, as compared t6d$80.3 mi
and $20.5 million in 2008, respectively. The increase in interest expense was attributable to itcreasédgs under the Senior
Credit Facility and higher effective interest rates.

Our overall effective tax rate was 35.6% for 2009 and 31.5% for 2008. The increase in the effective tax rate was dusttiehighe
income taxes and lower nateductible expnse in 2009 as compared to 2008.

Year Ended December 31, 2008 Compared to the Year Ended December 31, 2007

Revenues from oil and natural gas production for 2008 increased 67% to $209.8 million from $125.8 million in 2007. Productic
volumes for oil andhatural gas in 2008 increased 47% to 25.6 Bcfe from 17.5 Bcfe in 2007. Realized average natural gas sales price
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for 2008 increased 15% to $7.80 per Mcf compared to $6.77 per Mcf in 2007, and the average oil sales price for 2008 @%reased
to $99.74 pebarrel from $71.42 per barrel in 2007. The increase in natural gas production was primarily due to the production fro
new wells in the Barnett Shale area.

The following table summarizes production volumes, average sales prices and operating reveouesifand natural gas
operations for the years ended December 31, 2008 and 2007:

2008
Compared to 2007
December 31, Increase % Increase
2008 2007 (Decrease) (Decrease)
Productionvolumes
Oil andcondensatéMbbls) 186 241 (55) (23)%
Naturalgas(MMcf)(1) 24,513 16,042 8,471 53%
Averagesalesprices
Oil andcondensatéper Bbl) $ 9974 $ 7142 $ 2832 40%
Naturalgas(per Mcf) 7.80 6.77 1.03 15%
Operatingrevenuegln thousands)
Oil andcondensate $ 18598 $ 17,197 $ 1,401 8%
Naturalgas 191,231 108,592 82,639 76%
Other 6,848 o) 6,848 100%
Total $ 216,677 _$ 125,789 _$ 90,888 72%

(1) Includes 965.7 MMcfe of natural gas liquids in 2008.

Oil and natural gas operating expenses for 2008 increased 54% to $37.9 million (or $1.48 per Mcfe) from $24.7 milliéh (or $1.
per Mcfe) in 2007. The increase in total operating expenses was primarily due to (i) higher transportation gatherinpgrddtea
of $4.5 million, (ii) higher saltwater disposal costs of $1.4 million, (iii) increased compression costs of $1.4 mill{m) higther ad
valorem taxes of $2.9 million.

The significant decline in oil and natural gas prices, indicated by avg@mrces of $4.99 per Mcf for natural gas and $40.12 per
Bbl for oil on December 31, 2008, caused the discounted present value (discounted at ten percent) of future net cash flows f
proved oil and gas reserves to fall below the net book basis in thedood and gas properties. This resulted in a-cash ceiling test
write-down at the end of the fourth quarter of 2008 of $178.5 million ($116.0 million after tax).

DD&A expense for 2008 increased to $58.3 million from $41.9 million in 2007. This semas primarily due to an increase in
production volumes partially offset by a decrease in the DD&A rate primarily due to lower overall finding cost of nevs eddede
in 2008.

G&A expense for 2008 increased 24% to $23.4 million from $18.9 millio2@617. The increase in G&A was due primarily to (i)
increased employee related and contractor costs of $1.2 million, (ii) increasethaseckcompensation expense of $1.0 million and
(iii) increased legal and professional fees of $0.8 million.

The net gin on derivatives of $37.5 million for the year ended December 31, 2008 was comprised of a $41.4 million of unrealize
markto-market net gain on derivatives that was partially offset by $3.9 million of net realized losses.

In May 2008, we repaid owutstanding borrowings under the Second Lien Facility and terminated the facility. As a result, we
recorded a $5.7 million loss associated with the early extinguishment of debt consisting of a $4.6 miliasmemiteoff of
deferred loan costs and $Iniillion in penalties paid for early retirement. In connection with the early termination, we settled the
interest rate swaps and realized a $3.3 million loss, included in our gain/(loss) on derivatives, net.

Interest expense and capitalized interestdd&were $30.3 million and $20.5 million, respectively, as compared to $26.4 million
and $11.7 million in 2007, respectively. These increases were largely attributable to approximately $6.9 milliecashriaterest
expense associated with the amortaabf the debt discount on the Senior Convertible Notes and increased debt outstanding during
2008. These increases were partially offset by the payoff of the higher cost Second Lien Credit Facility with the poocebds fr
issuance of the Convertibleokes, which bore interest at a lower rate, and due to higher capitalized interest as a result of increas
unproved leasehold costs in 2008.
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Our overall effective tax rate was 31.5% for 2008 and 37.4% for 2007. The decrease in the effective tax na¢etovhggher
non-deductible expenses in 2008 as compared to 2007.

Liquidity and Capital Resources

2010 Capital and Exploration Expenditures Plan and Funding Strategy.2010, our Board has established a capital and
exploration expenditures plan to spe$il70 million, including $145.0 million for our drilling program (including $130.0 million for
Barnett Shale development and $15.0 million for Marcellus Shale development) and $25 million for lease and seismic d:
acquisitions primarily in the MarcelluShale and drilling and development in other project areas. If our development plan for the
Huntington Field is approved by our joint venture during 2010, we may be required to invest up to an additional $20.i million
facilities and drilling to develoghts field in 2010. We intend to finance our 2010 capital expenditure plan primarily from the sources
described below under fiSources and Uses of Cash. o0 We pamy b
if we are unable to obitasufficient financing from these sources.

Sources and Uses of Cadburing the year ended December 31, 2009, capital expenditures, net of proceeds from asset sale
exceeded our net cash provided by operations. During 2009, we funded our capitaltesesendih cash generated from operations,
proceeds from the sale of naore assets, proceeds from our joint venture with Sumitomo and net additional borrowings under the
Senior Credit Facility. Potential primary sources of future liquidity include thewWing:

A Cash on hand and cash generated by operations. Cash flows from operations are highly dependent on commodity prices
market conditions for oil and gas field services. We hedge a portion of our production to reduce the downside riskngf declini
natural gas and oil prices.

A Borrowings under the Senior Credit Facility. During the fourth quarter of 2009, the borrowing base under the Senior Crec
Facility was increased to $350.0 million. At March 1, 2010, $138.2 million was available for bugromder the Senior Credit
Facility. The next borrowing base redetermination is currently scheduled for April 1, 2010.

A Asset sales. In order to fund our capital expenditure plan, we may consider the sale of certain properties or assais plaat are
of our core business, or are no longer deemed essential to our future growth, if we are able to sell such assets barerms the
acceptable to us. In October 2009, we completed the sale of our Mansfield pipelines and gathering system locatedétt the Bal
Shale play for approximately $34.7 million. The net proceeds from the sale were used to reduce the debt outstanding under
Senior Credit Facility. We may consider the sale of additionalamoe assets, including the possible sale of our intemetbiei
Huntington Field located in the North Sea, provided that we can obtain terms that are acceptable to us.

A Debt and equity offerings. As situations or conditions arise, we may need to issue debt, equity or other instruments
supplement our cash fis. However, we may not be able to obtain such financing on terms that are acceptable to us, or at all.

A Project financing in certain limited circumstances, particularly to fund all or a portion of our future development dbsts for
Huntington Field irnthe U.K. North Sea.

A Lease option agreements and land banking arrangements, such as those we have entered into in the Marcellus Shale, the B
Shale and other plays.

A Joint ventures with third parties through which such third parties fyrmdtaon of our exploration activities to earn an interest in
our exploration acreage, such as our joint venture in the Marcellus Shale play and our joint venture with Sumitomorietthe Bar
Shale.

A We may consider sale/leaseback transactions of cexital assets, such as our remaining pipelines and compressors, which
are not part of our core oil and gas exploration and production business.

Our primary use of cash is capital expenditures related to our drilling and development programs andet@ztéss, our lease
and seismic data acquisition programs. Our capital expenditures plan in 2010 provides for approximately $145.0 miillorgfor dr
and approximately $25.0 million for lease and seismic data acquisitions primarily in the Marcalkisu@hdrilling and development
in other project areas. In 2010 we currently plan to drill 57 gross (38.1 net) wells in the Barnett Shale area, 11 gebssvéds8in
the Marcellus Shale area and three gross (1.5 net) wells in our other areastu@heuatber of wells drilled and capital expended
depends on our available financing, cash flow, availability and cost of drilling rigs, land and partner issues and atheCdpdal
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expenditures do not include operating costs such as the stearthetstill be required for the multiear development of our Camp
Hill project. In addition to our capital expenditure program, we have contractual obligations as discussed below.

Overview of Cash Flow Activitie€ash flows provided by operating activitievere $133.4 million, $148.8 million and $95.2
million for the years ended December 31, 2009, 2008 and 2007, respectively. The decrease from 2008 to 2009 was primarily due
decrease in revenues largely attributable to lower natural gas prices. Despiterease in natural gas production, suppressed natural
gas prices could have a negative impact on our cash flow from operations and on our 2010 drilling plans.

Cash flows used in investing activities were $162.5 million for the year ended DecemB803knd related primarily to oil and
gas property expenditures, partially offset by the sale of our Mansfield pipeline gathering system in the Barnett Simalahmasale
of working interests to Sumitomo for total net proceeds of approximately $4Bi&n. Cash flows used in investing activities were
$555.3 million for the year ended December 31, 2008 and related primarily to oil and gas property expenditures. Théndecreas
investing activities from 2008 was largely due to lower expendituresilfand gas properties as we adjusted our drilling plans to the
reduced demand for natural gas and lower natural gas prices. Cash flows used in investing activities of $227.7 miligedor th
ended December 31, 2007 were largely attributable to capip@inditures for oil and gas properties.

Net cash provided by financing activities for the year ended December 31, 2009 was $27.7 million and related primarily to r
borrowings of $32.4 million under our Senior Credit Facility. Net cash provided hycfimg activities for the year ended December
31, 2008 was $403.7 million and related primarily to net proceeds of $135.1 million from the issuance of common stoachrin Febr
2008, net proceeds of $365.3 million from the issuance of the Senior Convhiditgle and $401.0 million in additional borrowings
under the Senior Credit Facility. These cash proceeds were partially offset by the payoff and termination of the sexedd lien
facility and partial paydown of the Senior Credit Facility. Net cash pgealby financing activities for the year ended December 31,
2007 was $135.1 million and related primarily to the additional borrowings of $75.0 million under our second lien cligdinfaci
January 2007 and net proceeds of $71.9 million from the issusincommon stock in September 2007. These cash proceeds were
partially offset by the repayment of borrowings under our Senior Credit Facility.

