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UPR’s George

Lindahl, left, Cross

Timbers’ Bob
Simpson, center,
and Unit Corp.’s
King Kirchner are

all bullish on 2000

gas prices.
Kirchner and
Simpson are

EXECUTIVE OUTLOOK 2000

NOW HIRING

Five chief executive officers, representing
a cross-section of independents, all foresee

good things in 2000.

ning, but the strength and suddenness of

the 1999 ail price recovery has been just
as swift. Theroller-coaster ail priceride has|eft
many E& P company executives shaking their
heads and agreeing that change is the only con-
gant that they can predict.

In the third quarter, many exploration and
production companies started expanding their
capita expenditure budgets for the rest of 1999.
Drilling activity began to pick up. Oil and Gas
Investor contacted five chief executive officers,
seeking ther observations on the gate of the in-
dustry and the outlook for each of their compa-
nies for the coming 12 months. They are as
follows:

George Lindahl lll, chairman, president
and CEO of Union Pacific Resources
Group Inc. (NY SE: UPR), with a market capi-
talization of $4.5 hillion. Fort Worth-based
UPR isone of the largest North American inde-
pendents, with international operations in
Guatemada, Venezuela, Brazil and Argentina.
In the U.S., UPR has been the most active
driller for the past seven years.

UPRis not in the market to do any big acqui-
dtions in 2000, but Lindahl is keeping an eye
on the market, just in case an opportunity
emerges.

“As the mgjors sdll off selected assets during
the next several yearsin the U.S. and Canada, if

The 1998-99 ail price collapse was stun-

cautious about oil hey s&ll assetsin our backyard, we could bein
the market for alarge deal,” says Lindahl, who

prices.

was promoted to CEO this past summer. He has
been UPR’s president and chief operating offi-
cer since 1996.

Bob R. Simpson, chairman and CEO of
Cross Timbers Oil Co. (NYSE: XTO), witha
market cap of $572 million. The Fort Worth-
based company acquires, exploits and develops
long-lived producing properties in Texas, Okla
homa, Kansas, New Mexico, Arkansas,
Wyoming and Alaska.

In August, Simpson said, in a news release,
that his strategic goals for 2000 include having
cash flow of $4 per share from operations,
proved reserves of 40 million cubic feet equiva-
lent (Mcfe) per share, and debt of 40 cents per
Mcfe. These goals assume $2.70-per-Mcf and
$21-per-barrel Nymex pricesfor gasand oil.

King P. Kirchner, chairman and CEO of
Unit Corp. (NYSE: UNT), with a market cap
of $300 million, including long-term debt.
Tulsa-based Unit is a diversified energy com-
pany that finds and produces oil and gas and is
a contract driller of onshore oil and gas wells.
Operations are principally in the Midcontinent,
including the Anadarko, Arkoma, Permian and
Gulf Coast basins.

Kirchner says his company is committed to
the natural gas market. Its E& P subsidiary, Unit
Petroleum Co., replaced 100% of first-half
1999 production—38.8 billion cubic feet equiva-
lent (Bcfe). That was despite a 62% decrease in
drilling, compared with that of the first half of
1998. Kirchner anticipates Unit Petroleum will
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Southwestern

Energy’s Harold
Korell says the
company prefers
organic growth
at this time,
through the drill
bit, rather than
via financial
engineering.
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drill twice as many wells in 2000, as it did in
1999.

Harold M. Korell, president and CEO of
Southwestern Energy Co. (NYSE: SWN),
with a market cap of $224 million. The Fayet-
teville, Arkansas-based Southwestern Energy
has completely overhauled its executive man-
agement in the past two years. Korell became
CEO in January 1999. An integrated company
focused on gas, Southwestern Energy was
sarted in 1929 as a local gas distribution com-
pany. Today, the company also finds, produces,
markets and transports gas. About 80% of its
cash flow is from gas production. Its explo-
ration and production activities are concen-
trated in Arkansas, Oklahoma, Texas, New
Mexico and South Louisana

Korél is very bullish on Southwestern En-
ergy because it has changed substantialy in a
short time. “We are amall, in terms of reserves.
However, we now have the inventory of
prospects to drill, a high-powered staff, and a
low operating cost structure, and cash flow
from our utility isstable,” he says.

Michael L. Harvey, president and CEO
of Cheniere Energy Inc. (Nasdag: CHEX),
with a market cap of $40 million. This past
summer, Harvey joined and became CEO of
the Houston-based development-stage com-
pany, which finds, develops and exploits oil
and gas fields along the Louisiana Gulf Coadt,
onshore and in shallow water.

