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Letter to Shareholders

Dear Fellow Shareholders: 2007 was the best
year in Devon’s 20-year history as a public
company. We increased oil and natural gas
production 12% to 224 million oil-equivalent
barrels. This production growth, coupled
with robust oil and natural gas prices, drove
earnings and cash flow to the highest levels
ever. Net earnings reached a record $3.6
billion, or $8.00 per diluted share, and cash
flow from operations climbed to $6.7 billion.

). Larry Nichols

During 2007, we also executed the
largest drilling program in the company’s
history with excellent results, We drilled
2,395 successful oil and natural gas wells,
adding almost 400 million equivalent
barrels of new reserves at very attrac-
tive inding and development costs. This
drove year-end proved oil and natural gas
reserves to an all-time high of 2.5 billion
oil-equivalent barrels.

We also achieved first production in
2007 on three impertant long-term proj-
ects: our Jackfish thermal oil sands project,
our Merganser gas field in the deepwater
Gulf of Mexico and our Polvo oil develop-
ment in Brazil's Campos Basin. In addition,
we sanctioned for development our first
project in the deepwater Gulf of Mexico's
Lower Tertiary trend. Yes, Devon's 2007
performance was outstanding on all fronts.

Committed to Results

Devon's 2007 growth reflects produc-
tion increases from each of our geographic
segments: the United States, Canada and
International. In the United States, Devon
continued its reign as the undisputed leader
in North America's flagship gas resource
play, the Barnett Shale. Our extensive expe-
rience base and technological advances are
allowing us to drill wells more quickly and to
increase per well recoveries. in 2007, only
four years after Devon pioneered horizontal
drilling in the play, we drilled our 1,000th
horizontal Barnett well. During the year, we
increased Devon's share of Barnett produc-
tion by more than one third to 950 million
cubic feet equivalent per day. Furthermore,
we now expect to reach a production goal
for the Barnett of one billion cubic feet
of gas equivalent per day in mid-2008, 18
months ahead of schedule.

As first mover in the Barnett, we estab-
lished the best acreage position in the play,
by far. We have thousands of future drilling
locations in the best areas of the field, and
we acquired this position at a fraction of the
cost of the late-comers. As a result, Devon's
returns in the Barnett are far superior to
that of the competition. Furthermore, we
are positioned for continued growth in the
Barnett Shale for many years to come.

The Barnett Shale is only one of several
key onshore areas in the United States.

At Carthage in east Texas, we increased
production by 19% in the fourth quarter of
2007 to 277 million cubic feet equivalent
per day. In Oklahoma, we are applying our
Barnett Shale experience to the Woodford
Shale play. In the Rocky Mountains, we con-
tinue active development programs in the
Washakie and Powder River Basin areas in
Wyoming and at Bear Paw in Montana,

Alberta's provincial government rocked
the oil and gas industry in 2007 when it
announced plans to increase the govern-
ment's royalty take from energy producers.
The rule changes are complex and impact
different types of oil and gas production
to varying degrees. As a result, Deven has
reallocated some capital from Alberta to
competing projects with more attractive
returns elsewhere in Canada and in the
United States. Fortunately, the economic
impact of the royalty changes on two of our
more significant areas of current investment
in Alberta, Jackfish and Lloydminster, will be
minimal.



tn the fourth quarter of 2007, we com-
pleted construction of our 100%-owned
Jackfish thermal oil sands project. With
construction finished, we are injecting
steam underground and oil is flowing to the
surface. We expect production from Jack-
fish to climb gradually to a peak of 35,000
barrels per day and to continue producing
at that rate for more than 20 years. We also
expect to sanction a second 35,000 barrel
per day project, Jackfish 2, in 2008.

Southeast of Jackfish, in the Lloydmin-
ster area, we drilled 429 wells in 2007. This
enabled us to increase production by 40
percent to 33,500 equivalent barrels per
day. We expect to drill a similar number of
wells at Lioydminster in 2008.

Committed to the Future

Devon's dependable and repeatable
development projects underpin the pro-
duction growth that we delivered in 2007
and expect to deliver in 2008. However, to
ensure sustainable growth, the pipeline of
development projects must be continually
filled. To that end, we are committed to
restocking our inventory of development
projects through high-impact exploration.

Nothing better demonstrates Devon’s
long-term commitment and the promise it
holds than our projects in the deepwater
Lower Tertiary trend in the Gulf of Mexico.
We drilled our first well in this emerging
resource in 2002. And while we do not
expect to produce our first barrel from the
play until 2010, the potential of the prize
more than justifies the wait.

Since 2002, we have made four sig-
nificant discoveries in the deepwater Lower
Tertiary. Devon's share of these four dis-
coveries could be as much as 900 million
barrels of oil. And this is just the beginning.
As one of the first participants in the play,
Devon was able to establish an extensive
acreage position and gain considerable
experience. We have a deep inventory of

Devon increased net earnings to a record $8.00
per diluted share and cash flow to a record $6.7
billion in 2007. This enabled the company to fund
its largest-ever exploration and development
capital budget of $5.9 billion,

Lower Tertiary drilling prospects that will
enable us to continue exploring the trend
throughout the next decade.

Cascade, the first of Devon's four
Lower Tertiary discoveries, is now entering
the development phase. We are also mov-
ing closer to development decisions on
the other three Lower Tertiary discoveries:
Jack, St. Malo and Kaskida. We conducted
appraisal drilling operations on each of
these projects in 2007 and have more wells
planned for 2008. We anticipate complet-
ing development plans within the next two
years for Jack and St. Male.

Devon's balanced portfolic of near-
term, predictable development projects
backed by high-impact, long-term explora-
tion uniquely positions the company for
lasting success. In a world where oil and
natural gas are increasingly scarce com-
modities, we are well positioned to help
satisfy the demand and reap the rewards.

Commitment Runs Deep

We say farewell to a member of our
senior management team this year. Marian
Moon, senior vice president of administra-
tion, is retiring after a 24-year career with
Devon. | deeply appreciate Marian's years
of service and her significant contribution
to Devon's success. We will miss her and
wish her the very best.

Devon could not have achieved the
growth and success we have enjoyed with-
out the commitment of our employees. The
company was recently named to FORTUNE
magazine’s list of the “100 Best Companies
to Work for.” We congratulate each and
every member of our team for their contri-
butions to creating the culture that earned
this elite recognition.

The theme of this annual report, Com-
mitment Runs Deep, reflects our culture
and the promise that Devon has made to
our stakeholders. This promise is our com-
mitment to continuous improvement and
delivering positive results. It is our commit-
ment to respect the environment and to
improve the communities in which we live
and work. Most importantly, it is our com-
mitment to treat everyone with honesty,
fairness and respect. | am extremely proud
of how Devon's employees are delivering
on this promise. In the following pages we
will share with you some examples of the
depth of Devon's commitment.

/207///,;/4

J. Larry Nichols
Chairman and Chief Executive Officer
March 20, 2008
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Management responds to investor questions

Devon plans to utilize a floating
production, storage and offloading
vessel (FPSQO) to develop the
Cascade project in the Gulf of
Mexico. What are the reasons for
that decision?

There are several reasons for
selecting an FPSO for our first Lower
Tertiary development project. One is
the lack of oil pipeline infrastructure
in the vicinity of Cascade. The Cascade
prospect is in more than 8,000 feet of
water and 130 miles from shore. Shuttle
tankers will transport oil from the
Cascade FPSO to Guif Coast refineries.
Using an FPSO with shuttle tankers
will also allow us to develop the project
more quickly than if we were to design,
construct and install more permanent
facilities.

Another advantage of an FPSO is
scalability. Initially, we plan to drill and
produce two wells at Cascade. We will
monitor and measure the performance
of those initial wells as we learn more
about the characteristics of the cil
reservoir and optimize the number of
wells necessary to fully develop the field.
This approach will allow us to praceed at
a measured pace and increase the scale
of the project as our understanding of
the reservoir increases. Additionally, by
leasing the FPSO and shuitle tankers

we will limit our capital investment in
the early stages of the project. Although
this will be the first FPSO utilized in

U.S. waters, the technology has been
extensively tested in offshore basins in
other parts of the world. Our partner in
Cascade, Petrobras, is a world leader in
the use of FPSOs,

Some exploration and production
companies have purchased drilling
rigs and entered into other non-
core businesses. Does Devon plan to
do the same?

There has been a tendency in
our industry for some competitors to
venture into anciltary businesses, such
as owning drilling rigs. This has typically
been when prices for oil field services,
such as drilling, were on the rise.
Experience tells us, however, that as the
forces of supply and demand for those
services adjust, prices come back down.
Consequently, the economic advantage
of entering a non-core business can
disappear abruptly.