Liquidity/Cash Flow Outlook.

The continued worldwide economic downturn may adversely affect our abilitycessache capital markets in the future. We
currently believe that cash generated from operations, supplemented by borrowings under the Senior Credit Facilityffigiiriie s
to fund our immediate needs. Cash generated from operations is primarily loyiypeoduction and commaodity prices. While we have
steadily increased production over the last few years oil and natural gas prices have declined since the third qu&tén ah200
effort to mitigate declining prices, we hedge a portion of our pramlu@nd, as of March 1, 2010, we had hedged approximately
35,397,000 MMBtu (68.7 MMcf per day for the year, or 73% of our estimated production from April through December 2010) of ou
2010 natural gas production at a weighted average floor or swap pi&&e7& per MMBtu relative to WAHA and Houston Ship
Channel prices. We believe the funds available to us under the Senior Credit Facility, $138.2 million at March 1, 2b&0, will
accessible to us. We are scheduled for a borrowing base redeterminatiomilch, 2010, at which time our borrowing base may
change. We currently expect that our borrowing base will increase based upon the increase to our proved reservesaluting the f
quarter of 2009. However, the borrowing base is also affected by the &ala® price assumptions for our oil and natural gas
production that our banks use in their calculations. Our borrowing base may decrease if our banks believe that the iirice we
receive for our oil and natural gas production is substantially lessuiantheir current assumptions are.

I f cash from operations, funds available under the &e&nio
and Uses of Casho are insufficient t o tofraduce ourocapital expgerddifure planmi t
seek other financing alternatives to fund it. We may not be able to obtain financing needed in the future on terms that would
acceptable to us, or at all. If we cannot obtain adequate financing, we may bedéqguimit or defer our planned 2010 natural gas
and oil exploration and development program, thereby adversely affecting the recoverability and ultimate value of ogasandal
oil properties.
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Contractual Obligations

The following table sets ftir estimates of our contractual obligations as of December 31, 2009:

Payments Due by Year

(In thousands) 2014 and
Total 2010 2011 2012 2013 Thereafter
Long-termDebt(1) $ 565,150% o $ 0 $ 191,400% 373,750% d
Intereston long-termdebt(4) 73,490 22,264 22,264 20,786 8,176 o}
OperatingLeases 2,642 1,328 1,314 o} o} o}
Drilling Contracts 33,797 25,418 8,379 0 o} o}
PipelineVolume Commitment(2) 46,149 9,239 7,831 7,019 6,556 15,504
Assetretirementbligation 5,410 203 375 164 87 4,581
Other(3) 6,013 1,924 4,089 0 o} o}
Total ContractualCashObligations $ 732,651% 60,376% 44,252% 219,369$ 388,569$% 20,085

(1) Noteholders may require us to repurchaseGbevertible Senior Notes in June 2013, June 2018, or June 2023. The table assume
that the holders of the Convertible Senior Notes exercise this right on the first available date (in June 2013).

(2) Includes a seven year firm transportation agreeme@¥®00 MMBtus/d effective September 2009.
(3) Includes premiums on long puts and other miscellaneoustérngliabilities.

(4) Interest on long term debt is based on the 4.375% rate on the Convertible Senior Notes and the December 31, 2009 average
rate outstanding under the Senior Secured Revolving Credit Facility.

Off Balance Sheet Arrangements

We currently do not have any off balance sheet arrangements.
Financing Arrangements
Senior Secured Revolving Credit Facility

We have aseniorsecurede vol ving credit facility (the ASenior Credit F;
The Senior Credit Facility provides for a revolving credit facility up to the lesser of the borrowing base and $350.0lniglion
secured by ubstantially all of our proved oil and gas assets and is currently guaranteed by certain of our subsidiaries: CCBM, In
CLLR, Inc.; Carrizo (Marcellus), LLC; Carrizo Marcellus Holdings, Inc.; Hondo Pipeline Inc; Bandelier Pipeline Holding,ndLC a
Mescaekro Pipeline, LLC.

The Senior Credit Facility matures on October 29, 2012 and is subject teaseudl borrowing base redetermination dates on
March 31 and September 30.

In April 2009, we amended the Senior Credit Facility to, among other things, j(it dte maximum ratio of total net debt to
Consolidated EBITDAX; (2) modify the calculation of total net debt for purposes of determining the ratio of total net debt tc
Consolidated EBITDAX to exclude the following amounts, which represent a portioa Qfaihivertible Senior Notes deemed to be an
equity component under the accounting guidelines related to convertible debt that may be settled in cash (includiragsipartial ¢
settlement) upon conversion: $51.3 million during 2009, $38.9 million during 2@B0Q $nillion during 2011 and $12.7 million
during 2012 until the maturity date; (3) add a new senior leverage ratio; (4) modify the interest rate margins apdicatd®itar
loans; (5) modify the interest rate margins applicable to base rate lodn@)astablish new procedures governing the modification
of swap agreements.

In May 2009, we amended the Senior Credit Facility to, among other things, (1) provide that the aggregate notional edlume of
and natural gas subject to swap agreementsmaynexceed 80% of fiforecasted product i
term is defined in the Senior Credit Facility), for any month, (2) remove a provision that limited the maximum duratiap of sw
agreements permitted under the Senior Crealiiliy to five years, and (3) provide that the aggregate notional amount under interest
rate swap agreements may not exceed the amount of borrowings then outstanding under the Senior Credit Facility.
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If the outstanding principal balance of the revolviogns under the Senior Credit Facility exceeds the borrowing base at any time,
we have the option within 30 days to take any of the following actions, either individually or in combination: make anump su
paymentcuring the deficiency, pledge additonal ¢ | at er al sufficient in the |l endersbod
the deficiency or begin making equal monthly principal payments that will cure the deficiency within the ensuoingthiperiod.
Those payments would be in addition twygpayments that may come due as a result of the quarterly borrowing base reductions
Otherwise, any unpaid principal or interest will be due at maturity.

The annual interest rate on each base r dgheBasdCGDrRate plus hayo ands
the Federal Funds Effective Rate plus 0.5%, plus (b) a margin between 1.00% and 2.00% (depending cweuhrerthtavel of
borrowing base usage), but such interest rate can never be lower than the adjusted Daily LdBGuetieday plus a margin between
2.25% to 3.25% (depending on the current level of borrowing base usage). The interest rate on each Eurodollar loae will be
adjusted daily LIBO rate plus a margin between 2.25% to 3.25% (depending on thoeittesrt level of borrowing base usage). At
December 31, 2009, the average interest rate for amounts outstanding under the Senior Credit Facility was 3.2%.

We are subject to certain covenants under the amended terms of the Senior Credit Facility which inatelepblimited to, the
maintenance of the following financial ratios: (1) a minimum current ratio of 1.00 to 1.00 (as defined in the SenioraCiti)j F
and (2) a maximum total net debt to Consolidated EBITDAX (as defined in the Senior Crediyfati{d) 4.75 to 1.00 for each
quarter ending on or after December 31, 2009 and on or before September 30, 2010, (b) 4.25 to 1.00 for the quartereenioiéng Dec
31, 2010, and (c) 4.00 to 1.00 for each quarter ending on or after March 31, 2011; amdag@nam ratio of senior debt (which
excludes certain amounts attributable to the Convertible Senior Notes) to Consolidated EBITDAX of 2.25 to 1.00.

Although we currently believe that we can comply with all of the financial covenants with our curremsbydemn, the business
plan is based on a number of assumptions, the most important of which is a relatively stable natural gas price at gconomic
sustainable levels. If the price that we receive for our natural gas production deteriorates sigrificartiyrent levels, it could lead
to lower revenues, cash flow and earnings, which in turn could lead to a default under certain financial covenantsion @reden
Facility, including the financial covenants discussed above. In order to provigtharfmargin of comfort with regards to these
financial covenants, we may seek to further reduce our capital and exploration plan, -séfategyic assets, opportunistically modify
or increase natural gas hedges or approach the lenders under theC3edipFacility for modifications of either or both of the
financial covenants discussed above. There can be no assurance that we will be able to successfully execute anytejitssar stra
if executed, that they will be sufficient to avoid a defawitler the Senior Credit Facility if a precipitous decline in natural gas prices
were to occur in the future. The Senior Credit Facility also places restrictions on indebtedness, dividends to shaliehs]ders,
investments, mergers, acquisitions, assspasitions, repurchase or redemption of our common stock, speculative commodity
transactions, transactions with affiliates and other matters.

The Senior Credit Facility is subject to customary events of default, the occurrence and continuation of vdhicdsalt in the
acceleration of amounts due under the facility by the agent or the lenders.

At December 31, 2009, we had $191.4 million of borrowings, and the amount available for borrowings was $158.6 million whic
can be used to fund working capitaldaour capital expenditure plan to the extent such amounts exceed the cash flow from operations

Convertible Senior Notes

In May 2008, we issued $373.8 million aggregate prineipal
Senic Noteso) . I nterest is payable on June 1 and December 1
process, into a combination of cash and our common stock that entitles holders of the Convertible Senior Notes to hageive cas
the principal amount ($1,000 per note) and common stock in respect of the remainder, if any, of our conversion obtigatiss drf
such principal amount.

The notes are convertible into our common stock at a ratio of 9.9936 shares per $1,0p8al inount of notes, equivalent to a
conversion price of approximately $100.06. This conversion rate is subject to adjustment upon certain corporate ed#iis, ih ad
certain fundamental changes occur on or before June 1, 2013, we will in sommca the conversion rate for a holder electing
to convert notes in connection with such fundamental change; provided, that in no event will the total number of siéeagissua
conversion of a note exceed 14.7406 per $1,000 principal amount & (sotieject to adjustment in the same manner as the
conversion rate).

e m e
tat
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Holders may convert the notes only under the following conditions: (a) during any calendar quarter if the last reppried shle
our common stock exceeds 130 percent of the comrepsice for at least 20 trading days in a period of 30 consecutive trading days
ending on the last trading day of the immediately preceding calendar quarter, (b) during the five business days afeer any f
consecutive trading day period in which the tnadprice per $1,000 principal amount of the notes is equal to or less than 97% of the
conversion value of suchotes, (c) during specified periods if specified distributions to holders of our common stock are made o
specified corporate transactions ogdidi) prior to the close of business on the business day preceding the redemption date if the note
are called for redemption or (e) on or after June 30, 2028 and prior to the close of business on the business dag praiutibyth
date of June 1, 2028

The holders of the Convertible Senior Notes may require us to repurchase the notes on June 1, 2013, 2018 and 2023, or uf
fundamental corporate change at a repurchase price in cash equal to 100 percent of the principal amount of the noteshtsbd re
plus accrued and unpaid interest, if any. We may redeem notes at any time on or after June 1, 2013 at a redemptidrtgi6e equa
percent of the principal amount of the notes to be redeemed plus accrued and unpaid interest, if any.