GENERAL OUTLOOK

Investor \What is your outlook for the industry
as a whole in 2000? Are you cautious or
bullish?

Harvey I'm really bullish. | think next year is
going to be a remarkable year for the oil indus-
try. We're going to see an increase in oil and
gas prices, and an increase in demand for
goods, services and prospects. It's a cyclical
business so how long does the cycle last? Prob-
ably 18 to 24 months.

Lindahl We would not be surprised to see il
and gas trade north of $20 a barrel and $2.60
per Mcf for the year. Obviously, those prices
would lead to a very strong year for E&P com-
panies. However, with the massive layoffs and
consolidation that have occurred in the service
industry, the ahility to quickly ramp up drilling
and completion may prove quite difficult. And,
a note of caution: “The cure for high pricesis
high prices”

Simpson |'m particularly bullish on gas since
the supply appears to be declining, due to less
drilling and the maturing of the Gulf of Mexico
Shelf. On the oil side, | am a bit more cautious
because OPEC is aways awild card. All in all,
I would call myself cautioudly bullish.
Kirchner We are cautious on oil because pric-
ing is so dependent on OPEC. We are very
bullish on gas, in that we bdieve growing U.S.

demand will support prices of $2.50 per Mcf or
more and that will result in substantially in-
creased gas drilling. Our rig fleet is poised to
participate in what we believe will be a strong
market for several years.

Korell I’'m bullish about commodity prices,
yet cautious at the same time. I’ve been in the
business long enough to know the price we see
for oil and gas today won't last forever. | hope
this industry does a better job in how it uses
money and creates value, in the future. One of
my pet peevesis that so much money has been
raised and then, wasted. | hope Wall Street will
be salective in whom it raises money for.

But we prefer to focus not on spending
money, but on investing money. Thet is one of
the problems I’ve had with the idea of acquir-
ing properties.

DRILLING BUDGETS

Investor How does your budget for 2000
compare with your budgets for 1999 and 19987
Lindahl For 1999, UPR’s capital budget is
$500 million, divided between $450 million in
development and $50 million for exploration.
For 2000, it's going to be around $700 million
total, with $600 million for devd opment and
$100 million for exploration. The second half
of this year we are operating about 20 rigs, ba-
scaly, in North America. Our budget of $700
million would operate about 50 rigs next year.
Kirchner The number of Unit wells will be
greater. In 1998, we drilled 68 wells, and we'll
probably only do about 50 in 1999. We're on
target to drill approximately 100 in 2000.
Korell The starting point for usis that we want
to live within our cash flow. Therefore, the like-
lihood is that Southwestern Energy will spend
$55- to $60 million in 2000, which is about
10% to 20% more than in 1999. We think we
can add vaue at this level. In 1999, we spent
$52 million and in 1998, about $50 million.
Harvey As of early October, Cheniere had
drilled four wells and had two discoveries for
the year. In 2000, we' re anticipating drilling 12
wildcat wells plus follow-up development
wells. Budget-wise, we will be somewhere be-
tween $5- to $20 million net to Cheniere. Until
jackup dayrates reach $35,000 to $40,000,
we're going to drill as many wells as we can.
Simpson |n terms of dollars, Cross Timbers
budget will increase by about a third from
somewhere around $90 million this year to
$120 million next year. In 1998, it was around
$80 million. That would be the exploitation
budget, not including acquisitions.

M&A PLANS

Investor Do you anticipate buying or selling
property in 20007

Korell The strategy at Southwestern Energy is
built around adding $1.20 to $1.30 of dis-
counted value for every dollar we spend on
drilling. M&A is not the main focus, although




we could acquire something opportunistic in
our focus areas, smilar to our recent $9.2-mil-
lion purchase of Permian Basin assets from
Petro-Quest, aprivate Midland firm.

We will also continue to clean up the more
mature or “low-end” part of our portfolio, pri-
marily at auction. At this stage, we prefer or-
ganic growth through the drill bit rather than
financia engineering.

Kirchner At Unit, we are congtantly reevau-
ating our portfolio, selling minor properties
from time to time. We are always looking for
acquigtions, athough we are not able to predict
the timing on those.

Harvey No, we won't be buying. | think the
market is overheated. Recognizing that thisisa
commodity business, my fear isthat if you win
the acquisition, you lose the economics. That's
why we stick to the exploration business where
we have control of the costs.