Devoen is principally an exploration
and production company. This means
that we search for new oil and natural
gas reserves and produce and market
those reserves. Although drilling is
necessary to our operations, it is not
a core business. We hire specialists
because that is what they do best. We
have no plans to diversify into any oil
field service businesses.

Devon has not made a major
corporate acquisition since 2003,
Why not?

Between 1998 and 2003, Devon
completed six progressively larger
transactions that totaled more than
522 billion. Why did we stop in 2003?
Because reinvestment opportunities
within our existing property portfolio
were superior to those available through
large-scale corporate acquisitions.

That does not mean, however, that we
abandoned the acquisitions market
completely. In 2006, we acquired
properties in the Barnett Shale field at a
cost of about $2 billion. That transaction
enabled us to significantly increase our
leadership position in the Barnett Shale,

Today, the investment opportunities
we have available through drilling and
repurchasing Devon shares continue
to be better than the opportunities
avaifable through large-scale
acquisitions. Will we ever do another
corporate acquisition? That is hard to
say because economic conditions and
opportunities constantly change, But
for now, Devon has a strong, growing
asset base, with many thousands of
potential locations available for drilling.
Acquisitions are not necessary for us to
enjoy a healthy growth profile.



Why did you decide against forming
a publicly-traded master limited
partnership?

Devon announced in July 2007 that
we planned to form a master limited
partnership (MLP) that would own a
minority interest in our marketing and
midstreamn business. A stated reason
for the planned transaction was to
enable the securities markets to place
an independent value on Devon’s
marketing and midstream operations.
We believed that this segment of our
business, which generated more than
500 million of operating profit for
Devon in 2007, was not fully reflected in
the price of our common stock.

At the time we announced our
plans for an MLP, the market for yield-
driven investments was very receptive.
During the second half of 2007, world
credit markets were beset by a cascade
of bad news and the MLP market
deteriorated considerably. This led us to
withdraw Devon’s prospective offering.
Whether or not we reconsider forming
an MLP will depend largely upon
how the market for such investments
rebounds in the future,

What led to your decision to divest
your operations in Africa?

We reached the decision to
exit after evaluating the relative
risks and rewards of making further
investments in Africa versus competing
opportunities. We weighed several
factors including geopolitical risks,
fiscal terms and proximity to markets.
We also found it difficult to secure
a competitive advantage over large,
national oil companies in acquiring
the best exploration opportunities in
this part of the world. The national oil
companies, often backed by foreign
governments, can offer incentives to the
host countries that we cannot match.

Ultimately, the decision hinged
on the allocation of resources — both
capital and people. We concluded that
Devon could deploy our resources more
efficientty and effectively elsewhere.
This includes the Lower Tertiary trend
in the Gulf of Mexico, the oil sands in
Canada and exploration prospects in
Brazil and China.

With many employees in your
industry nearing retirement age,
what is Devon doing to attract and
retain talent?

Hiring and retaining a skilled
workforce is, and will continue to be,
a challenge ta the energy industry as
experienced employees retire. Past
periods of low commodity prices and
underinvestment caused many to leave
oil and gas jobs and reduced the number
of college students choosing petroleum-
related careers. Devon is attempting
to reverse this situation in several
ways. One is by lending our support
to universities that train petroleum
professionals. Another is by aggressively
recruiting on college campuses and
offering attractive internship programs
to students pursuing oil and gas careers.
We are also devising compensation
and benefit programs with features
attractive to both young people entering
the workforce and to older, established
employees. Devon recently won the
attention of the national business
press by offering alternative retirement
savings plans that address the concerns
of employees at all stages of their
careers. We are also considering other
options that could entice experienced
professionals to extend their careers
as they transition into retirement. Qur
goal is for Devon to be among the most
desirable employers in our industry. Qur
recognition in 2008 as one of FORTUNE
magazine’s “100 Best Companies
to Work for” indicates that we are
succeeding in that pursuit.



Five-Year Highlights

LASTYEAR ¥

YEAR ENDED DECEMBER 31, 2003 2004 2005 2006 2007 CHANGE
Financial Data @ (Millions, except per share data)
Total revenues $ 6,962 8,549 10,027 9,767 11362 16%
Total expenses and other income, net @ 4,792 5,490 5,649 6,157 7,138 15%
Earnings before income taxes 2,170 3,059 4378 3,570 4,224 18%
Total income tax expense 453 870 1481 936 1,078 15%
Earnings from continuing operations 1,717 2,089 2,897 2,634 3,146 19%
Earnings from discontinued operations 14 97 33 212 460 118%
Cumulative effect of change in accounting principle 16 - - — - N/M
Net earnings 1,747 2,186 2,930 2,346 3,606 27%
Preferred stock dividends 10 10 10 10 10 —
Net earnings applicable to common stackholders $ 1,737 2,176 2,920 2,836 3,596 27%
Net earnings per share:
Basic $ 416 451 6.38 6.42 8.08 26%
Diluted $ 4.04 4.38 6.26 6.34 3.00 26%
Weighted average commaon shares cutstanding:
Basic 417 482 458 442 445 1%
Diluted 433 499 470 448 450 1%
Net cash provided by operating activities $ 3,768 4,816 5,612 5,993 6,651 11%
Cash dividends per commeon share $ 0.1¢ 0.20 0.30 0.45 0.56 24%
Closing common share price ) 28.63 39.03 62.54 67.08 88.91 33%
LAST YEAR
DECEMBER 31, 2003 2004 2005 2006 2007 CHANGE
Total assets 4 27,162 30,025 30,273 35,063 41,456 189%
Debentures exchangeable into shares of
Chevron Corporation comman stock @ $ 677 692 709 727 641 (12%)
Other long-term debt 5 7,903 6,339 5,248 4,341 6,283 30%
Stockholders’ equity $ 11,056 13,674 14,862 17,442 22,006 26w
Working capital (deficit) $ 293 772 1,272 (1,433) 257 N/M
LAST YEAR
YEAR ENDED DECEMBER 21, 2003 2004 2005 2006 2007 CHANGE
Property Data @
Proved reserves (Net of royalties)
Oil {(MMBbls) 530 484 555 634 677 7%
Gas (Bcf) 1217 7.385 7.192 8259 8,594 9%
NGLs (MMBbls) 209 232 246 275 321 16%
Oil, Gas and NGLs (MMBoe) 1,941 1,946 2,000 2,286 2,496 9%
Production {Net of royalties)
Qil (MMBbls) 47 54 46 42 55 29%
Gas (Bcf) 858 333 219 308 863 T
NGLs (MMBbls) 22 24 24 23 26 109
Oil, Gas and NGLs (MMBoe) 211 225 206 200 224 129%

(1) The years 2003 through 2007 exclude results from operations in Africa that were discontinued in 2006 and 2G07. Revenues, expenses and production in 2003 include anly eight and one-fourth months

attributable to the Ocean merger, All periods have been adjusted to reflect the two-for-one stock split that occurred on November 15, 2004.

2 Includes cther income, which is netted against other expenses.

(3) Devon owns 142 million shares of Chevron Corporation comman stock, The majority of these shares are on deposit with an exchange agent for possible exchange for $652 million principal amount

of exchangeable debentures.

{4) Al percentage changes in this table are based on actual figures and not the rounded numbers shown.

N/M  Not a meaningful number.




You can tell a lot about a company by looking at
what it values. At Devon, we invest in the long-
term prosperity of our business, our people, our
communities and the environment. We invest in
the technology that drives our industry amid the
world's growing demand for energy.

Our commitment runs even deeper than our
financial resources. We invest our creativity, our
talent and our passion. We invest ourselves in
the promise to continually improve as an oil and
natural gas producer, to be a good neighbor and
to respect the environment.

Within this year's annual report you will read
about projects that push the limits of innovation.
You will learn about our work to conserve water
and reduce greenhouse gas emissions, and you
will see how we give back. Throughout the pages
of our report, you will see what Devon values,
and you will understand our commitment.

Commitment Runs Deep




Being a good neighbor
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The skating rink Devon helped to
build is a popular winter gathering
place for Austin Deranger and other
local children in Conklin, Alberta.

“Our new skating rink has been good for Conklin.

My boys, 13-year-old Erwin and 11-year-old Dakota, play
hockey there every chance they get. They go right after
school and stay until dark. We recently got electricity and
heat in the warm-up shack so now the kids will be able to
use it more, especially when it is so cold outside. Before
we had the rink, there was not much else for kids to do
outside except ride their all-terrain vehicles. Devon's
skating rink project demonstrates how a company can be
a good neighbor and benefit an entire community.”