The Converthle Senior Notes are subject to customary-fisancial covenants and events of default, including a cross default
under the Senior Credit Facility, the occurrence and continuation of which could result in the acceleration of amoudes due un
Convertble Senior Notes.

The Convertible Senior Notes are unsecured obligations and rank equal to all future senior unsecured debt but rank secon
priority to the Senior Credit Facility.

In accordance with the accounting guidelines for convertible debt.alued the Convertible Senior Notes at May 21, 2008, as
$309.6 million of debt and $64.2 million of equity, representing the fair value of the conversion premium. The resultiisy cletut
will be amortized to interest expense through June 1, 2013r¢heldite on which the holders may require the Company to repurchase
the Convertible Senior Notes, and will result in an effective interest rate of approximately 8% for the Convertible $Sesior No

Second Lien Credit Facility

On July 21, 2005, we enterétto a Second Lien Credit Agreement with Credit Suisse, as administrative agent and collateral ager
and the |l enders party thereto (the ASecond Lien Credifeim Fa
loan facility in an agregate principal amount of $225.0 million. In May 2008, we repaid in full the $219.9 million outstanding under
the Second Lien Credit Facility and terminated the facility in connection with the issuance of the Convertible Senior Notes.

Public Offeringsm 2008 and 2007

In February 2008, we sold 2,587,500 shares of our common stock in an underwritten public offering at a price of $54/%) per sh
raising $135.1 million of net proceeds. With a portion of the proceeds we repaid $85.0 million of outstemdimgngs under the
Senior Credit Facility. We used the remaining proceeds to fund a portion of our 2008 capital expenditure program.

In September 2007, we sold 1,800,000 shares of our common stock to certain qualified investors in a registeféstidyest @
price of $41.40 per share, raising $71.9 million of net proceeds. We used the net proceeds to repay $54 million ofgoutstand
borrowings under the Senior Credit Facility and to fund a portion of our 2007 capital expenditure program.

Lease Ofion Arrangements

In order to expand our lease acquisition efforts in the Marcellus Shale play, the Company elected to enter into a tease op
agreement effective August 1, 2008 with Avi st apertie®Signifipaatr t n ¢
Project Areas,; Marcellus Shale Area. o The terms and calyndi't
consistent with lease option arrangements that we have traditionally entered into with other thisd Avédtia paid approximately
$27.5 million for the oil and gas leases under the lease purchase option agreement and subsequently contributed fleesat proper
their cost to our Marcellus joint venture, effective August 1, 2008. This lease purchaseaomtigement was terminated when that
joint venture commenced.

We have continued to enter into lease purchase option arrangements with third parties from time to time. We currendy have
lease purchase option arrangement described below with an edrétatd party. Strategically, these leasing arrangements have
allowed us to temporarily control important acreage positions during periods that we have lacked sufficient capitd) tacdjinéet
such oil and gas leases. We may continue to use thesgaments as a strategic alternative in the future.
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On November 24, 2009, we entered into a Land Agreement (
Under this arrangement, we may until May 31, 2011 acquire up to $20 nollioil, gas and mineral interests/leases in certain
specified areas in the Barnett Shale from the third party. In consideration of our receipt of an option to purchase &lcgu@aseby
the third party (as described below), each time the third parghpses a lease group under the Land Agreement, if any, we will issue

to the third partyds affiliate warrants to pur chaseuptathenumb
nearest whole number) (1) 20% of the purchaseemfcsuch lease group divided by (2) $13.00, with an exercise price of $22.09 and
an expiration date of August 21, 2017. The warrants @sé@ s
basis.

We have the option to purchasethe ke gr oups acquired by the third party wi
cost equal to 110% of the original purchase price. We may pay the purchase price for the lease groups, at our eldot@imdy de
cash to the third partydry del i vering shares of Common Stock to the thioi
to the third partyés affiliat e wiodlummewgighted avardgée pricelnfethe CarimoneStiocka t
for each day inhe 1Gbusiness day period beginning on the business day immediately after the date on which we notify the third par
of our election to exercise the option (such amount not to exceed thevolailye weighted average price of the Common Stock for
eitherthe first or last business day in such period).

We may twice extend the option for an additional 180 days each if we pay the third party an amount equal to five pleecent of |
original purchase price for the applicable lease group upon each extensienddfnot exercise our option to purchase a lease group
within the applicable option period, then the third party has twd&0options, one commencing on the expiration of our option
period for such lease group, and the other commencing on April 1, @0&8change such lease group for certain of our acreage in the
Marcellus Shale.

Effects of Inflation and Changes in Price

Our results of operations and cash flows are affected by changing natural gas and oil prices. The dramatic drop is aatliral ga
oil prices that began in 2008 and the continued depressed price of natural gas in 2009 has resulted in a significavetop per
unit of production. Although operating costs have come down slightly in recent months, the rate of decline igasatmn@loil prices
has been substantially greater. Historically, inflation has had a minimal effect on us. However, with interest rateis &vissstond
as a result of the government attempt to stimulate the economy through expansion of the mogeynfiapph could become a
significant issue in the future.

Recently Adopted Accounting Pronouncements

On January 1, 2009, we adopted new accounting guidelines related to convertible debt instruments that may be settled in «
(including partial cashedtlement) upon conversion. Under the accounting guidelines, issuers of convertible debt are required 1
separately account for the Iliability and equity compoateent
when interest coss recognized in subsequent periods. The new accounting guidelines require retrospective application to the terms
instruments as they existed for periods presented. We retrospectively applied the accounting guidelines to the Comiertible Se
Notes. We valued the Senior Convertible Notes as $309.6 million of debt and $64.2 million of equity, representing the fairhalue of t
conversion premium of the convertible debt at the date of issuance and accordingly restated our balance sheet as oc8Decembe
2008 for the carrying value of debt and equity and restated our results of operations for interest expense, capitaizeanihter
income taxes for the year ended December 31, 2008.

On January 1, 2009, we adopted and retroactively appliedaneaunting guidelines related to restricted stock and participating
securities. Under the new accounting treatment, unvestedishsed payment awards that contain-fanfeitable rights to dividends
or dividend equivalents, whether paid or unpaid, aréqgy@ating securities and shall be included in the computation of both basic and
diluted earnings per share. These new guidelines require retroactive application for all periods presented. We detéroined tha
restricted shares of common stock are pgditing securities and applied the new accounting treatment retrospectively to all periods
presented.

In March 2008, new guidance for derivative disclosures was issued and requires transparency about the location and amoun
derivative instrumentsia n enti tyés financi al statement s, how derivati ve
how derivative instruments and related hedged it emswsaNef ec:t
adopted theseeguirements effective January 1, 2009. Since this guidance only impacted disclosure requirements, the adoption of
guidance did not have a significant effect on our consolidated financial position, results of operations or cash flows.
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On January 1, Z1®, we adopted the guidance for Aomancial assets and ndimancial liabilities, except for items that are
recognized or disclosed at fair value in the financial statements on a recurring basis, at least annually. The adaptiordahde
did not tave a material impact on our financial position or results of operations.

In April 2009, guidance on the recognition of ottleantemporary impairments of investments in debt securities was issued. This
pronouncement provides new presentation and disdagquirements for othéhantemporary impairments of investments in debt
and equity securities. We adopted the requirements of this pronouncement effective June 30, 2009, and it had no metterial impa
our consolidated financial statements.

In April 2009, accounting rules were amended to require disclosure about fair value of financial instruments in interim reportir
periods, as well as in annual financial statements. We adopted the requirements of this pronouncement effective JupargD, 2009
included the additional disclosures in our notes to consolidated financial statements.

In May 2009, general standards of accounting for and disclosure of events that occur after the balance sheet date but be
financial statements are issued were estadydigh set forth: (1) the period after the balance sheet date during which management of :
reporting entity should evaluate events or transactions that may occur for potential recognition or disclosure in the financ
statements; (2) the circumstances unagbich an entity should recognize events or transactions occurring after the balance sheet da
in its financial statements; and (3) the disclosures that an entity should make about events or transactions that tecciiveed af
balance sheet date. We #pg the requirement of this pronouncement effective June 30, 2009, and included additional disclosures i
our notes to consolidated financi al statement s. I n Feédse uar
standards to no Iger require disclosure of the date through which management evaluated subsequent events in the financ
statements.

In June 2009, the FASB established the Accounting Standards Codification (Codification), which became effective July 1, 20(
as the sin@ source of authoritative U.S. GAAP to be applied by nongovernmental entities. Rules and interpretive releases of t
Commission under authority of federal securities laws are also sources of authoritative U.S. GAAP for Commission registrants.
other acounting literature excluded from the Codification will be consideredauthoritative. The subsequent issuances of new
standards will be in the form of Accounting Standards Updates that will be included in the Codification. Generally, itegiGodsf
not expected to change U.S. GAAP. We adopted the Codification effective September 30, 2009 and updated our disclosese refere
accordingly.

In January 2010, the FASB issued Accounting Standards Update No020b0align the oil and gas reserve estioraand
di sclosure requirements ofOiTbpardo9GBa@sdfNEwirhct heer ¢ -804 ¢ me
This release is effective for financial statements issued on or after January 1, 2010. We adopted this guidaecBettsober 31,
2009. This release changes the accounting and disclosure requirements of oil and natural gas reserves and is intemdize to mod
and update the oil and gas disclosure requirements, to align them with current industry practices apd to elthnges in
technology. The new rules permit the use of new technologies to determine proved reserves, allow companies to disclose t
probable and possible reserves and allow proved undeveloped reserves to be maintained beygedrpéried aly if justified by
specific circumstances. The new rules require companies to report the independence and qualification of the person prime
responsible for the preparation or audit of its reserve estimates, and to file reports when a third fiadyujzoreto prepare or audit
its reserve estimates. The new rules also require that the net present value of oil and gas reserves reported andullsedsin the
ceiling test calculation be based upon average market prices for sales of oil andigafirendalendar day of each month during the
preceding 1Zmonth period prior to the end of the current reporting period.