In the cycle we're in, the costs of goods and
services are ill depressed; however, the price
of the product is escalating, so we have awin-
dow of opportunity to capture prospects at
lower finding and developing codts. It will take
six to 12 months for service-company demand
to catch up. That is the window in which we
expect Cheniereto have its greatest growth.
Lindahl In the lagt 14 months, UPR sold $2
billion of assets, so anything going forward
right now would be just small, noncore divesti-
tures. From an acquisitions standpoint, we' ve
earmarked about $100 million of our $600-mil-
lion development capital budget for niche ac-
quisitions in our core areas. We re not in the
market to do any big M&A deals.

Simpson Cross Timbers has done about $500
million of acquisitions this year already, and |
would guess that next year we will do from
zero to that amount, depending on what’s avail-
able. We are in such good shape, asfar as hav-
ing ample opportunity already, that we don’t
need to do another acquisition. But if | see
something that really fits, I'll dways go after it.

We' ve always been active in acquiring from
the mgors, and the numbers | hear of coming
divestitures from the majors megamergers are
$10- to $15 hillion in properties. Within that,
there could be something that we want.

KEY PROJECTS

Investor What 2000 project will be most ac-
cretive to earnings?
Lindahl UPR has three projects that, if any one
works, could be very accretive. The first isa gas
discovery on our land grant in the Green River
Basin of southwest Wyoming. We drilled a hori-
zontal discovery this year that looks like it could
be very significant. In South Louisiana, we are
drilling three deep wildcats that each has large
reserve potertia. It could be very meaningful to
the company if any one of the three works.

In Guatemaa, we are going to drill a couple
of exploration oil wells that are each 50- to
100-million-barrel targets. They are very near

our pipeline. If they work, they would come on
production very quickly and add alot of accre-
tive valuein 2000.

Kirchner Probably the greatest leverage to
Unit would be increased rig utilization. We're
redly optimistic about that. On the production
side, we're primarily involved in low-risk
drilling prospects. As a result, there's not redly
one specific progpect that we focus on but ac-
quisitions could always change that picture.
Harvey Currently, Cheniere is reprocessing a
9,000-square-mile 3-D seismic database. That
data has been around for awhile but we are re-
processing it to see new things that couldn’t be
seen on the old data. We expect to generate a
number of drillable prospectsfrom this.

We ve dready started taking delivery, and

the initial comparative results—the before and
after—are striking in terms of what can be seen.
The prospects that we will generate using this
reprocessed data are going to provide the best
opportunities for us in terms of drilling and re-
turn on the drilling dollar.
Korell Southwestern Energy’s baanced port-
folio makes that hard to answer. Our low-risk
Arkoma properties give us predictable results
and steady cash flow. Our medium-risk Per-
mian Basin assets have been a big success for
us, and we' |l focus more dollars there in 2000.

The area that could have the biggest impact

will be the Gulf Coast region, where we' Il drill
eight exploration prospects by the end of the
first quarter. These expose us to 275 billion
cubic feet equivalent of net unrisked reserves,
versus the 350 Bcfe we have now. So, that's a
significant opportunity. One well isin Texas
state waters and the rest are onshore.
Simpson | think the one project that will be
on the forefront will be the Arkoma Basin,
where we spent $500 million. We bought about
120 million cubic feet of daily production, and
we continue to make that better. Our East
Texas and San Juan Basin properties that we
bought in the last two years will come more to
the forefront. Those three areas—East Texas,
San Juan and Arkoma—uwill be our highlights.

HIRING

Investor Will you be doing any hiring in
20007 If so, in what aress?

Harvey Yes, we plan on increasing our
drilling so Cheniere is hiring geologists, geo-
physicists, production engineers and accoun-
tants.

Kirchner Yes, we do anticipate we will be
hiring. Unit has 47 rigs and 32 of them are
working currently. As our rig utilization in-
creases, we will hire people to meet those re-
quirements. Also, as we grow the production
side of the business, we' re going to have to hire
some personnd. We are anticipating drilling a
lot more wells next year so that means more ge-
ologists, engineers and accountants.

Simpson Since we are growing, we will be a
net hirer. | would guess probably 5% to 10%

Energy’s Michael
Harvey says the
company is
adding to its
geoscience
department as
well as hiring
accountants.



“...The
numbers |
hear of
coming from
divestitures
from the
megamergers
are $10- to
$15 billion of
properties.
Within that,
there could be
something
that we want.”
Bob Simpson,
Cross Timbers
Qil Co.