Ernie Desjarlals
Resident of Conklin, Alberta

Before Devon helped Conklin, Alberta, build an ice skating rink and
warming hut, local children in this community near Devon's Jackfish
facilities had few places to go for fun. Today, the rink is a hub of activity
and has become a frequent location for physical education classes for a

nearby school.

Last winter, our employees held a skate drive for local children and
families. The drive exceeded our expectations, and we provided a pair of
skates for nearly everyone in the community. Several of our employees
also volunteer their time to teach children and families to skate and play

hockey.

We strive to be a good neighbor in every area where we operate.
Projects such as the ice rink and warming hut in Conklin are examples of
our commitment to enhancing the communities where we live and work.
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It’s about giving back

We are dedicated to community
involvement and improving the quality
of life in the places we work. We take
pride in Devon and the company’s
accomplishments as a profitable energy
producer, and we take heart in our role
as a good neighbor. We are defined by
the character of our employees, who
give their time, money, leadership and
compassion to help others.

Community Involvement

Community involvement is a
cornerstone of Devon. We look for ways
to support our neighbors, strengthen
our schools and promote stability
through support of cultural initiatives
and civic projects.

In 2007, our employees devoted
their time and energy to help low-
income families achieve the dream
of home ownership through the
Habitat for Humanity initiative. This
nonprofit organization is dedicated
to helping people purchase simple,
affordable homes built from the
ground up through the love and labor

of volunteers. More than 100 of our
employees contributed to the effort
through a home project in Houston.
Over five days, Devon geologists,
engineers, accountants, administrators
and others worked side by side to build
a home for a family with two young
children. In north Texas, employees
weathered the summer heat to help
construct exterior and interior walls
and frame the roof of the first Habitat
for Humanity home in Wise County.

Helping those fess fortunate is
a common occurrence at Devon. In
Oklahoma City, employees supported
the Regional Food Bank of Oklahoma
by donating more than 8,500 pounds
of food and $60,500 in 2007. And, in
Canada, employees loaded the Calgary
Inter-Faith Food Bank with 12,250
pounds of donated focd they collected
in a mere four days.

Our employees throughout North
America play a huge role each year
in the success of the companywide
United Way campaign. Employees
in Oklahoma City, Houston, Calgary,
Bridgeport, Texas, and field offices
across North America gave a record
$3.9 million in 2007 to help the United
Way fund health and human services
erganizations in our communities.




Strengthening Quality of Life
Of Devon’s many community
commitments, none is more important

and rewarding than supporting youth
and educational opportunities. Devon
has established successful partnerships
with inner-city, multicultural
efementary schools in Oklahoma
City and Houston. More than 300
employees serve as tutors and role
models, committing more than 7,500
hours to make a difference in the lives
of children. Taking time to educate the
next generation has also inspired Devon
to contribute more than $3 million in
2007 to help fund college scholarships,
supptement educational programs and
support other projects at colleges and
universities.

We also support emergency
response organizations through
a number of local commitments.
The company made a lead gift of
$200,000 to support a new police and
firefighters’ memorial in Fort Worth,
Texas. Our company also responded to
a community need at the Eaglesham
Fire Department in Alberta, Canada,
by donating a vehicle to aid its

Randy Neal, a supervisor in
Bridgeport, Texas, helps build a
Habitat for Humanity home.

Mark Twain Elementary student
Whitney Honea enjoys a day at
Devon. More than 250 Oklahoma
City employees spend an hour
each week tutoring and mentoring
students at Mark Twain.

rescue operations. Animals, too, have
played a role in how we help improve
communities. We have provided four
dogs trained for substance detection,
tracking and personal protection to
area sheriff's departments to serve and
protect their respective communities.
Being a good neighbor is a core
Devon value. Improving the natural
environment is one of the ways Devon's
employees demonstrate this value
in their communities. Employees in
Canada joined with students, industry
partners and community members
during the 2007 Energy in Action
program to plant trees, haul mulch and
water shrubs. Energy in Action is an
initiative focused on the environment
that brings together the petroleum
industry and communities. From mid-
September to early October, Devon
joined other member companies of the

Canadian Association of Petroleum
Producers to participate in Energy in
Action activities in 13 communities
across Canada. Devon also supports an
organization in Rio de Janeiro, Brazil,
that works with local fishing villages
to foster environmental education and
help protect the environment.

11



Recognizing the essentials

not waiting for regulatory mandates or new research. Perhaps more
important than the discussions taking place on the Capitol steps are the
steps we can take to address the matter.

Part of being a good neighbor is respecting the environment and
being aware of what we can do to reduce our impact. Because we
recognize climate change is an issue of widespread public concern, we
have developed a comprehensive program for reducing emissions of
greenhouse gases such as methane and carbon dioxide.

We believe reducing emissions is not only the right thing to do for
the environment but also benefits our business. By reducing methane
emissions, we keep more gas in the pipeline and available for sale. For
example, in 2006, our reduction program accounted for eight billion
cubic feet of natural gas. By keeping that volume of gas in the pipeline,
we increased our revenue by nearly $50 million.

In the age of greenhouse gas awareness and climate change, we are i
\
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“We got involved in reducing our greenhouse gas emissions several years ago
when we joined the Environmental Protection Agency's Natural Gas STAR
program. Since then, we have been installing special equipment and taking
other steps to reduce methane and carbon dioxide emissions. It's a program
that benefits more than the environment. We are also saving money by keeping
more gas in the pipeline, and we are creating a safer place to work. They ali go
hand in hand. Reducing greenhouse gas emissions is just the result of doing the
right thing.”

. A

Don Mayberry
Devon Production Superintendent
Artesia, New Mexico

13
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Clean air and pure water

You may know us as one of the top energy
producers in the United States. You may
also know us as a leader in the Gulf of
Mexico’s deep water, the oil sands of
Alberta or the shale of north Texas. But
there is another side to Devon you may not
readily see in our financial statements or in
our presentations to Wall Street.

The work we do to protect the
environment, to preserve our natural
resources and to ensure the safety of
our employees is a fundamental part
of our culture. We consistently look for
new and innovative ways to reduce our
impact on the environment.




Emissions Inventory

Since 1990, we have been reducing
our greenhouse gas emissions through
a growing number of new technologies
and innovations. We have spread our
efforts across the United States and
Canada, surpassing mitestones and
winning recognition from industry
and government partnerships. We
reached another important stage of
our program in 2007 with development
of a monitoring system that allows us
to track methane and carbon dioxide
emissions from production facilities
companywide.

The inventory is a useful tool
in our ongoing effort to cut carbon
dioxide emissions and to keep methane
in the pipeline and available for sale,
Using this system, we can evaluate our
operations and identify opportunities
for reductions. With this information
we can determine the most effective
locations to deploy emissions reduction
technologies such as the installation of
vapor recovery units on tank batteries,
or the use of modern, low emission
valves at well sites, pipelines and
compressor stations.

In 2007, we inventoried our annual
carbon dioxide emissions from Devon's
U.5. operations. Factored against
production, our emissions intensity
was at or below that of other large
North American oil and natural gas
producers. Through the inventory we
can document reduction in emissions
intensity, track our progress, set goals
and disclose results to stakeholders.

As concern over climate change
issues continues to build, we expect
ongoing progress and believe our
inventory gives us a solid foundation
from which to measure future progress.

Water Recycling

Part of what we do as an
environmental steward is look for
opportunities to conserve our natural
resources. Our pioneering effort to
recycle water in north Texas is an
example of how innovation can benefit
the environment and surrounding
communities.

The Barnett Shale surrounding Fort
Worth is the fastest-growing natural
gas field in the nation, producing more
than three billion cubic feet of gas
per day from a geological formation
that extends over 5,000 square miles,
However, shale gas is an unconventional
resource requiring large amounts of
fresh water to stimulate production.

In 2005, we began a recycling
program to reclaim water used to
stimulate our natural gas wells. We use
heat to vaporize waste water recovered
from the wells, then condense the
steam into distilled water to be reused
in other well stimulation projects. Since
establishing the program, we have
recycled more than five million barrels
of water.

Each year, the volume of water
we recycle grows. Our program began
with two recycling units in 2005. Today
the recycling effort has expanded to
nine units in the Barnett. The units
operate around the clock and each one
processes more than 2,500 barrels of
water a day.

While we are excited about
pioneering water recycling in the
Barnett Shale, we are not finished. We
continue to enhance the efficiency and
economics of recycling to establish new
opportunities in other areas where we
operate.

We have recycled more than five million barrels
of water utilizing units such as this in the Barnett
Shale field in north Texas.

15
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Everyday energy

Gasoline fuels our cars and natural gas
heats our homes, but have you ever
wondered what life would be like without
the countless products derived from oil and
natural gas? In our modern world, we have
come to enjoy and expect a certain quality
of life that is sustained by everyday things
made from these natural resources.