Additionally, the 12 month average pricing is required to value future cash inflows in the standardized measure of discount
futurenet cash flows related to our ownership interests in proved oil and natural gas reserves asnaf $688.

Summary of Critical Accounting Policies

The following summarizes several of our critical accounting policies. See a complete list of sigafmamting policies in Note
2 to our consolidated financial statements.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires maiwagemen
make estimates and assumptions tiffct the reported amounts of assets and liabilities and disclosure of contingent assets an
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liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the rigpistting pe
Actual results could differrbm these estimates. The use of these estimates significantly affects our natural gas and oil properti
through depletion and the full cost ceiling test, as discussed in more detail below.

Significant estimates include volumes of oil and natural gasuweseised in calculating depletion of proved oil and natural gas
properties, future net revenues and abandonment obligations, impairment of undeveloped properties, future income tatexs and re
assets/liabilities, the collectability of outstanding acdesueceivable, fair value of derivatives, stdzdsed compensation expense,
contingencies and the results of future and current litigation. Oil and natural gas reserve estimates, which are theritsfs fo
production depletion and the ceiling testy@aumerous inherent uncertainties. The accuracy of any reserve estimate is a function o
the quality of available data and of engineering and geological interpretation and judgment. Subsequent drilling tesulksictes
production may justify revisionf such estimates. Accordingly, reserve estimates are often different from the quantities of oil and
natural gas that are ultimately recovered. In addition, reserve estimates are vulnerable to changes in wellhead pteced ahdru
natural gas. Suctriges have been volatile in the past and can be expected to be volatile in the future.

The significant estimates are based on current assumptions that may be materially affected by changes to future econc
conditions such as the market prices receifgrdsales of volumes of oil and natural gas, interest rates, the market value of our
common stock and corresponding volatility and our ability to generate future taxable income. Future changes to thesmassumpt
may affect these significant estimates enilly in the near term.

Oil and Natural Gas Properties

We account for investments in natural gas and oil properties using twe$tilmethod of accounting. All costs directly associated
with the acquisition, exploration and development of natural agab oil properties are capitalized. These costs include lease
acquisitions, seismic surveys, and drilling and completion equipment. We proportionally consolidate our interests iroratettorp
joint ventures and natural gas and oil properties. We ceggithtompensation costs and other costs of employees working directly on
exploration activities of $5.6 million, $7.8 million and $4.5 million in 2009, 2008 and 2007, respectively. We expenseamzente
and repairs as they are incurred.

Depreciation, ddpet i on and amortization (fADD&AO) of o u r-of-pr@dtction a |
method using estimates of proved reserve quantities. The depletion rate per Mcfe for 2009, 2008 and 2007 was $1.55, $2.23
$2.36, respectively. Ured the full cost method of accounting, the depletion rate is the current period production as a percentage of t
total proved oil and natural gas reserves. Total proved reserves include both proved developed and proved undevelspéthieeserve
depletionrate is applied to the net book value of our oil and natural gas properties (excluding unproved properties, exploratory we
in progress and capitalized interest) and estimated future development costs and dismantlement, restoration and abastdopment ¢
of estimated salvage value to calculate the depletion expense. Proved reserves materially impact depletion expenseedf the pr
reserves decline, then the depletion rate (the rate at which we record depletion expense) increases, reducing net income.

We account for dispositions of natural gas and oil properties as adjustments to capitalized costs with no gain or lassl,recogn
unless such adjustments would significantly alter the relationship between capitalized costs and proved reserves. iWadhavg no
transactions that significantly alter that relationship.

Capitalized cost s, l ess accumul ated amortizatt esnt anha ged
estimated future net revenues, discounted at 10% per arfnoim, proved oil and natural gas reserves, less estimated future
expenditures to be incurred in developing and producing the proved reserves, less any related income tax effectstalfzeet capi
costs exceed this limit, the excess is charged to earnings

We incurred fulcost ceiling test impairments at December 31, 2009, March 31, 2009 and December 31, 2008. The December .
20009 fulkcost ceiling test impairment of $122.5 million was based on oil, natural gas liquids and natural gas prices dZ&68.0,
and $3.30, respectively, which represents the unweighted average of oil and natural gas prices at the beginning of @atiemonth
twelve-month period ending on December 31, 2009. The March 31, 2009 full cost ceiling test impairment was b#dsedtarab
gas liquids and natural gas prices of $45.13, $18.92 and $2.73 respectively, which represents prices subsequent ® shedbalanc
date, May 6, 2009, as allowed by Commission guidelines in effect at the time. The December 31, 2008 fallirpsest
impairment was based on oil, natural gas liquids and natural gas prices of $40.12, $19.62 and $4.99, respectively estiith repr
prices in effect on the balance sheet date. The requirement to use the price in effect on the reportingtdai@ptiod to use a
pricing date subsequent to the balance sheet date have been superseded by the new Commission rules governing theiteporting
and natural gas reserves.
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We have a significant amount of proved undeveloped reserves. We had 267.23fe Bcfe and 185.8 Bcfe of proved
undeveloped reserves, representing 44%, 48% and 53% of our total proved reserves at December 31, 2009, 2008 and -
respectively. At December 31, 2009, under the new Commission rules governing the reporting dfnaitumal gas reserves, we
removed from our Camp Hill reserves all tertiary reserves previously classified as proved that were not associated thahweells
both plan to dril/l and into which we p hessnandtPoopertiesjSigrifitant $rojech m
Areasi Camp Hill Areao for further discussion of the Camp Hill
undeveloped reserves for our Barnett Shale area, or 97% of our total proved uretbvesspves. We currently expect to develop all
wells associated with these reserves within the next five years.

We expect our relatively low historical depletion rate to continue until the high level of nonproducing reserves toviedial pro
reserves isaduced and the life of our proved developed reserves is extended through development drilling and/or the significe
addition of new proved producing reserves through acquisition or exploration. If our level of total proved reserves;datding
current prices were all to remain constant, this continued fuplaf capitalized costs increases the probability of a ceiling test write
down.

We depreciate other property and equipment using the stiaighhethod based on estimated useful lives rangmg five to 10
years.

Oil and Natural Gas Reserve Estimates

The proved reserve data as of December 31, 2009 included in this document are estimates prepared by Ryder Scott Comy
LaRoche Petroleum Consultants, Ltd., and Fairchild & Stan, Inc., Indepemktroleum Engineers. Reserve engineering is a
subjective process of estimating underground accumulations of hydrocarbons that cannot be measured in an exact manner.
process relies on judgment and the interpretation of available geologic, geoptemsitaeering and production data. The extent,
quality and reliability of this data can vary. The process also requires certain economic assumptions regarding dapieiamgl
expense, capital expenditures, taxes and availability of funds. The Gsimmmandates some of these assumptions such as oil and
natural gas prices and the present value discount rate.

Proved reserve estimates prepared by others may be substantially higher or lower than our estimates. Significant asseanptions
by the thirdparty engineers are assessed by our internal reserve team. All reserve reports prepared by third party engineers
reviewed by our senior management team, including the Chief Executive Officer and Chief Operating Officer. Because the
estimates dependn many assumptions, all of which may differ from actual results, reserve quantities actually recovered may &
significantly different than estimated. Material revisions to reserve estimates may be made depending on the resolys tefstril,
and raes of production.

You should not assume that the present value of future net cash flows is the current market value of our estimatecesed res
In accordance with Commission requirements, we based the estimated discounted future net cash flonsddoraserves on an
unweighted arithmetic average of the first day of the month price for each month in the previous twelve month periad, @ntheos
date of the estimate, using a discount rate of 10%.

Our rate of recording depreciation, depletaomd amortization expense for proved properties depends on our estimate of proved
reserves. If these reserve estimates decline, the rate at which we record these expenses will increase. A 10% incessseior dec
our proved reserves would have increagedecreased our depletion expense by 10% for the year ended December 31, 2009.

Derivative Instruments

We use derivatives, typically fixechte swaps, costless collars, puts, calls and basis differential swaps to manage price ris
underlying our oil andjas production. We also used derivatives to manage the variable interest rate on the Second Lien Credit Facil
prior to its termination in May 2008. For a discussion of the impact of changes in the prices of oil and gas on ouraesgitigns,
seeiVol atility of Oil and Natur al Gas Priceso bel ow.

Upon entering into a derivative contract, we either designate the derivative instrument as a hedge of the variabilftpwftoash
be received (cash flow hedge) or the derivative must be accountexidaramdesignated derivative. All of our derivative instruments
for the years ended December 31, 2009, 2008 and 2007 were treateddesigoated derivatives and the unrealized gain/(loss)
related to the change in fair value was included in our earamgain/(loss) on derivatives, net.
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Our Board of Directors sets all of our risk management policies and reviews volume limitations, types of instruments ar
counterparties, on a quarterly basis. These policies require that derivative instruments texl exdglby either the President or
Chief Financial Officer after consultation and concurrence by the President, Chief Financial Officer and Chairman otitfiéhBoar
master contracts with the approved counterparties identify the President and ChiefaFi@dficer as the only representatives
authorized to execute trades. The Board of Directors also reviews the status and results of derivative activities quarterly.

Income Taxes

Deferred income taxes are recognized at each year end for the futurensaquences of differences between the tax bases of
assets and liabilities and their financial reporting amounts based on tax laws and statutory tax rates applicableotts timewtach
the differences are expected to affect taxable income. We routinsbss the realizability of our deferred tax assets and consider
future taxable income based upon our estimated production of proved reserves at estimated future pricing in makingsuhsasses
If we conclude that it is more likely than not that sgmeetion or all of the deferred tax assets will not be realized under accounting
standards, the deferred tax assets are reduced by a valuation allowance. However, despite our attempt to make amnzteyrate es
the ultimate utilization of our deferred tassets is highly dependent upon our actual production and the realization of taxable income
in future periods.

Contingencies

Liabilities and other contingencies are recognized upon determination of an exposure when it is both probable thataan asset
been impaired or that a liability has been incurred and that the amount of such loss is reasonably estimable.

