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DEFINITIONS
As used in this document:
“Bbl” or “Bbls” means barrel or barrels.
“Bef” means billion cubic feet.

“Befe” means billion cubic feet of gas equivalent, determined by using the ratio of one Bbl of oil or
NGLs to six Mcf of gas.

“Boe” means barrel of oil equivalent, determined by using the ratio of one Bbl of oil or NGLs to six
Mcf of gas.

“Btu” means British thermal units, a measure of heating value.
“Canada” means the division of Devon encompassing oil and gas properties located in Canada.

“Domestic” means the properties of Devon in the onshore continental United States and the offshore
Gulf of Mexico.

“Federal Funds Rate” means the interest rate at which depository institutions lend balances at the
Federal Reserve to other depository institutions overnight.

“FPSO” means ﬂoating, production, storage and offloading facilities.
“Inside FERC” refers to the publication Inside F.E.R.C.’s Gas Market Report.

“International” means the division of Devon encompassing oil and gas properties that lie outside the
United States and Canada. “

“LIBOR” means London Interbank Offered Rate.
“MBDbls” means thousand Barrels.

“MBoe” means thousand Boe.

“Mcf” means thousand cubic feet.

“MMBbls” means million barrels.

“MMBoe” means million Boe.

“MMBtu” means million Btu.

“MMcf” means million cubic feet.

“MMecfe” means million cubic feet of gas equivalent, determined by using the ratio of one Bbl of oil
or NGLs to six Mcf of gas.

“NGL” or “NGLs” means natural gas liquids.

“NYMEX” means New York Mercantile Exchange.

“Oil” includes crude oil and condensate.

“SEC” means United States Securities and Exchange Commission.
“U.S. Offshore” means the properties of Devon in the Gulf of Mexico.

“U.S. Onshore” means the properties of Devon in the continental United States.

DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

This report includes “forward-looking statements” within the meaning of Section 27A of the Securities
Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. All
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statements other than statements of historical facts included or incorporated by reference in this report,
including, without limitation, statements regarding our future financial position, business strategy, budgets,
projected revenues, projected costs and plans and objectives of management for future operations, are forward-
looking statements. Such forward-looking statements are based on our examination of historical operating
trends, the information used to prepare the December 31, 2008 reserve reports and other data in our possession
or available from third parties. In addition, forward-looking statements generally can be identified by the use
of forward-looking terminology such as “may,” “will,” “expect,” “intend,” “project,” “estimate, anticipate,”
“believe,” or “continue” or similar terminology. Although we believe that the expectations reflected in such
forward-looking statements are reasonable, we can give no assurance that such expectations will prove to have
been correct. Important factors that could cause actual results to differ materially from our expectations

include, but are not limited to, our assumptions about:

9% ¢ %

* energy markets, including the supply and demand for oil, gas, NGLs and other products or services,
and the prices of oil, gas, NGLs, including regional pricing differentials, and other products or services;

* production levels, including Canadian production subject to government royalties, which fluctuate with
prices and production, and international production governed by payout agreements, which affect
reported production;

¢ reserve levels;
* competitive conditions; '
* technology;

» the availability of capital resources within the securities or capital markets and related risks such as
general credit, liquidity, market and interest-rate risks;

» capital expenditure and other contractual obligations;
* currency exchange rates;

¢ the weather;

« inflation;

« the availability of goods and services;

e drilling risks; 4

* future processing volumes and pipeline throughput;

» general economic conditions, whether internationally, nationally or in the jurisdictions in which we or
our subsidiaries conduct business;

* legislative or regulatory changes, including retroactive royalty or production tax regimes, changes in
environmental regulation, environmental risks and liability under federal, state and foreign environmen-
tal laws and regulations;

e terrorism;
* occurrence of property acquisitions or divestitures; and

* other factors disclosed under “Item 2. Properties — Proved Reserves and Estimated Future Net
Revenue,” “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” “Item 7A. Quantitative and Qualitative Disclosures About Market Risk™ and elsewhere in
this report.

All subsequent written and oral forward-looking statements attributable to Devon, or persons acting on its
behalf, are expressly qualified in their entirety by the cautionary statements. We assume no duty to update or
revise our forward-looking statements based on changes in internal estimates or expectations or otherwise.
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PARTI
Item 1. Business

General

Devon Energy Corporation, including its subsidiaries (“Devon”), is an independent energy company
engaged primarily in oil and gas exploration, development and production, the transportation of oil, gas, and
NGLs and the processing of natural gas. We own oil and gas properties principally in the United States and
Canada and, to a lesser degree, various regions located outside North America, including Azerbaijan, Brazil
and China. In addition to our oil and gas operations, we have marketing and midstream operations primarily in
North America. These include marketing gas, crude oil and NGLs, and constructing and operating pipelines,
storage and treating facilities and natural gas processing plants. A detailed description of our significant
properties and associated 2008 developments can be found under “Item 2. Properties.” '