Think about a typical weekday.
You brush your teeth, shower, put on
makeup or shave before heading off
to work. Without petroleum-based
products, you would not have the
toothbrush, toothpaste, mouthwash,
shampoo, mascara, lipstick, shaving
foam or razor for your morning routine.
If your eyesight is poor, you could not
rely on contact lenses or eyeglasses to
sharpen your vision. You would even
miss your daily multi-vitamin.

How is petroleum made into so
many everyday products? After oil is
brought to the surface, it is refined
and broken into compounds known as
fractions. Different fractions are blended
to make a variety of raw materials used
in manufacturing. These raw materials
provide the basic building blocks for a
wide variety of items we use every day.

In the kitchen, your coffee pot,
drinking cups, egg cartons and cooking
utensils are likely made from petroleum
products. Refrigerator shelves, dish
sponges, trash bags and non-stick
pans are also derived from petreleum
products.

As you drive or ride the bus to
work, do you realize the dashboard,
upholstery, windshield wipers, brake
fluid and sun visors in the vehicle are
also derived from oil and natural gas?
Even the asphalt roads we drive on are
made from petroleum products.

When you arrive at work, you
may log on to a computer to check e-
mails, dial your voice mail and jot down
messages or daily tasks. Computers,
memory chips, telephones, ballpaint
pens and ink are made from petroleum
products. So are calculators, correction
fluid, copy machines, printer cartridges
and waste baskets. Even the building
itself - from the linoleum floors and

laminate countertops to the ceiling tiles
and roof shingles - contains a host of
petroleumn-based products.

If you stop to visit a loved one at
the hospital on your way home from
work, you probably encounter countless
petroleum-based products without
notice. Even advanced medical devices
such as artificial hearts, prosthetic limbs
and hearing aids are made from oil and
natural gas products. Anesthetics used
to sedate surgery patients and cortisone
used to treat arthritis and allergies are
also made from petroleum products.

Home again at the end of the
day, families depend on baby bottles,
disposable diapers, pacifiers, teething
rings and stuffed animals when raising
their young children. Each of these is
made from petroleum products. After
school your child may attend a dance
class or participate in sports. Without
petroleum products, clothing and
equipment from ballet tights to soccer
balls, footballs, tennis rackets, diving
boards and swim goggles would not




exist as we know them today. Your
artistic child might not have oil paints
and brushes and your musictan might
not have her instrument or guitar
strings.

By the end of the day you are
probably looking forward to the
weekend when you can enjoy a game of
golf, ride your bicycle or go for a long
run. Golf balls, light-weight bicycles and
the rubber soles on your sneakers are all
made from oil and natural gas products.

But for now, you crawl into bed,
cozy up with pillows and blankets
made from petroleum products and fall
asleep, only to wake up to your digital
alarm clock - also made from petroleum
preducts - and start all over again.

Products Made From Oil and Natural Gas

air tanks

air canditioners
airplane parts
ammonia
anesthetics
antifreeze
antshistarmines
antiseptics
artificial limbs
artificial hearts
artificial turf
asphalt

aspirin
automobile parts
awnings
badminton birdies
ball paint pens
balfoons
bandages
baseboards
bath tubs

beach umbrellas
beach balls
bedspreads
bicycle tires
blankets
blenders

toard game parts
boats

brooms

bubble gum
bug spray
bumpers
buttons

cable housings
camera bags
cameras
candles

candy oils
candy paraffin
car enamel

car battery cases
car sound insulation
car polish
carbon black
carpet sweepers
carpets
cassettes
caulking

ceiling tiles
charcoal lighters

chewing gum
child car seats
cleaning fluid
clotheslines
clothing
coffeemakers
celd cream
combs
compact discs
computer chips
computer disks
computers
cortisone
counter tops
crayons

credit cards
curtains
dashboards
denture adhesives
dentures
deodorant
detergents
dice

digital clocks
dishwashing liquid
disposable lighters
dolls

doormats

dry cleaning fluid
dyes
earphones
electric razors
electrical tape
enamel

epoxy paint
eye shadow
eyeplasses
fabric softener
fabric dye

fan belts
faucet washers
fencing
fertilizers
fberglass
filters

fishing boots
fishing rods
fishing luras
flashlights
flavaring

flea collars

floor wax
flower pots
foam rubber
folding doors
food preservatives
food packaging
footballs
{aminate counter tops
furniture polish
garment bags
gaseline
glue
glycerin
golf balls
golf bags
grease
Euitar strings
air cuslers
hair permanents
hair brushes
hair dye
hair dryers
hand lation
hearing aids
heart valves
helmets
hoses
house paint
hydraulic fluid
hydrochleric acid
hydrogen peraxide
ice buckets
ice chests
ice cube trays
ink
inner tubes
insect repellant
insecticides
insulation
jet fuel
erasene
kitchen utensils
lacquers
latex paint
laundry baskets
life jackets
light housings
lighter fluid
linoleum
lipstick
livestock feed

loudspeakers
lubricants
luggage

lunch boxes
makeup cases
mascara
matches
mattress covers
medicines
microphones
model cars
mops

mator il
matorcycle helmets
mouthwash
mavie film

nail polish

nail polish cemover
newspaper ink
nylon fabric
nylon rope

oil filters

oils

outboard maters
outlet cavers
paint rollers
paint brushes
paints

pan handles
panty hose
parachutes.

peat moss
percolators
perfumes
permanent-press
pet kennels
petraleum jelly
phonegraph records
photo hlm
pholDEraphs
piana efys
picture frames
pillows

ping pong paddles
plant hormones
planters

plastic bags
plastic furniture
plastic dishes
plastic wrap
plexiglass

SQURCE: Independent Petroleum Association of Mountain States (IPAMS)

plumbing fixtures
plywocd adhesive
polar fleece
purses

putty

rain gutters
raincoats

rayon fabric
razors
recorders
recycling bins
reflectars
refrigerants
refrigerators
resins
rellerblades
roofing

rubber gloves
rubber cement
rubbing alcohel
saccharin

sa?ks |

safety glass
Salady tongs
salad bowls
sandwich bags
satellite parts
sedatives
shampoo
shaving cream
shingles

shoe palish
shoe sales
shoelaces
shoes
shopping bags
shower doors
shower curtains
ski goggles

ski clathing
skis

slacks

slip covers
sneakers

soap dishes
scaps

soft contact lenses
solvents

sports helmets
sports pads
sports car bodies

stretch pants
strollers
styrofoam

sulfa drugs
sunglasses
sweaters |
swim goggles
synthetic rubber
T-shirt transfers
tape recorders
telephones
tennis balls
tennis rackets
tent pegs

tents

textiles

tires

toasters

toilet seats

tool racks

tool boxes
toothbrushes
toothpaste

tays
transformer pads
trash bags

tubin

TV cabinets
typewriter ribbons
umbrellas
uniforms
upholstery
vacuum bottles
vapaorizers
varnish
videotape

vinyl

vitamin capsules
vitaming
volleyballs

watch bands
water pipes
wheelbarraws
window frames
wind sails
windshield wipers
wire coating
yarn

zippers
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Devon is the largest gas producer
in Texas. In 2007, we drilled 539
wells in the prolific Barnett Shale
in north Texas.

“l was born in Fort Worth and have spent my entire career
in north Texas. As a businessman, it has always been
important to look for opportunities to give back to my
community. Good business means being a good neighbor.
I saw Devon demonstrate that philosophy first hand
while working on a recent drilling project on my property.
They responded quickly and effectively when adjacent
residents expressed concern about noise and truck trafhc.
Devon used ingenuity, compromise and creativity to
accommodate the residents. As a result, two wells were

successfully drilled on my property. But the best part was ~ Holt Hickman
Businessman and land cwner

that the neighbors were no longer concerned about trucks  ror: worth, Texas
or noise.”

Sometimes a new application of an old idea is all it takes to achieve a
modern technological breakthrough. That is what happened at Devon in
2002. The old idea was horizontal drilling, and the result was a new era
for natural gas production from shale.

Devon applied horizontal drilling technology to the Barnett Shale
following the company's acquisition of Mitchell Energy in 2002 and in
2007 drilled its 1,000th horizontal well. Prior to its acquisition, Mitchell’s
activities in the Barnett had been confined to vertical drilling in a
relatively small area with the most favorable geological characteristics.
Following the acquisition, we began experimenting with horizontal
drilling as a way to overcome geological challenges.