Volatility of Oil and Natural Gas Prices

Our revenues, future rate of growth, results of operations, financial condition and ability to bandsvol obtain additional
capital, as well as the carrying value of our properties, are substantially dependent upon prevailing prices of oibhgdscbae
Al tem 1A. ORNatarkl gab and viloprices are highly volatile, and have declinedisénly since mid2008, and lower
prices wil/| negatively affect our financial condition plan

We periodically review the carrying value of our oil and natural gas properties under the full costiagcouas of the
Commi s s i & Bummadyeot Critical Accounting Polici@sOi | and Natur al Gas PropedrWd eso
may record ceiling limitation writel o wns t hat woul d reduce our sharehol dersod eo

To mitigate some of owwsommaodity price risk, we use derivatives, typically fixede swaps, costless collars, puts, calls and basis
differential swaps. We do not hold or issue derivative instruments for trading purposes.

The following table includes oil and natural gas denxapositions settled during the years ended December 31, 2009, 2008 and
2007 and the unrealized gain (loss) associated with the outstanding oil and natural gas derivatives at December 3B 2689, 200
2007.

December 31,

2009 2008 2007
Oil positionssettled(Bbls) 5,900 64,100 52,000
Naturalgaspositionssettled(MMBtu) 26,066,000 15,733,000 7,846,000
Realizedgain ($ millions) (1) $ 749 $ (1.9 % 6.4
Unrealizedgain (loss)($ millions) (1) $ (334) % 411 $ (5.2)

(1) Included in gain (loss) on derivatives, net in the Consolidated Statements of Operations.

At December 31, 2009, approximately 58% of our open natural gas hedges were with Credit Suisse, 32% were with Shell Ene
North America (US), L.P. and the remaig 10% were with Credit Agricole CIB.

While the use of derivative financial instruments limits the downside risk of adverse price movements, it may alsodbilityour
to benefit from increases in the prices of natural gas and oil. We enter intoajbaty of our derivative transactions with three
counterparties and have a netting agreement in place with those counterparties. We do not obtain collateral to supmoTtehts ag
but monitor the financial viability of counterparties and believe aedit risk is minimal on these transactions. Under these
arrangements, payments are received or made based on the differential between a fixed and a variable product priezméetse agr

56



are settled in cash at expiration or exchanged for physical detwatracts. In the event of nonperformance, we would be exposed to
price risk. We have additional risk of financial loss because the price received for the product at the actual physiggiaietivay

differ from the prevailing price at the deliveppint required for settlement of the financial instruments. Moreover, our derivative
arrangements generally do not apply to all of our production and thus provide only partial price protection againstirdeclines
commaodity prices. We expect that the amoafrour hedges will vary from time to time.

Our natural gas derivative transactions are generally settled based upon the average of the reporting settlement @rices ol
Houston Ship Channel or WAHA index for the last three trading days of a partioni@act month.

At December 31, 2009 we had the following open derivative positions:

Natural Gas Swaps Natural Gas Collars
Average Average Average
Fixed Floor Ceiling

Quarter MMbtus(1) Price(2) MMbtus(1) Price(2) _Price(2)
First Quarter2010 4,140,000 $ 551 2,070,000 $ 7.29 $ 8.96
SecondQuarter2010 4,641,000 5.52 1,092,000 5.50 6.99
Third Quarter2010 3,496,000 5.75 1,564,000 5.76 7.31
FourthQuarter2010 3,036,000 5.83 1,840,000 6.12 7.57
FirstQuarter2011 2,430,000 5.92 1,080,000 7.84 9.84
SecondQuarter2011 1,820,000 5.64 455,000 7.75 9.75
Third Quarter2011 2,208,000 5.74 828,000 7.55 9.40
FourthQuarter2011 2,208,000 5.77 736,000 7.88 9.83
First Quarter2012 1,365,000 6.22 1,001,000 8.04 9.96
SecondQuarter2012 910,000 5.88 455,000 7.80 9.80
Third Quarter2012 1,472,000 6.06 644,000 6.41 7.91
FourthQuarter2012 1,472,000 6.09 644,000 6.48 8.43
TOTAL 29,198,000 12,409,000

(1) During 2009, we entered into (1) a $5.00 put, a $5.85-tatfigand an $7.65 shecall with respect to a portion of our production
hedged with swaps (10,000 MMBtus per day) in 2011, (2) a $5.05 put, a $5.90 long call and shéit.2all with respect to a
portion of our production hedged with swaps (10,000 MMBtu per day) in 2012 and (3) a $3.93 put, a $5¢a8 kmi) a $6.08
shortcall with respect to a portion of our production hedged with swaps (20,000 MMBtus per dayrifadhrough October of
2010.

The table below presents additional put positions we have entered into associated with a portion of hedged volumes prese
above:

Quarter MMBtus Put Price
SecondQuarter2010 455,000 $ 3.74
Third Quarter2010 920,000 4.31
FourthQuarter2010 1,196,000 4.61
First Quarter2011 1,530,000 5.53
SecondQuarter2011 910,000 5.65
Third Quarter2011 1,288,000 5.59
FourthQuarter2011 1,196,000 5.58
First Quarter2012 1,911,000 5.46
SecondQuarter2012 1,365,000 5.45
Third Quarter2012 1,564,000 4.97
FourthQuarter2012 1,564,000 4.98

(2) Based on Houston Ship Channel (HSC) and WAHA spot prices.
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In addition, we sold the following natural gas long put positions:

Average
Quarter MMBtus Fixed Price
Second Quarter 2010 300,000 $ 5.86
Third Quarter 2010 920,000 5.86
Fourth Quarter 2010 920,000 5.86
First Quarter 2011 900,000 5.80
Second Quarter 2011 910,000 5.80
Third Quarter 2011 920,000 5.80
Fourth Quarter 2011 920,000 5.80

ltem 7A.  Qualitative and Quantitative Disclosures about Market Risk

Commodity Risk. Our major market risk exposure is the commaodity pricing applicable to our oil and natural gas production
Realized commodityprices received for such production are primarily driven by the prevailing worldwide price for oil and spot prices
applicable to natural gas. The effects of such pricing volatility have been discussed above, and such volatility ig@xpetitad:.

A 10% fluctuation in the price received for oil and natural gas production would have an approximate $11.3 million impact on o
2009 annual revenues.

To mitigate some of our commodity risk, we use derivatives, typically fizaéel swaps, costless collarsjtq calls, and basis
differential swaps. We do not hold or issue derivative instruments for trading purposes. The net gain realized by testhelaged
instruments was $72.4 million, $0.6 million and $5.8 million for the years ended December 32@®8and 2007, respectively.

Financial Instruments and Debt Maturities. Our financial instruments consist of cash and cash equivalents, accounts receivable
accounts payable and bank borrowings, including borrowings under the Senior Credit Facilitsrryimg @mounts of cash and cash
equivalents, accounts receivable and accounts payable approximate fair value due to the highly liquid nature of ttexse short
instruments. The fair values of the bank and vendor borrowings approximate the carryingsaaa@fribecember 31, 2009 and 2008,
and were determined based upon interest rates currently available to us for borrowings with similar terms. The faithealue of
Convertible Senior Notes at December 31, 2009 was approximately $321.7 million. Scheduigties of longterm debt are $0 in
2010 and 2011, $191.4 million in 2012 and $373.8 million in 2013.

Item 8.  Financial Statements and Supplementary Data
The response to this item is included elsewhere in this report.

ltem 9. Changes andisagreements With Accountants on Accounting an&inancial Disclosures
None.

tem 9A.  Controls and Procedures

(a) Disclosure Controls and ProceduresWe maintain disclosure controls and procedures that are designed to provide reasonabl
assurancehat information required to be disclosed by us in the reports that we file or submit to the Securities and Exchan
Commi ssion (the fACommi ssiono) under the Securities Exchar
processed, summaezd and reported within the time periods specified
accumulated and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, egeappropr
to allow timelydecisions regarding required disclosure.

In accordance with Exchange Act Rules-13¢b) and 15dL.5(b), we carried out an evaluation, under the supervision and with the
participation of management, including our Chief Executive Officer and Chief Fih&@féicer, of the effectiveness of our disclosure
controls and procedures (as defined by Exchange Act Ruled5(8aand 15d.5(e)) as of the end of the period covered by this
report. As described below under p aomlgarnalgContra dvgr FinanctallReportinla n
our Chief Executive Officer and Chief Financial Officer have concluded that, as of the end of the period covered by #his Annu
Report on Form 14, our disclosure controls and procedures were effectiveadige reasonable assurance that information required
to be disclosed by us in the reports that we file or submit to the Commission under the Exchange Act, is recorded, proces:
summari zed and reported within t he rulesi amekforqpseand thatl such snfoenatiorf is e

58



accumulated and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, &teppropr
to allow timely decisions regarding required disclosure.

The audit report of KMG, LLP, which is included in this 2009 Form-K) expressed an unqualified opinion on our consolidated
financial statements.

(b) Management 8s Annual Report draportingh 10er rmarsagemeBtoin respansible dov e r
establishing and aintaining adequate internal control over financial reporting as defined in RuldSBand 15€15(f) under the
Exchange Act. Our internal control over financial reporting is designed to provide reasonable assurance regardinglitheofeliabi
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepteg accour
principles. Our internal control over financial reporting includes those policies and procedures that:

A pertain to the maintemce of records that, in reasonable detail, accurately and fairly reflect our transactions and dispositions
our assets;

A provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statemer
accordane with generally accepted accounting principles, and that our receipts and expenditures are being made only
accordance with authorizations of our management and directors; and

A provide reasonable assurance regarding prevention or timely detectiorawthorized acquisition, use, or disposition of our
assets that could have a material effect on the financial statements.

Whil e Areasonable assuranceo is a high | evel of as atians,an c ¢
internal control over financial reporting may not prevent or detect every misstatement and instance of fraud. Contsokp#itdesu
to manipulation, especially in instances of fraud caused by collusion of two or more people, including our senionemanAtso,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadagsetef
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Under the supervision and with the participation of our Chief Executive Officer and Chief Financial Officer, our managemer
conducted an evaluation of the effectiveness of our internal control over financial reporting as of December 31, 2009y thisnak
evaluation, management used theernal Control 1 Integrated Frameworkssued by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO). Based on the results of our evaluation, our management concluded that our internarcontrol
financial reporting was effective as of December 31, 2009.

KPMG LLP, our independent registered public accounting firm that audited our consolidated financial statements, hasdalso iss
its own report on the effectiveness of our internal control ovendiaé reporting as of December 31, 2009, which is filed with this
Annual Report on Form 1K.