Oil and Gas Investor asked what price deck
these companies are using for 2000 and
what their hedging strategies are.

UPR $17.50 a barrel for West Texas Inter-
mediate and $2.40 an Mcf for natural gas.
CEO George Lindahl says he is going to
layer in hedges in small increments using a
combination of floors and ceilings. For
2000, UPR has hedged about 20% for both
oil and gas.

Cross Timbers Stated performance goals
are based on $21 oil and $2.70 gas, but CEO
Bob Simpson says rate-of-return models are
built on lower prices, with expectations
pegged at 50% or better for exploitation pro-
jects. Cross Timbersis basically unhedged.
Unit Corp. $20 ail and $2.40 gas, although
CEO King Kirchner says projections change
often, given volatility in pricing. Unit does
minor hedging and usudly only short-term.

AT WHAT PRICE GLORY?

Southwestern Energy $18 for oil and
$2.30 for gas is the company’s base case,
which may be conservative, but CEO Harold
Korell says he would rather have some up-
sde and not have to retrench like other com-
paniesdid in early 1999.

Southwestern Energy took advantage of

high August prices to hedge about half of its
summer production, compared with about a
quarter of production hedged in the first and
fourth quarters.
Cheniere Energy $21 oil and $2.70 gas,
based on the futures market 12-month strip
price. Cheniere’s production started in
September 1999. CEO Michael Harvey ex-
pectsto hedge 40% of production commenc-
ing the first of 2000.

Note: All price decks and hedging strate -
giesin effect as of early October 1999.

personnel growth, given the properties we own
today. We will hire across the board in profes-
siona skills, engineering, accounting and re-
lated support staff. | think we have the field
people. We've absorbed people with the acqui-
sitions, and it ripples upward once we buy
something.

Lindahl Yes, UPR will hireon avery selective
basis to fill certain needs or fill attrition, obvi-
ously, but we think the organization is pretty
much right-sized today. We had a 23% reduc-
tion in our workforce in 1999, and that was
somewhat related to the downturn, but it was
more related to the Norcen Energy Resources
acquisition last year. Norcen brought us Canada
and L atin America where we really had no peo-
ple. So going forward, we are going to be
spending money in Canada and Latin America,
and we didn’'t need as many people domesti-
cally aswe had.

Korell You may remember Southwestern En-
ergy totaly rebuilt its E& P business from top to
bottom in 1998, so we basically have a new en-
gine under the hood. If there is any additional
hiring, it will be minimal, such as for one spe-
cific podtion. | fedl we' re positioned to go with
the staff we have.

PUBLIC MARKETS

Investor Do you anticipate going to public
markets for money in 20007

Simpson Y es, we probably will. We' ve done
aroyalty trust in 1999 called the Hugoton Roy-
alty Trust, and we raised about $150 million
there. | would look, given our current financial
structure, to raise between $150 million and
$200 million in the next 18 months. We prefer
equity but not at current prices so we are wait-
ing on that situation.

We got enough properties bought ahead of
the crowd. W€ ve got our financing arranged in
away where we can be patient on placing the
equity. | need the equity to be 50% higher than
where it is now before it makes sense. We will
be accessing that market, and | think it will be
the first or second quarter of 2000.

Lindahl No, unless the mgors divest some-
thingin UPR’s backyard in Texas, Canadaorin
the Rockies. That would be the exception
where we could possibly go to the public mar-
kets to help finance that type of ded. But out-
side of that, no, we don’t have plansto go to the
public markets.

Korell Southwestern Energy wants to take ad-
vantage of the prospect-generating machine
we' ve created and focus on drilling, which, as|
said, will be funded on cash flow. We don’t
want to get ahead of ourselves. As we move
dong and prove our strategy, there may be a
time when we go to the market but historically,
we' ve not accessed the public markets in the
past, so we want to be careful if and when we
do. Outside the possibility of a large acquisi-
tion, we don’t have plans for anything cur-
rently, especially in the debt markets.
Kirchner We just finished an equity transac-
tion. We bought all of Parker Drilling Co.’s
Lower 48 land drilling fleet for $40 million in
cash and a million shares of common stock.
Unit completed a $53-million equity offering to
fund the cash portion of the transaction. We
probably will not go to the public markets in
2000 unless we complete another significant
acquisition.

Harvey Yes, next year, we'll probably raise
additional money. We expect to raise capital in
the fourth quarter of 1999, using a private
placement of convertible preferred stock and
also a private placement of convertible debt. []