The pilot program showed encouraging results. By 2004, we expanded
our horizontal drilling program beyond the core to the Barnett’s more
complex areas. Horizontal drilling was the key that opened expansion
in the Barnett, and it remains a key to future expansion into shale plays
across North America.
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Developing our full potential

Success for an exploration and production
company can be measured in two important
ways: by how much oil and natural gas we
profitably produce today and tomorrow.
Devon excelled in 2007 by both measures.
On an oil-equivalent basis, we increased
annual production from continuing
operations by 12%, to 224 million barrels.
We expect to grow production further

in 2008 to between 240 million and 247
million equivalent barrels.

Devon's realized price for oil appreached $64 per
barrel in 2007, driving oil and gas revenues to $9.6
billion. Gur successful exploration and development
programs have allowed us to grow proved reserves
to a record 2.5 billion barrels.
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Qur capacity to increase production
is largely dependent upon how
successfully we grow proved reserves.
Proved reserves are technical estimates
of the quantities of cil and gas still
underground that can, with reasonable
certainty, be recovered under current
economic conditions. In 2007, we added
437 million oil-equivalent barrels to our
proved reserves. That was nearly twice
the amount we produced. Most of the
reserve additions, 330 million equivalent
barrels, came from successful drilling
and positive performance revisions. We
drilled 2,440 total wells in 2007, with
a success rate of 98%. Development
projects such as the Barnett Shale and
Carthage in Texas and Lloydminster
in Canada underpinned the growth.
Exploratory areas such as the deepwater
Gulf of Mexico, Brazil and China provide
opportunities to increase reserves and
production in the future. You can read
about some of Devon's more important
exploration and development projects on
the following pages.




Devon's Jackfish oil sands project
in Alberta, Canada, is expected to

produce 35,000 barrels per day for
more than 20 years.

Accelerating Growth in the
Barnett Shale

Based on both production and
reserves, the Barnett Shale in north
Texas is Devon's largest and most
important asset — and it is still growing.
2007 was a banner year for us in
the Barnett, as we increased annual
production by 33% to more than 300
billion cubic feet of gas equivalent.

We increased proved reserves in the
Barnett in 2007 by 199%, finding more
than three times the volume of gas we
produced. The Barnett Shale is among
the largest onshore natural gas fields in
North America, and Devon is its largest
producer.

We are growing production and
reserves in the Barnett by drilling more
wells and increasing per-well recoveries.
Devon drilled 539 wells in the Barnett
Shale in 2007, compared with 383 wells
in 2006. This increase was due, in part,
because of improved drilling efficiency.
We have cut the number of days
required to drill a typical horizontal
Barnett well by half in just the past
three years. Based on fourth-quarter
results, we increased per well recoveries
from new wells in the Barnett by about
15% in 2007. Almost all of the Barnett
wells we drilled in 2007 were horizontal
wells. Not only are horizontal wells
more efficient than vertical wells, they
also cause less surface impact because
fewer drilling locations are required.

Another approach we are using in
the Barnett to increase production and
reserves is infill drilling, or spacing wells
closer together. Our first horizontal
wells in the Barnett Shale were drilled
on about 160 surface acres per well,
Next, we began drilling wells on 80
surface acres, or double the initial
density. The success of that program
led to a 40-acre pilot and we are now
testing the viability of 20 surface-acre
locations. Not all Barnett acreage
will be suitable for the higher density
spacing. With more experience we
should be able to determine what the
optimum well spacing is for all of aur
Barnett Shale leases.

Today, we have about 3,200
wells producing gas from the Barnett
Shale. We hold proved reserves of
more than 4.3 trillion cubic feet of gas
equivalent, yet our engineers believe
we are recovering a fraction of the gas
in place. Horizontal and infill drilling
and innovative reservoir management
practices are enabling us to extract
more and moere of the clean-burning
natural gas locked in the Barnett Shale
to meet the country’s growing energy
demands.

Full Steam Ahead at Jackfish

In 2007, we started injecting
steam at Devon’s 100%-cwned Jackfish
oil sands project in eastern Alberta,
Canada. Jackfish has been under
construction since 2005 and utilizes
the steam-assisted gravity drainage,
or SAGD, process. Softened by steam,
heavy oil is now flowing to the surface
through wells drilled to a depth of
about 1,300 feet. That oil is processed
in surface facilities and blended with
diluents to make it flow more easily.
The blended oil is then transported on
Devon's 50%-owned Access Pipeline for
marketing. Production is expected to
ramp up gradually to a peak of 35,000
barrels per day, which is the design
capacity of the Jackfish facilities.

We anticipate receiving regulatory
approval in 2008 for Jackfish 2, another
35,000 barrel per day SAGD project
located on adjoining leases. Jackfish and
Jackfish 2 are each expected to recover
about 300 million barrels of oil over
their more than 20-year productive
lives. Devon is the first U.S.-based
independent to operate a thermal oil
sands project in Canada,

21



22

Lloydminster Oil Volumes Climbing

In east central Alberta and west
central Saskatchewan, Canada, Devon
holds more than two million net acres
in the Lloydminster area. Production at
Lloydminster is from shallow reservoirs
between 1,300 and 2,000 feet deep.
Lloydminster oil is heavy, but can be
brought to the surface without the
steam injection process required at
jackfish.

At Lloydminster, we are developing
Devon's acreage in the Manatokan,
Iron River and End Lake fields. We
drilled 429 wells in the Lloydminster
area in 2007 with excellent results. We
increased 2007 average production
to 33,500 equivalent barrels per day,
400 more than in 2006. We plan to
drill another 475 wells at Lloydminster
in 2008. Because the wells are shallow
and relatively inexpensive to drill,
finding and development costs are very
attractive.

Exploring the Deep

Although development
projects such as the Barnett Shale
and Lloydminster are delivering
impressive growth, we believe long-
term, sustainable growth requires
a significant commitment to high-
impact, long-cycle-time exploration. in
2008, we will invest about 31 billion in
exploration projects that will not deliver
reserves or production for several years,
but can provide the seeds for future
growth.

Early this decade, we determined
that the deepwater Gulf of Mexico
would be a focus area for our
exploration program. We had an
experienced team of deepwater
explorationists, many of whom had
joined Devon through previous
acquisitions. We also had an extensive
seismic library and deepwater acreage
inventory. We further increased our
deepwater acreage position through
federal lease sales and joint ventures
with other operators. Today, Devon’s
deepwater lease inventory is among the
largest in the Gulf of Mexico.

Our deepwater exploration
commitment led to early and notable
success with discoveries in both
Miocene and Lower Tertiary reservoirs.
In the Miocene trend we made
discoveries at Sturgis (25% working
interest) in 2003 and Mission Deep
(509% working interest) in 2006. We are
now drilling a Miocene exploratory well
at Sturgis North (25% working interest)
and plan to drill an appraisal well at
Mission Deep later in 2008.

In 2002, we made our first
discovery in the Lower Tertiary trend.
Lower Tertiary geologic formations are
older and deeper than the Miocene-
aged rocks. Devon has to date
participated in four significant Lower
Tertiary discoveries with combined
estimated net resources of up to 900
million oil-equivalent barrels. We have
also built an inventory of about 20
untested exploratory prospects with
combined unrisked resource potential
of up to five billion oil-equivalent
barrels. This is double Devon’s current
proved reserve base of about 2.5 billion
equivalent barrels.




Cur offshore employees travel to and from
the Ocean Endeavor aboard helicopters. The

drilling rig is under a long-term contract to
Devon in the Gulf of Mexico.

Of our four discoveries, Cascade
is the first to be sanctioned for
development. St. Malo (22.5% working
interest) and Jack (25% working
interest), discovered in 2003 and 2004
respectively, may be sanctioned in
2009 for development. A successful
praduction test of the Jack No. 2 wellin
2006 brought worldwide attention to
the Lower Tertiary trend and to Devon's
stake in the play. Additional appraisal
drilling and facilities design engineering
on both St. Malo and Jack are planned
for 2008. Should St. Malo and Jack be
sanctioned in 2009, first production
could occur as early as 2013, Additional
appraisal activity is also planned
in 2008 for Kaskida {20% working
interest), a 2006 discovery.

To provide greater flexibility in
accomplishing our deepwater drilling
plans, we have entered into long-term
contracts for two fifth-generation
offshore rigs. We took delivery of the
Ocean Endeavor, the first of the two
rigs, in 2007. We expect to take delivery
of the second rig, the West Sirius, in
mid-2008. These rigs are capable of
drilling in 10,000 feet of water and
to depths greater than 30,000 feet.

We will use the rigs for exploratory,
appraisal and development wells. The
Ocean Endeavor is now drilling the

Jack No. 3 appraisal well before moving
to drill the initial producing wells at
Cascade. We plan to drill a Devon-
operated exploratory well with the West
Sirius after it arrives in U.S. waters.