We began operations in 1971 as a privately held company. In 1988, our common stock began trading
publicly on the American Stock Exchange under the symbol “DVN”. In October 2004, we transferred our
common stock listing to the New York Stock Exchange. Our principal and administrative offices are located at
20 North Broadway, Oklahoma City, OK 73102-8260 (telephone 405/235-3611). '

Strategy

We have a two-pronged operating strategy. First, we invest a significant portion of our capital budget in
low-risk development projects on our extensive North American property base, which provides reliable and
repeatable production and reserves additions. To supplement that low-risk part of our strategy, we also
annually invest capital in long cycle-time projects to replenish our development inventory for the future. The
philosophy that underlies the execution of this strategy is to strive to increase value on a per share basis by:

* building oil and gas reserves and production;

. exercfsing capital discipline;

* conirolling operating costs;

* improving performancé through our marketing and midstream operations; and

» preserving financial flexibility.

Development of Business

During 1988, we expanded our capital base with our first issuance of common stock to the public. This
transaction began a substantial expansion program that has continued through the subsequent years. This
expansion is attributable to both a focused mergers and acquisitions program spanning a number of years and
an active ongoing exploration and development drilling program. We have increased our fotal proved reserves
from 8 MMBoe! at year-end 1987 to 2,428 MMBoe at year-end 2008.

During the same time period, we have grown proved reserves from 0.66 Boel per diluted share at the end
of 1987 to 5.44 Boe per diluted share at the end of 2008. This represents a compound annual growth rate of
11%. We have also increased production from 0.09 Boe' per diluted share in 1987 to 0.53 Boe per diluted
share in 2008, for a compound annual growth rate of 9%. This per share growth is a direct result of successful
execution of our strategic plan and other key transactions’ and events. '

We achieved a number of significant accomplishmenfs in our operations during 2008, including those
discussed below. : ,

« Drilling Success — We drilled a record 2,441 gross wells with an overall 98% rate of success. Asa
result of our success with the drill-bit, we replaced approximately 245% of our 2008 production. We

! Excludes the effects of mergers in 1998 and 2000 that were accounted for as poolings of interests.
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added 584 MMBoe of proved reserves during the year with extensions, discoveries and performance
revisions, a total which was well in excess of the 238 MMBoe we produced during the year. Consistent
with our two-pronged operating strategy, 93% of the wells we drilled were North American develop-
ment wells, which was the main driver behind our 6% increase in production in 2008.

Barnett Shale Growth — We continue to retain our positions as the largest producer and largest lease
holder in the Barnett Shale area of north Texas. We increased our production from the Barnett Shale
area by 31% in 2008, exiting the year at 1.2 Befe per day net to our ownership interest. We drilled
659 wells in the Barnett Shale in 2008. We have interests in approximately 3,800 producing wells in
the Barnett Shale and hold approximately 715,000 net acres of Barnett Shale leases. At December 31,
2008, we had estimated proved reserves of 894 MMBoe in the Barnett Shale area.

U.S. Onshore Production and Reserves Growth — Our U.S. enshore properties, including the Barnett
Shale, the Groesbeck and Carthage areas in east Texas, the Washakie basin in Wyoming and the
Woodford Shale area in Oklahoma, showed strong production growth in 2008. These four areas, which
accounted for approximately 69% of our U.S. onshore production, had production growth in 2008 of
26% compared to 2007.

We also completed construction and commenced operation of our Northridge natural gas processing
plant in southeastern Oklahoma. This plant can process up to 200 MMcf of natural gas per day and
- will support our growing production in the Woodford Shale.

We have also leveraged our knowledge of and expertise in the Barnett Shale into other unconventional
natural gas plays, such as the Haynesville shale in eastern Texas and western Louisiana, the Cana shale
play in western Oklahoma and the Cody play in Montana. We added approximately 800,000 net
undeveloped acres to our lease inventory, positioning us with more than 1.4 million net acres in
emerging unconventional natural gas plays.

In addition to production growth, our U.S. onshore properties also demonstrated measurable growth in
proved reserves. U.S. onshore proved reserves grew 416 MMBoe due to extensions, discoveries and
performance revisions. This was almost three times our U.S. onshore production in 2008 of

146 MMBoe. Our drilling activities increased our 2008 U.S. onshore proved reserves by 27% compared
to the end of 2007.

Marketing and Midstream — Our marketing and midstream business delivered another record setting
year with operating profit increasing by 31% to $668 million.