(c) Changes in Internal Control over Financial Reporting There have not been any changes in our internal control over
financial reporting during the fiscal quar ended December 31, 2009 that have materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting.
tem 9B.  Other Information

None.

PART III
ltem 10.  Directors, Executive Officers and Cigporate Governance

The information required by this item is incorporatedoby
for our 2010 annual meeting of shareholders. The 2010 Proxy Statement will be filed with the Commoiskiter than 120 days
subsequent to December 31, 2009.

Pursuant to Item 401(b) of RegulatiorKSthe information required by this item with respect to our executive officers is set forth

in Part | of this report.
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ltem 11.  Executive Compensation

The information required by this item is incorporated herein by reference to the 2010 Proxy Statement, which will it fibed wi
Commission not later than 120 days subsequent to December 31, 2009.

Iltem 12.  Security Ownership of Certain BeneficiaDwners and Managementnd Related Shareholder Matters

Information required by this item is incorporated herein by reference to the 2010 Proxy Statement, which will be filegl with t
Commission not later than 120 days subsequent to December 31, 2009.

Item 13.  Certain Relationships and Related Transactions, and Directdéndependence

The information required by this item is incorporated herein by reference to the 2010 Proxy Statement, which will kb fibed wi
Commission not later than 120 days diseent to December 31, 2009.

Item 14.  Principal Accountant Fees and Services

The information required by this item is incorporated by reference to the 2010 Proxy Statement, which will be filed with th
Commission not later than 120 days subsequebBecember 31, 2009.

PART IV
Iltem 15.  Exhibits and Financial Statement Schedules
(a)(1) Financial Statements
The response to this item is submitted in a separate section of this report.
(a)(2) Financial Statement Schedules
None.

(2)(3) Exhibits

EXHIBIT INDEX
Exhibit
Number Description

A2 i Combination Agreement by and among the Company, CaPRizauction, Inc., Encinitas Partners Ltd., La R
Partners Ltd., Carrizo Partners Ltd., Paul B. Loyd,Skeyen A. Webster, S.Bohnson IV, Douglas A.P. Hamilt@and
Frank A. Wojtek dated as of September 6, 19@¢orporated herein by reference to Exhibit 2.1 to€he mp a
Registration Statement on ForrilgRegistration No. 3329187)).

A 3 i Amended and Restated Articleslatorporation of theCompany (incorporated herein by reference to Exhibit@the
Company6s Annual -KRethe geartnded Decédmbar 31, 1997).

A 3 i Articles of Amendment to Amended and Restated Articlei@drporation (incorporatederein by reference tBxhibit
3.1 to the Company o6 sKfikdondwma5, 2608)port on Form 8

A3 i Amended and Restated Bylaws of the Company (incorpotated ei n by reference to
Current Report on FormR filed on January 3, 2008).

A 4 i Indenture among Carrizo Oil & Gas, Inc., the subsidiam@®ed therein and Wells Fargo Bank, National Associe
as trustee, dated May 28, 2008 (incorporated herein byf er ence t o Exhi bit 4. 1 ont
Form 8K filed on May 28, 2008).

A 4 i First Supplemental Indenture dated May 28, 2008 betv@srizo Oil & Gas, Inc. and Wells Fargo Bank, Natic
Association, as trustee (incorporated herein by referenrce Ex hi bi t 4. 2 t o toth @& FE&mBK|
filed on May 28, 2008).

A 4 i Second Supplemental Indenture dated May 14, 2009 a@anigo Oil & Gas, Inc., the subsidiaries named theagid
Wells Fargo Bank, National Association, as trugtaeorporated herein by reference to Exthéh21 to theC o mp a
Registration Statement on ForrB§Registration No. 33359237)).
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A10

A1l 0i

A1l 0i

A1l o0i
A1l o0i

Al10 i

Al10i

Al10 i

Al10 i

Amendment No. 1 to the Letter Agreement Regardhgr t i ci pati on in the Comp
Program, dated June 1, 2001 (incorporated hdagin e f er ence t o Exhi bi t 4Reportor
Form 16Q for the quarter ended June 30, 2001).

Amended and Restated Incentive Plan of the Comp#fiegtive as of April 30, 2009 (incorporated hereinrbference
to Exhibit10.2t o0 t he Co mp an ydn&ornC8KIffiledeomMay & 2009.r t

Amended and Restated Employment Agreement betwee@dhgany and S.P. Johnson IV (incorporated herei
reference to Exhibit 10. @ Form 8Ktfileedon Quona®p2000y 6 s Cur r en
Amended and Restated Employment Agreement betwee@dhgpany and Paul F. Boling (incorporated hereir
reference to Exhibit 10. 8nForm 8Ktfiledcon finerBp2808)y 6 s Cur r en
Amended and Rested Employment Agreement between @empany and J. Bradley Fisher (incorporated herei
reference to Exhibit 10. dnForm 8Ktfileccon finer@Bp2808)y 6 s Cur r en
Amended and Restated Employment Agreement betwee@dhmpary and Gregory E. Evans (incorporated hereir
reference to Exhibit 10. énForm 8Ktfileccon fliner@p2808)y 6 s Cur r en
Amended and Restated Employment Agreement betwee@dh®wany and Richard H. Smith (incorporated hebsi
reference to Exhibit 10. 6nForm 8Ktfileccon Ziner@Bp2808)y 6 s Cur r en
Employment Agreement between the Company and DavRitts (incorporated herein by reference to Exhibit 16.
the Companyds Cur8KéledtonJBnegyd®0, P010).n For m

Form of Stock Option Award Agreement (incorporated hepein r ef er ence t o Exhi bit
Report on Form 1K for the year ended December 2004).

Form of Director Restricted Stk Award Agreement undehe Incentive Plan of Carrizo Oil & Gas, In@corporatec
herein by reference to Exhibit 10.1tot®@ mpany 6 s Cur r e nHfileRen pmir22,2005). For m
Form of Director Restricted Stock Award Agreemantlerthe Incentive Plan of Carrizo Oil & Gas, In@mcorporatec
herein by reference to Exhibit 10.2to@@ mpany 6s Cur r e nKfileRap\mir22,2005). For m
Form of Employee Restricted Stock Award Agreement utttetncentive Pla of Carrizo Oil & Gas, Inc{incorporatec
herein by reference to Exhibit 10.3to8@ mpany 6s Cur r e nKfileRap\mir22,2005). For m
Form of 2009 Employee Restricted Stock Unit Awagreement (with performanedeased vesting andnie-basec
vesting) (incorporated herein by reference to Extibl . 7 t o t he Company 0 sKfil€dionJduee
9, 2009).

Form of 2009 Employee Restricted Stock Unit Awagteement (with performandeased vesting onlyjincorporatec
herein by reference to Exhibit 10.8totB@ mpany 6s Cur r e nKfileRepune R009.n For m
Form of 2009 Employee Cash or Stock Settled St#yggreciation Rights Award Agreement under the Carrizo&
Gas, IncIncentive Plan (incorporated hereinbye f er ence t o Exhi bit 10. 9nFRorm8
K filed on June 9, 2009).

Carrizo Oil & Gas, Inc. CasBettled Stock AppreciatioRights Plan (incorporated herein by reference to Exhibil0
to the Companyods CA«KfiledomduneR,e@W®rt on For m 8

Form of 2009 Employee Casettled Stock AppreciatioRights Award Agreement pursuant to the Carrizo Oil & (
Inc. Stock Appreciation Rights Plan (incorporated hebgin r e f er ence t o Exhi bi t Ré&port
on Form 8K filed on June 9, 2009).

Form of Independent Contractor Restricted Stock Awegreement (incorporated herein by reference to Exhibi to
the Companyds FEour8Kdéledton Mag3d,d2006). o n

Form of Employee Restricted Stock Award Agreement (whgnformancebased vesting) (incorporated herein
reference to Exhibit 10. 6énForm 8Ktfiledcon Begcempes 28y2008). Cur r e n
S Corporation Tax Allocation, Payment and Indemnificatisgreement among the Company and Messrs. L
Webster, Johnson, Hamilton and Wojtek (incorporated hereinrbg f er enc e to Exhi bi
RegistrationStatement on Form-$ (Ragistration No. 33329187)).

S Corporation Tax Allocation, Payment and Indemnificat@greement among Carrizo Production, Inc. and Me:
Loyd, Webster, Johnson, Hamilton and Wojtek (incorpordtekin by reference to Exhibit 10.9 to the Compa@
Registration Statement on Forril§Registration N0333-29187)).

Amended and Restated Registration Rights Agreement Beteeinber 15, 1999 among the Company, Paul B. Loy
Douglas A. P. Hamilton, Steven A. Webster, S.P. JohnsorFrark A. Wojtek and DAPHAM Partnership, L.
(incorporated herein by reference to Exhibit 99.5toGhe mpany 6 s Cur r e n-K dafed Ppecamber k
1999).

Registration Rights Agreement dated February 20, 2088ng the Company, Mellon Vemés, L.P. and Steven ,
Webster (incorporated herein by reference to Exhibit 99 t he Companydés Cu+Krdated
February 20, 2002).

61



A10i

Al1O0 i

Al1O0 i

A10 i

Al10 i

A10 i

A10 i

A10 i

A10 i

Al10i

Al10 i

Al10i

Al10 i

Al10 i

Credit Agreement dated as of May 25, 2006 among Ca@it®& Gas, Inc., as Borrower, CertaiBubsidiaries o
Borrower, as Guarantors, the Lenders party the@@djorgan Chase Bank, National AssociationAdsinistrative
Agent, and J.P. Morgan Securities Inc.,Stde Bookrunner and Lead Arranger (incorporated hereirefgrence t
Exhibit 10.1t o t he Co mp a n ydh&ornCaK filedeomMay F0e2p08) t

First Lien Stock Pledge and Security Agreement datedf aday 25, 2006, by Carrizo Oil & Gas, Inc., in favor
JPMorgan Chase Bank, National AssociationAdministrative Ageh (incorporated herein by referenceBghibit 10.2
to the Companyds CiKfiledomMay B0e2006x t on For m 8

Second Amendment effective as of September 11, 20CTetdit Agreement dated as of May 25, 2006 among Ce
Oil & Gas, Inc., as Borrower, Certain Subsidiaries Bérrower, as Guarantors, JPMorgan Chase Bank, Nai
Association, as Administrative Agent and Lender, @hdiranty Bank as Lender (incorporated herein by referan
Exhibit 10.1 to t heonCom8Kdiledod Sept€mberdle2007). Repor t

Third Amendment effective as of December 20, 200Credit Agreement dated as of May 25, 2006 among Ca@ik
& Gas, Inc., as Borrower, Certain Subsidiaries Bdrrower, as Guarantors, JPMorgan Chd&smnk, Nationa
Association, as Administrative Agent and Lender, éwranty Bank as Lender (incorporated by referendextobit
10. 48 to the Company 6K fortheryaarsehdedDeqembert31, 28008).For m 10
Fourth Amendment to Credigreement, dated as of May 22008, by and among Carrizo Oil & Gas, Inc. and cel
subsidiaries thereof, the Lenders party theretodtidorgan Chase Bank, N.A., as Administrative Agé@mtorporatec
herein by reference to Exhibit 10.1 to i@ mp a GwrénsReport on FormR filed on May 22,2008).