Cascade Sanctioned for Development
Cascade was the first of Devon's
four significant discoveries in the Lower
Tertiary trend of the Gulf of Mexico.
We drilled the discovery well in 2002
and followed up with two successful
appraisal wells in 2005. Devon and
Petrobras, the Brazilian national oil
company, are equal partners in the
23,000-acre Cascade unit. In 2007,
the partners sanctioned the project for
commercial development,
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Cascade is located in the Walker
Ridge lease area under about 8,000 feet
of water. We plan to develop the project
with a floating production, storage and
offloading vessel, or FPSO. Although
FPSQOs are deployed in many oceans
around the world, Cascade is expected
to be the first project in the Gulf of
Mexico to use this production system.
In 2007, the Cascade partners awarded
contracts for the FPSO and for two
shuttle tankers that will transport oil to

_ the coast.

We expect to begin drilling the first
of two initial producing wells at Cascade
later this year, with production planned
to commence in 2010. Reservoir data
gathered from these first two wells will
help determine the optimum facilities
size and number of producing wells
required to fully develop Cascade’s
potential. This phased approach will
allow us to deveiop the projectina
prudent and cost-effective way.

International Exploration Looks to
Brazil and China

Devon is predominately a North
American company. About 95% of
our proved reserves, excluding the
properties in Africa that we are
divesting, are in the United States and
Canada. Although currently focused in
North America, we are excited about
our prospects in Brazil and China. These
are countries with stable political, fiscal
and regulatory environments and where
we have alliances with experienced and
capable partners.

Devon established a foothold in
Brazil with our 2004 Polvo discovery in
the offshore Campos Basin. We began
producing oil at Polvo in the second
half of 2007 and expect to drill a total
of 10 producing wells and three water
injection wells. The Polvo facilities,
which include a fixed drilling and
producing platform and an FPSO, are
sized to produce up to 50,000 barrels of
oil per day. Devon operates the project
with a 60% working interest.

We also hold interests in nine
offshore leases in Brazil, encompassing
nearly 800,000 net acres. Seven of
the lease blocks are in the prolific
Campos Basin, and we are partners with
Petrobras, Brazil's national oil company,
in four of those blocks. In 2008, we plan
to drill a high-potential exploratory well
on Block BM-C-3Q. In early 2009, Devon
will take delivery under a long-term
contract of a deepwater drill ship in
Brazil. We plan to drill seven exploratory
wells with the drill ship over a two-year
period.

China is another country where
Devon has established offshore
production. Qur Panyu field is located
in the Pearl River Mouth Basin in the
South China Sea. Devon and its partners
began producing oil at Panyu in 2003,
and to date Devon's share of the
production has been about 22 million
barrels. We have a 24.5% working
interest in the project, which is operated
by the Chinese National Offshore Oil
Company, known as CNOOC.

[n the first quarter of 2008,
Devon began drilling an exploratory
well on Block 42/05, also in the South
China Sea, but in deeper water than
Panyu. The BY 6-1-1well is in 3,200
feet of water and is on trend with a
large natural gas discovery made by
another operator in 2006. We have also
identified other exploratory prospects
on Block 42/05 that we plan to test in
the future.

In addition to Block 42705, Devon
also holds Blocks 53/30 and 64/18 in
the South China Sea and Block 11/34 in
the Yellow Sea. During the exploration
phase, we have 1009% working interests
in each exploratory block. CNOOC has
the option to participate with a 51%
working interest in any discoveries.
We believe these lease blocks could
hold more than cne billion barrels of
combined net resource potential for
Devon.




Operating Statistics by Area®

Mid- Rocky Gulf u.s. Total Total
Permlan Continent Mountains Coast Offshore u.s. Canada International  Company

Producing Wells at Year-End 8,525 7.102 6,059 4,019 682 26,387 7.975 449 34,811
2007 Production (Net of royalties}

Oil (MMBDbIs) 7 1 1 2 8 19 16 20 55

Gas (Bef) 34 292 100 132 77 635 227 1 863

NGLs (MMBDbIs} 3 13 1 4 1 22 4 - 26

Qil, Gas and NGLs {MMBoe) 15 62 19 28 22 146 58 20 224
Average Prices

Qil price (per Bbl) ) 67.87 68.22 62.02 70.28 71.95 69.23 49.80 70.60 63.98

Gas price {per Mc{) % 6.02 5.68 4.54 6.51 7.17 5.89 6,24 6.22 5.9%

NGLs price (per Bbl) % 34,00 35.61 19.35 40,60 36,78 36.11 46.07 - 37.76

Qil, Gas and NGLs (per Boe) $ 50.03 34.85 30.15 41.18 53.30 39.87 41.51 70.11 4296
Year-End Reserves (Net of royaities)

Oil {(MMBbls) 920 6 20 15 39 170 388 119 677

Gas (Bef} 248 3972 1,191 1,354 378 7.143 1,844 7 3,994

NGLs (MMBbIs) 26 192 11 52 1 282 39 - 321

Qil, Gas and NGLs (MMBoe) 156 860 230 293 103 1,642 734 120 2,496
Year-End Present Value of Reserves (In millions} @

Before income tax $ 3473 8.485 2,541 3,429 3,136 21,064 7,986 3,802 32,852

After income tax 3 14,679 5,962 2,830 23471
Year-End Leasehold (Net acres in thousands)

Developed 302 826 549 508 362 2,547 2,200 54 4,801

Undeveloped 447 533 1,378 539 2,247 5.144 5911 8,631 19,686
Wells Drilled During 2007 155 792 480 224 11 1,662 748 30 2,440
Capital Casts Incurred (In millions) ®

2007 Actual 5 214 1,955 411 878 812 4,270 1,365 466 6,101

2008 Forecast $ 225-245 1,895-1975 380-405 865-915 980-1,050 4,345-4,590 1,305-1,365 450-490 6,100-6,445

(1) Exctudes results from discontinued operations.

(2) Estimated future revenue to be generated from the production of proved reserves, net of estimated future production and development costs, discounted at 10% in accordance with SFAS No. 69,
Disclosures about Oil ond Gas Producing Activities. Devon believes that the pre-tax 10% present value is a useful measure in addition to the after-tax value as it assists in both the determination of future
cash flows of the current reserves as well as in making relative value camparisons amoeng peer companies. The after-tax present value is dependent on the unique tax situatien of each individual company
while the pre-ta» present value is based on prices and discount factors which are consistent from company to company. We also understand that securities anatysts use this pre-tax measure in simitar ways.

(3) 2007 actual costs incurred and 2008 forecasted capital costs include exploration and production expenditures, capitalized general and administrative costs, capitalized Intérest costs and asset retirement €osts.
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“At the MMS, we routinely meet with companies throughout the year to discuss
operational issues related to safe and clean operations. The MMS5 District

SAFE Award recognizes exemplary performance. The honor represents a high
standard for companies to achieve and sets clear expectations for safety and
environmental stewardship. To qualify, operators must perform head and
shoulders above other companies in their safety and environmental record.
Companies that have received the recognition on repeated occasions, such as
Devon, consistently demonstrate a commitment to high standards by operating
in ways that are safe, clean and incident free.”

Ellictt Smith
District Manager, Minerals Management Service,
Lafayette District




This is a look at the
workings of the Ocean
Endeaveor, a latest-
generation deepwater
drilling rig.

Although we have more than 5,000 employees, we enjoy the same type
of family atmosphere that existed when Devon was much smaller. This
atmosphere encourages employees and contractors to work together to
ensure safety in everything they do.

We use peer reviews, collaboration and positive reinforcement to promote
safety from our drilling sites and our gas processing plants to our file rooms.

The Safe Actions for Everyone (SAFE) program promotes mutual
cooperation. Employees observe colleagues’ safety habits, offer positive
feedback and help nurture awareness.

Our SAFE program originated among field employees in 2004. As a
result, we have seen even lower incident rates, and we are excited about
the program’s future. Employees and contractors are already sharing
responsibility for each other’s safety, and we believe that will continue to
foster a safe workforce in the years to come.
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COLORADO
KANSAS

PERMIAN

A / Southeast New Mexico

Profile

« 75% average working interest in 548,000 acres.

« Key fields include Ingle Wells, Catclaw Draw, :
Potato Basin, Red Lake, Gaucho, and Outland.
Produces oil and gas from multiple formations at
1,500 to 16,500,
44.0 million barrels of cil-equivalent reserves at
12/31/07.

2007 Activity

« Drilled and completed 22 gas wefls.

+ Drilled and completed 54 oil wells.
Recompleted 69 wells.

2608 Plans

= Drill 29 gas wells.

+ Drill 46 oil wells,

+ Recompiete 35 wells.

B / West Texas o

Profile

+  40% average working interest in 1.1 million acres.
Key fields include Wasson, Reeves and Anton-Irish
to the nerth; Ozona, Keystone/Kermit, McKnight
and Waddell to the south.

+ Produces oil and gas from multiple formations at
2,500" to 18,000,

+ 112.3 million barrels of oil-equivalent reserves at
12/32/07.

2007 Activity

= Drilled and completed 3 gas wells,

+ Drilled and completed 25 oil wells.

» Recompleted 54 wells.

» Reactivated 22 wells.

2008 Plans

+ Drill 2 gas wells.

« Drill 35 oil wells.

= Recomplete 53 wells. ;

» Reactivate 22 wells. :

+ Initiate enhanced cil recovery with CO, at
Reeves Unit.

OKLAHOMA

MID-CONTINENT

A / Woodford Shale

ARKANSAS

Profile

+ 54,000 net acres in the Arkoma Basin in eastern
Oklahoma.

+ Operated working interests range from 409% to
100%.

+ Unconventional natural gas play.

+ Produces gas from the Woodford Shale formation
at 6,000’ to 8,000

« 26.6 million barrels of cil-equivalent reserves at
12/31/07.

2007 Activity

= Drilled and completed 89 herizontal wells {39
operated).

+ Drilling focused on acreage evaluation and holding
leases by establishing production.

+ Finalized acquisitien of 3-D seismic.

« Divested non-core acreage.

2008 Plans

= Drill 109 horizontal wells (57 operated).

« Reprocess and merge 3-D seismic data.

» Expand gas gathering system capacity.

« Complete construction of 260 million cubic feet
per day gas plant.

B / Barnett Shale

Profile

» 727,000 net acres in the Forth Worth Basin of
north Texas.

= > 90% average working interest,

= Inctudes »>3,200 producing wells.

« Produces gas from the Barnett Shale formation at
6,500" te 9,200

+ Largest producer in the state’s largest natural gas
field.

« 724.1 million barreis of oil-equivalent reserves at
12/31/07.

2007 Activity

« Drilled and completed 539 wells.

+ Increased 2007 net production 33% over 2006.

» Continued 80 surface acre infill program,

» Began 40 surface acre infill pilot.

+ Continued to improve drilling efficiencies with
new generation rigs.

« Acguired 3-D seismic.

2008 Plans

= Drill 500 - 600 wells.

» Continue tc develop viable areas with 40 surface
acre infill program.

+ Initiate 20 surface acre infill pilot in selected areas.

+ Re-fracture selected horizontal wells.

« Evaluate western acreage for future expansion.

+ Acquire additional 3-D seismic and acreage.

» Continue to expand gas gathering system and
reduce line pressure.

»  Complete canstruction of 100 million cubic feet
per day gas plant.
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ROCKY MOUNTAINS
A / Bear Paw

Profile

» 814,000 net acres in north central Montana.

+  90% average working interest in federal units.

+  75% average working interest outside federal units.

+ Produces gas from the Eagle formation at 800 to
2,000

= 18.6 million barrels of oil-equivalent reserves at
12/31/07.

2007 Activity

« Drilled and completed 55 wells,

+ Recompleted 41 wells,

+ Acquired 52 square miles of 3-D seismic.

» Expanded gas gathering system capacity.




2008 Plans

Drill 50 wells.

Continue workover and recompletion program.
Add compression and perform other gas gathering
system improvements.

Acquire additional 3-D seismic.

B / Powder River Coalbed Natural Gas

Profile

.

75% average working interest in 346,000 acres in
northeastern Wyoming.

Produces coalbed natural gas from the Fort Union
Coal formations at 300" to 2,000

27.5 millien barrels of oil-equivalent reserves at
12/31/07.

2007 Activity

Drilled 193 coalbed natural gas wells.

Initiated full scale development at West Pine Tree
Unit.

Cantinued development drilling at Juniper Draw.

2008 Plans

€ / Wind River Basin

Drill 118 cealbed natural gas wells.

Continue development and initiate first gas sales at
West Pine Tree,

Complete development drilling a3 Juniper Draw.

Profile

2007 Activity

2008 Plans

D / Washakie

96 working interest in 24,600 acres in central
Wyoming,

Key fields include Beaver Creek and Riverton
Dome.

Produces oil and gas from multiple formations at
3,000 to 12,000

24,8 million barrels of oil-equivalent reserves at
12/31/07.

Initiated construction on Madison CQO, enhanced
oil recovery project at Beaver Creek.

Drilled 6 Madison formation wells.

Recompleted 7 injection wells.

Installed CO, pipeline, flowlines and injection lines,
Completed final wells for 12-welt coalbed ratural
gas pilot at Riverton Dome,

Dril! final 6 wells for Madiscn CO, project.

Initiate CO, injection in Madison enhanced oil
recovery project at Beaver Creek.

Drill 5 well coalbed natural gas pilot at Beaver Creek.

Profile

2007 Activity

20

08 Plans

76% average working interest in 210,000 acres in
southern Wyoming.

Produces gas from multiple formations at 6,300
to 10,300

111.1 million barrels of oil-equivalent reserves at
12/31/07.

Drilled and completed 161 wells.

Improved drilling efficiencies with new generation
rigs.

Installed 63 plunger lifts.

Installed compression and performed other gas
gathering system improvements,

Continued implementation of automated
production control system.

Drill 112 total wells, including first operated
harizontal well.

Install 100 ptunger lifts.

Add compression and perform other gas gathering
system upgrades.

Continue implementation of automated production
control system.

E / NEBU/32-9 Units

B/ Carthage Area

Profile

+  25% average working interest in 54,000 acres in
the San Juan Basin of northwestern New Mexico.

= Coalbed natural gas development began in the late
1980s and early 1990s.

« Includes 304 coalbed gas wells, 302 conventianal
wells, gas and water gathering systems and an
automated production control system.

« Produces primarily coalbed natural gas from the
Fruitland Coal formatien at 3,500",

=+ 16.5 millien barrels of oil-equivalent reserves at
12/31/07.

2007 Activity

» Drilled and completed 4 coalbed gas wells.

+ Drilled and completed 2¢ conventional gas wells.

= Recompleted 5 conventional wells.

+ Completed 271-well workover program.

2008 Plans

= Drill 4 coalbed gas wells.

= Drill 17 conventional gas wells.

* Recomplete 8 conventional wells.

» Perform 270-well workover program.

GULF COAST
A ] Groesbeck Area

Profile

« 72% average working interest in 285,000 acres in
eastcentral Texas.

»  Key fields in¢lude Personville, Nan-Su-Gail, Dew,
Caks and Bald Prairie.

» Produces primarily gas from the Travis Peak,
Cotton Valley Sand, Bossier and Cotton Valley Lime
formations at 6.000" to 13,000",

+ Includes 680 producing wells.

48.8 million barrels of cil-equivalent reserves at
12/31407.

2007 Activity

« Drilled and completed 17 vertical wells.

+ Dritled and completed 4 horizontal wells.

+ Recompleted 6 wells,

+  Acquired 3-D seismic,

2008 Plans

+ Drill 6 vertical wells.

= Drill 11 horizontal wells.

+ Recomplete 15 wells.

»  Acquire 3-D seismic.

« Expand gas gathering system capacity.

Profile

» 85% average working interest in 213,000 acres in
east Texas,

« Key fields include Carthage, Bethany, Waskom,
Stockman and Appleby.

+ Produces primarily gas from the Pettit, Travis Peak
and Cotton Valley formations at 5,700 to 9,600'".

 Includes 1,666 producing wells.

» 193.1 million basrels of oil-equivalent reserves at
12/31/07.

2007 Actlvity

= Drilled and completed 138 vertical welts, including
31 infill wells.

+  Drilled and completed 13 horizontal wells.

» Recompleted 50 wells.

» Acquired additional acreage.

2008 Plans

« Drill 95 vertical wells, including 30 infill wells.

»  Drill 27 horizontal wells.

+ Recomplete 32 wells,

» Acquire additional seismic and acreage.

« Expand gas gathering system capacity.

€ / North Louisiana Area

Profile

+ 509 average working interest in 667,000 acres in
north Louisiana.

« Own mineral interests in 139,000 net acres cn
trend with lower Cotton Valley/Bossier play.

= Produces from the Hosston, lower Cotton Valley
and Bossier formations at 7,000 to 17,000

+ 16.7 million barrels of oil-equivalent reserves at
12/31/07.

2007 Activity

+ Drilled and completed 5 infill wells at Ruston.

+ Initiated 3 field studies to evaluate future potential.