Fifth Amendment to Credit Agreement dated as of Jun@QQ8 to Credit Agreement dated as of May 25, 2006 ar
Carrizo Oil & Gas, Inc., as Borrower, Cert&ubsidiaries of Borrower, as Guararg, JPMorgan Chadgank, N.A., as
Administrative Agent, and the Lendgrarty thereto (incorporated herein by referencetohi bi t 10. 1
Current Report on Form-R filed on July 11, 2008).

Sixth Amendment dated as of July 7, 2068CreditAgreement dated as of May 25, 2006 among Carrizo C8as,
Inc., as Borrower, Certain Subsidiaries of Borrovas, Guarantors, JPMorgan Chase Bank, N.AAdministrative
Agent, and the Lenders party therétcorporated herein by referenceBExhibit 10.2toth€€ o mpany és C
on Form 8K filed on July 112008).

Seventh Amendment dated as of October 29, 2008 to Gxgobement dated as of May 25, 2006 among Carrizo ¢
Gas, Inc., as Borrower, Certain Subsidiaries ofrBwmer, as Guarantors, the Lenders party thereto, JPMorgan (
Bank, N.A., as resigning administrative agent andresigning issuing bank, and Guaranty Bank, as succ
administrative agent and as successor issuing paoct&rporated herein by referemto Exhibit 10.1 to th€ o mp a
Current Report on Form-R filed on November 42008).

Lender Certificate dated December 16, 2008 of Union B#nRalifornia, N.A. regarding joinder as Lender to Cr¢
Agreement, as amended, dated as of #&y2006 amongarrizo Oil & Gas, Inc., as Borrower, Certéubsidiaries o
Borrower, as Guarantors, Guaranty Baak Administrative Agent and the Lenders party thefietmrporated herein Lt
reference to Exhibit 10.1totlieo mpany 6 s Cu rForm 8K filetRan pecentbeld, 2008).

Eighth Amendment dated as of April 22, 2009 to Crédjteement dated May 25, 2006 by and among Carrizo (
Gas, Inc., as Borrower, Certain Subsidiaries of BorroagiGuarantors, the Lenders party theratw Guarantank,
as administrative agent (incorporated hereimbyyf er ence t o Exhi bit 10. &nFborm8Kk
filed on April 28, 2009).

Ninth Amendment dated as of April 30, 2009 to Crediteement dated May 25, 20@§ and among Carrizo Oil .
Gas, Inc., as Borrower, Certain Subsidiaries of BorroagiGuarantors, the Lenders party thereto, and GuaBzamtl,
as administrative agent (incorporated hereimbyf er ence t o Exhi bit 10. dnFormo 8k
filed on May 6, 2009).

Tenth Amendment to Credit Agreement dated as of May@09 among Carrizo Oil & Gas, Inc., as Borrower, cel
Subsidiaries of Borrower, as Guarantors, the Lengdarty thereto, Guaranty Bank, as resigning adstiztive agent
and as resigning issuing bank, and Wells Fagok, N.A., as successor administrative agent argli@sessor issuir
bank (incorporated herein by referenice@ E x hi bi t 10.1 to the Co®KfirdommMays27,
2009).

Lender Certificate dated June 5, 2009 of Calyon New Bydach regarding joinder as Lender to Credit Agreenss
amended, dated as of May 25, 2006 among Carrizo @la&, Inc., as Borrower, Certain Subsidiaries of Borroas
GuarantorsGuaranty Bank, as Administrative Agent ahe Lenders party thereto (incorporated hereimefgrence tc
Exhibit 10.1 to t heonCom@Kdiledod une®@2000)e nt Report

Eleventh Amendment to Credit Agreement dated d3eaiemberl6, 2009 among Carrizo Oil & Gas, Inc.,Barrower,
certain Subsidiaries of the Borrower, @arantors, the Lenders party thereto, and Wells F&gak, N.A., as
administrative agent and issuing bafilkcorporated herein by reference to Exhibit 10.1tteCo mpany 0 ¢
Report on Form & filed on Decembel 7, 2009).
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A10i

A10 i

A1l6i

2117
23.1

23.217
23.371
23.41
23517
3117
31.27%
3217
32217
99.117
99.217
99.317

Form of Indemnification Agreement between the Companyeacth of its directors and executive officGreorporatec
herein by reference to Exhibit 10.6 to o mp a n y 6 Repdrhon Eaanh 1K for the year ende®ecember 31
1998).

Form of Amendment to Director Indemnification Agreeméntorporated herein by reference to Exhibit 99.8 to
Companyo6s Cur r e+#dateR Eeproary?®@082).For m 8

Letter dated June 3, 2009 from Pannell Kerr ForstefTefas, P.C. to the Securities and Exchange Commi
regarding a change in certifying accountant (incorporatedr ei n by ref er ence t oCulent
Report on Form & filed on June 4, 2009).

Subsidiaries of the Company.

Consent of KPMG LLP.

Consent of Pannell Kerr Forster of Texas, P.C.

Consent of Ryder Scott Company Petroleum Engineers.

Consent of Fairchild & Stan, Inc.

Consent oLaRoche Petroleum Consultants, Ltd.

CEO Certification Pursuant to Section 302 of @abanefxley Act of 2002.

CFO Certification Pursuant to Section 302 of 8#abane©xley Act of 2002.

CEO Certification Pursuant to Section 9ifghe Sarbanexley Act of 2002.

CFO Certification Pursuant to Section 906 of 8#abane©xley Act of 2002.

Summary of Reserve Report and Report of Ryder &mttpany Petroleum Engineers as of December 31, 2009.
Summary of Resge Report and Report of Fairchild & Stang¢. as of December 31, 2009.

Summary of Reserve Report and Report of LaRoche Petrdlumnsultants, Ltd. as of December 31, 2009.

I ncorporated by reference as indicated.

Management contract or compensatory plan or arrangement.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
Carrizo Oil & Gas, Inc.:

We have audited the accompanying consolidated balance sheet of Carrizo Oil & Gas, Isgbsdidries (the Company) as of
December 31, 2009 and the related consolidated statedednt s
December 31, 2009. These consolidated financial statements are the responsibility of the €dnmpa manage ment . Ou
is to express an opinion on these consolidated financial statements based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). T
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statemerfits are f
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclo$incscial the
statements, assessing the accounting principles used and significant estimates made by management, as well as ewatualiing the
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the fingincialfposi
Carrizo Oil & Gas, Inc. and subsidiaries as of December 31, 2009, and the results of their operations and their taisthéoresr
ended December 31, 2009, in conformity with U.S. generally accepted accounting principles.

As discussed in note 2 to the consolidated financial statements, the Company changed its method of estimating oil gad natural
reserves and as of Pember 31, 2009 due to the adoption of Accounting Standards Update NeO202D and Gas Reserve
Estimation and Disclosure®\lso, as discussed in note 2 to the consolidated financial statements, on January 1, 2009, the Compa
changed its method of amanting for convertible debt instruments.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United Stades), Car

Oi | & Gas, I nc.6s internal contr ol obaged onlhtérmalaCordarol 8 |Integragen o r t
Frameworkissued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO), and our report dated Mal
16, 2010 expressed an unqualified opi ntrolowverfimanciat réperting.f f ect i ve

/sIKPMG LLP

Houston, Texas
March 16, 2010
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
Carrizo Oil & Gas, Inc.:

We have audited Carri zo oDover findncig eeportinglan af Décamber 81t 2009n lzased an achitdria
established ifinternal Control & Integrated Frameworkssued by the Committee of Sponsoring Organizations of the Treadway
Commi ssion (COSO). Carri zo Obnisiblegfor Ransainingleffiectivedirdernah aontelgoeemfmantial i
reporting, and for its assessment of the effectiveness of internal control over financial reporting, included in the giogompan
Management 8s Report on | nt dimgras prese@tednwitinoliem @8oktrols aRd Pracedares@ut Re
responsibility is to express an opinion on the Companyéds i

We conducted our audit in accordance with the standards of the Balntipany Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective intemadrcontrol
financial reporting was maintained in all material respects. Ouit mgiuded obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design areffeptivatiegs

of internal control based on the assessed risk. @it also included performing such other procedures as we considered necessary ir
the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A companyds internal control over idereasanableiagsirance eegaoding therraiabilitysof a
financial reporting and the preparation of financial statements for external purposes in accordance with generally czmaptiag a
principles. A companyo6s i nt enclandasl those qalities and procedares thati (1) pertain t@ lthe 1

maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and disposition®tsf di¢hass
company; (2) provide reasonable assurance that transaatiemrecorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures of the company are bdingimade ol
accordance with authorizations of management dineictors of the company; and (3) provide reasonable assurance regarding
prevention or timely detection of wunauthorized acaqerialefied i on
on the financial statements.

Because of itinherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projection
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate Hesragssnof ¢
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, Carrizo Oil & Gas, Inc. maintained, in all material respects, effective internal control over financtaigegoof
December 31, 2009, bed on criteria established imternal Control 8 Integrated Frameworkissued by the Committee of
Sponsoring Organizations of the Treadway Commission.

We also have audited, in accordance with the standards of the Public Company Accounting OversighirBtearE{ates), the
consolidated balance sheet of Carrizo Oil & Gas, Inc. and subsidiaries as of December 31, 2009, and the related consolid
statements of operations, sharehol dersd equi t yportdateddMarchal6,h f
2010 expressed an unqualified opinion on those consolidated financial statements.

/sSIKPMG LLP

Houston, Texas
March 16, 2010
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of
CarrizoOil & Gas, Inc.