2008 Plans

+ Drifl 17 wells.
Complete 3 field studies and identify additional
drilling locations.

D / South Texas/South Louisiana

Profile

» 669 average working interest in 575,000 acres,

+ Key areas include Matagorda, Zapata, Agua Dulce/
N. Braytan, Duval/Hagist, Houston, Central Texas,
Coastal Frio and the Patterson Field in Louisiana.

» Produces oll and gas from the FriosVicksburg,
Yegua, Wilcox and Woodbine trends at 1,500 10
15,000,

» 34.4 million barrels of oil-equivalent reserves at
12/31/07.

2007 Activity

» Drilled and completed 41 wells.

= Drifled 1 successful exploratory well in Matagorda
area.

+ Recompleted 65 wells.

= Initiated 3-D seismic acquisition in Brazoria area.

2008 Plans

« Drill 48 wells.

= Drill 2 explaratory weils in south Louisiana.

» Recomplete 40 wells,

« Continue 3-D seismic acquisition in Brazoria area.
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GULF - SHELF
Shelf Producing Properties
Profile 2007 Activity

+ Includes 32 blocks located offshore Texas,
Louisiana, and Alabama.

+  Working interests range from 13 to 100%%.

+  Produces oil and gas from various formations in
water depths up to 600°.

+ Mature producing area with opportunities for
exploration,

»  45.3 million barrels of oil-equivalent reserves at
12/31/07.

+  Drilled 7 wells in Eugene Island area.
+ Drilled 1 well in Brazos area.

+ Drilted 1 well in Mobile area.

+ Recompleted 10 wells.

2008 Plans

« Drill 2 wells in Main Pass area.

» Drill 3 wells in Eugene [sland area.

»  Recomplete 25 wells.

Shelf Exploration Prospects

Profile

A / Sunfish

+  West Cameron 291,

« located offshore Louisiana in 50' of water.

+ Target formation: Lower Miocene sands at 15,900".

+ Expected working interest: 75%.

B / Dampler

+ Ship Shoal 104.

+ Located offshore Louisiana in 30’ of water.

« Target formation: Upper Miocene sands at 16,600".

«  Working interest: 50%.

C / Flying Squirrel

« Mobile 830,

+ Located offshore Alabama in 50 of water,

+ Target formation: Norphlet sands at 22,000",

+ Expected working interest: 75%.

2007 Activity

+ Finalized geophysical analyses and drilling contracts.

+ Secured farmin agreement at Dampier.

2008 Plans

» Secure farmout agreements with industry partners
at Sunfish and Flying Squirrel.

+  Drill exploratory test wells.
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GULF - DEEPWATER

A / Nansen

C / Red Hawk

Profile

+  50% working interest in Garden Banks 876, 877,
920 and 921.

+ Located offshore Louisiana in 5,300" of water.

- 2001 discovery.

« Produces gas from sands at 16,000 to 18,500".

+ Utilizes the world's first cell spar.

+ 3.7 million barrels of cil-equivalent reserves at
12/31/07.

2007 Activity

« Produced and monitored.

2008 Plans

« Recomplete 2 wells.

+  Evaluate potential for additional drilling.

D / Merganser (independence Hub)

B / Magnolia

Profile

« Includes 3 blocks in central East Breaks area,

« 50% working interest.

« Located offshore Texas in 3,500" of water.

« Produces oil and gas from sands at 9,000 to
14,0007,

= Utilizes the world's first open-hutl truss spar.

» 32.5 million barrels of oil-equivalent reserves at
12/31/07.

2007 Activity

+ Recompleted 2 wells.

2008 Plans

»  Drill 2 development wel's,

* Recomplete 2 wells.

Profile

+ 25w working interest in Garden Banks 783 and
784.

+ Located offshore Louisiana in 4,700' of water.

« 1999 discovery.

» Produces oil 2nd gas from sands at 12,000" to
17,000

+ Utilizes the world's deepest tension-leg platfarm.

+ 12.3 million barrels of cil-equivalent reserves at
12/31407.

2007 Activity

+ Recompleted 2 wells.

2008 Plans

« Drill 2 sidetrack wells.

+ Recomplete 2 wells.

= Evaluate potential for additional drilling.

Profile

»  50% working interest in Atwater Valley 37.

+ Located offshore Louisiana in 8,100' of water.

+ 2001 discovery.

« Produces gas from sands at 19,000’ to 20,000,

« Cooperative development of 10 nearby industry
discoveries utilizing subsea tie-backs to a central
preduction bub.

+ 6.8 million barrels of cil-equivalent reserves at
12/31/07.

2007 Activity

« Commenced preduction from 2 wells.

2008 Plans

+  Produce and monitor.

30




Lower Tertiary Discoveries

Profile

E / Cascade
50% working interest in Walker Ridge 206.

= Located offshore Louisiana in 8,200" of water.

+ Target formation: Lower Tertiary sands at 25,000
to 27,000".

« Discovery well drilled in 2002 encountered > 450’
of net oil pay.

F / 5t. Malo
22.5% working interest in Walker Ridge 678.

+ Located offshore Louisiana in 6,900" of waler,

+ Target formation: Lower Tertiary sands at 26,000°
to 29,000,

» Discovery well drilled in 2003 encountered » 450
of net oil pay.

G f Jack
25% working interest in Walker Ridge 759.

» Located offshore Louisiana in 7,000' of water.

» Target formation: Lower Tertiary sands.

+ Discovery well drilled in 2004 encountered > 350
of net oil pay.

H / Kaskida
20% working interest in Keathley Canyon 292.

+ Located offshore Louisiana in 5,900 of water.

+ Target formation: Lower Tertiary sands.

« Discovery well drilted in 2006 encountered
approximately 800 of net hydrocarbon bearing
sands.

+ First Lower Tertiary discovery in Keathley Canyon
area.

2007 Activity
Sancticned phase 1 development at Cascade.

+ Submitted Cascade operating and development
plars to MMS.

» Awarded Cascade development contracts,
including FPSO and shuttle tankers.

= Initiated drilling 2nd and 3rd appraisal wells at
St Malo.

= Initiated drilling 2nd appraisal well at jack.

« Evaluated development options and facilities
designs for Jack and 5t. Malo.

» Planned for next appraisal operation at Kaskida.

+ Acquired 25 additional Lower Tertiary blocks
through federal lease sales.

2008 Plans

«  Drill first of 2 producing wells at Cascade.

+ Finish drilling 2nd and 3rd appraisal wells at
St. Malo.

+ Finish drilling 2nd appraisal well at jack.

»  Drill appraisal well at Kaskida.

+ Continue evaluating development options and
advance engineering work at ack, St. Malo and
Kaskida.

+ Finalize gas export pipeline arrangements at
Cascade.

Miocene Discoveries

Profile

I / Mission Deep

+ 50% working interest in Green Canyon 955.

+ Located offshore Louisiana in 7,300' of water.

« Target formation: Miocene sands.

+ Discovery well drilled in 2006 encountered » 250°
of net oil pay.

] /Sturgis
25% warking interest in Atwater Valley 183.

» Located offshore Louisiana in 3,700" of water.

« Target formation: Miocene sands.
Discavery well drilled in 2003 encountered > 100°
of net oil pay.

= Sturgis North exploratory prospect located on
Atwater Valley 182.

2007 Activity

« Completed drilling sidetrack appraisal well at
Mission Deep.

2008 Plans

+  Drill Mission Deep appraisal well,

» Evaluate Mission Deep development options.

« Drill exploratary well on Sturgis North prospect.

Deepwater Exploration Prospects

Profile

K / Bass

+ Keathley Canyon 596.

= Located offshore Louisiana in 6,450' of water.

+  Target formation: Lower Tertiary sands.

Additional Lower Tertiary Prospect # 1

+ Located in Walker Ridge area.

+ Located offshore Louisiana in 7,000' of water.

+ Target formation: Lower Tertiary sands.

Additional Miocene Prospect #1

»  Located in Mississippi Canyon area.

= Located offshore Louisiana in 3,300 of water.

« Target formation: Miocene sands.

2007 Activity

» Initiated drilling 2 exploratory wells.

+ Conducted technical evaluations and initiated
drilling contracts,

» Commenced long-term contract with delivery of
Ccean Endeaver deepwater drilling rig.

2008 Plans
Finish drilling 2 exploratory wells initiated in 2007.

+ Finalize technical evaluations and contracts.

+ Drill exploratory test wells.

+ Commence long-term contract with delivery of
West Sirius deepwater drilling rig.
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CANADA

A / Northeast British Columbia

Profile

+ 72« average working interest in 1.7 million acres
in northwestern Alberta and northeastern British
Columbia,

+ Key areas