We have audited the accompanying consolidated balance sheet of Carrizo Oil & Gas, Inc. as of December 31, 2008 add the re
consolidated statements of operations, shar etliodeéndes Decdmber §lu i t
2008. These financial statements are the responsi bilionbny of
these financial statements based on our audits.

We conducted our audits in accordance with the staisdof the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the finantsarstateme
free of material misstatement. An audit includesneiing, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates madsanentnanag
as well as evaluating the overall financ&atement presentation. We believe that our audits provide a reasonable basis for ou
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial p@sitidnoo
Oil & Gas, Inc. at Decermdy 31, 2008 and the results of its operations and its cash flows for each of the two years in the period end
December 31, 2008, in conformity with U.S. generally accepted accounting principles.

/s/ Pannell Kerr Forster of Texas, P.C.
Houston, Texas
March 12, 2009

(Except for Notes 4, 5, 6 and 13 for which
the date is August 17, 2009)
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CARRIZO OIL & GAS, INC.
CONSOLIDATED BALANCE SHEETS

December 31,

2009

2008

(In thousands, except
per share amount)

ASSETS

CURRENT ASSETS:
Cash and cash equivalents $ 3,837 $ 5,184
Accounts receivable, trade (net of allowance for doubtful accounts of $2,036 and $1,264 at De:

31, 2009 and 2008, respectively) 21,341 21,458
Advances to operators 540 336
Fair value of derivativéinancial instruments 8,404 26,008
Prepayments and deposits 1,278 3,335

Total current assets 35,400 56,321
PROPERTY AND EQUIPMENT, net fultost method of accounting for oil and natural gas properti
(including costs not subject to amortizatiof$330,607 and $378,634 at December 31, 2009 and 2
respectively) 733,700 986,629
DEFERRED FINANCING COSTS, NET 9,738 8,430
INVESTMENTS 3,358 3,274
FAIR VALUE OF DERIVATIVE FINANCIAL INSTRUMENTS 6,477 15,876
DEFERRED TAX ASSET 70,217 o}
OTHER ASSETS 4,217 1,172
TOTAL ASSETS $ 863,107 $ 1,071,702
LI ABI'LITIES AND SHAREHOLDERS® EQUITY
CURRENT LIABILITIES:
Accounts payable, trade $ 47,297 $ 46,683
Accrued liabilities 30,293 54,149
Advances for joint operations 1,739 3,815
Current maturities of longerm debt 148 173
Deferred tax liability 1,474 9,103
Other current liabilities 1,777 0
Total current liabilities 82,728 113,923
LONG-TERM DEBT, net of current maturities and debt discount 520,188 475,788
ASSETRETIREMENT OBLIGATION 5,410 6,503
FAIR VALUE OF DERIVATIVE FINANCIAL INSTRUMENTS 2,818 o}
DEFERRED INCOME TAXES o] 34,778
DEFERRED CREDITS 4,354 625
COMMITMENTS AND CONTINGENCIES
SHAREHOLDERSGO6 EQUI TY:
Common stock, par value $0.01 shiare (90,000 shares authorized with 31,100 and 30,860 issu

and outstanding at December 31, 2009 and 2008, respectively) 311 309
Additional paid in capital 431,757 420,778
Retained earnings (184,548) 20,297
Accumulated other comprehensive incofloss), net of tax 89 (1,299

Tot al sharehol dersé equity 247,609 440,085

TOTAL LI ABILITIES AND SHAREHOLDERS® EQUI TY $ 863,107

$ 1,071,702

The accompanying notes are an integral part of these consolidated financial statements.
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CARRIZO OIL & GAS, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

For the Years Ended December 31,

2009 2008 2007
(In thousands, except per share amounts)
OIL AND NATURAL GAS REVENUES $ 114,079 $ 216,677 $ 125,789
COSTS AND EXPENSES:
Oil and naturabas operating expenses 30,204 37,885 24,662
Third party gas purchases 1,497 6,570 o}
Depreciation, depletion and amortization 52,005 58,311 41,899
Impairment of oil and natural gas properties 338,914 178,470 o}
General and administrative 30,136 23,425 18,912
Accretion expense related to asset retirement obligation 308 154 374
Total costs and expenses 453,064 304,815 85,847
OPERATING INCOME (LOSS) (338,985) (88,138) 39,942
OTHER INCOME AND EXPENSES:
Gain (loss)on derivatives, net 41,465 37,499 (1,366)
Loss on extinguishment of debt o} (5,689) 0
Impairment of investment in Pinnacle Gas Resources, Inc. (2,091) o} o}
Interest income 1 269 691
Interest expense (38,286) (30,257) (26,403)
Capitalizedinterest 19,696 20,527 11,718
Other income, net 36 17 130
INCOME (LOSS) BEFORE INCOME TAX EXPENSE (BENEFIT) (318,152) (65,772) 24,712
INCOME TAX EXPENSE (BENEFIT) (113,307 (20,725 9,243
NET INCOME (LOSS) $ (204,845 $ (45,043 $ 15,469
OTHER COMPREHENSIVE INCOME (LOSS):
Increase (decrease) in market value of investment in Pinnacle Gas Resources
net of income taxes 55 (6,724) 5,425
Reclassification of cumulative decrease in market value of investment in
PinnacleGas Resources, Inc., net of taxes 1,333 o) o)
COMPREHENSIVE INCOME (LOSS) $ (203,457 $ (51,770 $ 20,894
BASIC EARNINGS (LOSS) PER COMMON SHARE $ (6.61) $ (149 S 0.58
DILUTED EARNINGS (LOSS) PER COMMON SHARE $ (6.61) $ (149 $ 0.57
WEIGHTED AVERAGE SHARES OUTSTANDING:
BASIC 31,006 30,326 26,641
DILUTED 31,006 30,326 27,120

The accompanying notes are an integral part of these consolidated financial statements.
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CARRIZO OIL & GAS, INC.
CONSOLIDATED STATEMENTSOF SHAREHOLDERS®

EQUI TY

Common Stock

Shares Amount

BALANCE, January 1, 2007
Common stock issued, net of offering cost
Stock options exercised for cash
Stockbased compensation
Restricted stock awards, net of forfeitures
Common stock repurchased to settle tax withholding obligations
Other comprehensive income:
Fair value adjustment to investment in Pinnacle B@sources, Inc., net of income tax exper
of $2,921
Net income
Total comprehensive income
BALANCE, December 31, 2007
Common stock issued, net of offering cost
Bifurcation of equity premium relatad Senior Secured Notes
Stock options exercised for cash
Stockbased compensation
Restricted stock awards, net of forfeitures
Common stock repurchased to settle tax withholding obligations
Othercomprehensive loss:
Fair value adjustment to investment in Pinnacle Gas Resources, Inc., net of income tax bet
$3,621
Net loss
Total comprehensive loss
BALANCE, December 31, 2008
Stock optionsexercised for cash
Stockbased compensation
Restricted stock and stock option awards, net of forfeitures
Other
Other comprehensive loss:
Fair value adjustment to investment in Pinnacle Gas Resources, Iraf.jm&ime tax expense
of $31
Reclassification of cumulative decrease in market value of investment in Pinnacle Gas Res
Inc., net of income tax expense of $758
Net loss
Total comprehensive loss
BALANCE, December 31, 2009

(In thousands, except
share amounts)

25,980,605 $ 260
1,800,000 18
124,148 1
0 o}
111,839 1
(7,440) o}

0
)
o)

28,009,152 $ 2
2,587,500
0

Qx N\ 00 |Ox Ox Ox
o O

65,400
]
203,306
(5,711)
)

ox
N

0

0

0
30,859,647
5,000

0
226,286
9,500

©
w
O [Ox Ox Ox Qx Ox
©

ax  oxox
N

0

Qx

0 0

0 o}
31,100,433 $ 311

The accompanying notes are an integral part of these consolidated financial statements.
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CARRIZO OIL & GAS, INC.

CONSOLI DATED STATEMENTS OF SHAREHOLDERSS®
Accumulated
Additional Other
Paid in Retained Comprehensive Shar eho
Capital Earnings Income (Loss) Equity
(In thousands)

BALANCE, January 1, 2007 $ 162,139 % 49,875% 0 $ 212,274
Common stock issued, net of offering cost 71,908 o} o} 71,926
Stock options exercised for cash 1,030 o} o} 1,031
Stockbased compensation 5,041 o} o} 5,041
Restricted stock awards, net of forfeitures (136) o} o} (135)
Common stock repurchased to settle tax withholding obligations (310) 0 0 (310)
Other comprehensive income:

Fairvalue adjustment to investment in Pinnacle Gas Resources,

net of income tax expense of $2,921 0 0 5,425 5,425

Net income 0 15,469 0 15,469
Total comprehensive income o) o) o} 20,894
BALANCE, December 31, 2007 $ 239,672 % 65,344 $ 5425 $ 310,721
Common stock issued, net of offering cost 135,049 o} o} 135,075
Bifurcation of equity premium related to Senior Convertible Notes 40,207 o} o} 40,207
Stock options exercised for cash 261 o} o} 262
Stockbased compensation 6,013 o} o} 6,013
Restricted stock awards, net of forfeitures (63) 0 0 (61)
Common stock repurchased to settle tax withholding obligations (361) o} o} (361)
Other comprehensive loss:

Fair value adjustment to investment in Pinnacle Gas Resources,

net of income tax benefit of $3,621 0 0 (6,724) (6,724)

Net loss o} (45,047) o} (45,049
Total comprehensive loss o) o) o} (51,779
BALANCE, December 31, 2008 $ 420,778 $ 20,297 % (1,299 $ 440,085
Stock options exercised for cash 9 o} o} 9
Stockbased compensation 10,543 o} o} 10,543
Restricted stock and stock option awards, net of forfeitures 304 o} o} 306
Other 123 o} o} 123

Other Comprehensive loss:
Fair value adjustment to investment in Pinnacle Gas Resources,
netof income tax expense of $31 0 0 55 55
Reclassification of cumulative decrease in market value of
investment in Pinnacle Gas Resources, Inc., net of income tax

expense of $758 0 0 1,333 1,333
Net loss 0 (204,845) 0 (204,845
Total comprehensive loss o) o) o) (203,457
BALANCE, December 31, 2009 $ 431,757$ (184,548 $ 89 $ 247,609

The accompanying notes are an integral part of these consolidated financial statements.
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