Jackfish — We ramped up production from our 100%-owned Jackfish thermal heavy oil project in the
Alberta oil sands to 22,000 Bbls per day by the end of the year. In 2009, we expect to achieve our peak
production target of 35,000 Bbls per day. Additionally, we received regulatory approval for the second
phase of Jackfish. Like the first phase, this second phase of Jackfish is also expected to eventually
produce 35,000 Bbls per day.

Lloydminster — Also in Canada, we increased production from the Lloydminster heavy oil play in
Alberta by 14%, exiting the year at approximately 45,000 Boe per day. We drilled 425 wells at
Lloydminster in 2008, which added 19 MMBoe of proved reserves.

Divestiture of African Properties — We substantially completed our Egypt and West Africa divestiture
programs. We have now sold all of our oil and gas producing properties in Africa. These divestitures
generated just over $3.0 billion of sales proceeds. After income taxes and purchase price adjustments,
such proceeds totaled $2.2 billion and generated after-tax gains of $0.8 billion.

Pursuant to accounting rules for discontinued operations, the amounts in this document related to
continuing operations for 2008 and all prior years presented do not include amounts related to our
operations in Egypt and West Africa.

Polvo — We experienced numerous mechanical issues with our offshore development project that
delayed our expected production growth. By the end of 2008, we had solved the mechanical issues and

6



are now producing at 17,000 Bbls per day. We expect production to increase in 2009. We have a 60%
working interest in Polvo. ‘

« Gulf of Mexico Exploration and Development — We continued to build off prior years’ successful
drilling results with our deepwater Gulf of Mexico exploration and development program. To date, we -
have drilled four discovery wells in the Lower Tertiary trend — Cascade in 2002 (50% working
interest), St. Malo in 2003 (25% working interest), Jack in 2004 (25% working interest) and Kaskida in
2006 (30% working interest). These achievements, along with our 2008 developments discussed below,
support our positive view of the Lower Tertiary and demonstrate the potential of our exploration
strategy on growth of long-term production, reserves and value.

Specific Gulf of Mexico developments in 2008 included the following:

+ At Cascade, we commenced drilling the first of two initial producing wells and continued work on
the production facilities and subsea equipment. We anticipate first production at Cascade in 2010.
When Cascade begins producing, it will utilize the Gulf’s first FPSO.

« At Jack and St. Malo, our partners focused on. development concepts for the two fields. Particular
consideration has been given to joint development of the two fields that could employ the use of a
single, semi-submersible production facility.

« At Kaskida, the largest of our Lower Tertiary discoveries, we are currently drilling an appraisal well.

Financial Information about Segments and Geographical Areas

Notes 18 and 20 to the consolidated financial statements included in “Item 8. Financial Statements and
Supplementary Data” of this report contain information on our segments and geographical areas.

Oil, Natural Gas and NGL Marketing

The spot markets for oil, gas and NGLs are subject to volatility as supply and demand factors fluctuate.
As detailed below, we sell our production under both long-term (one year or more) or short-term (less than
one year) agreements. Regardless of the term of the contract, the vast majority of our production is sold at
variable or market sensitive prices. :

Additionally, we may periodically enter into financial hedging arrangements, fixed-price contracts or firm
delivery commitments with a portion of our oil and gas production. These activities are intended to support
targeted price levels and to manage our exposure to price fluctuations. See “Item 7A. Quantitative and
Qualitative Disclosures About Market Risk.”

Oil Marketing

Our oil production is sold under both long-term (one year or more) and short-term (less than one year)
agreements at prices negotiated with third parties. As of February 2009, all of our oil production was sold at
variable or market-sensitive prices.

Natural Gas Marketing

Our gas production is also sold under both long-term and short-term agreements at prices negotiated with
third parties. Although exact percentages vary daily, as of February 2009, approximately 75% of our gas
production was sold under short-term contracts at variable or market-sensitive prices. These market-sensitive
sales are referred to as “spot market” sales. Another 24% of our production was committed under various
Jong-term contracts, which dedicate the gas to a purchaser for an-extended period of time, but still at market
sensitive prices. The remaining 1% of our gas production was sold under long-term, fixed-price contracts.



NGL Marketing

Our NGL production is sold under both long-term and short-term agreements at prices negotiated with
third parties. Although exact percentages vary, as of February 2009, approximately 97% of our NGL
production was sold under short-term contracts at variable or market-sensitive prices. The remaining NGL
production is sold under long-term, market-indexed contracts which are subject to market pricing variations.

Marketing and Midstream Activities

The primary objective of our marketing and midstream operations is to add value to us and other
producers to whom we provide such services by gathering, processing and marketing oil, gas and NGL
production in a timely and efficient manner. Our most significant midstream asset is the Bridgeport processing
plant and gathering system located in north Texas. These facilities serve not only our gas production from the
Barnett Shale but also gas production of other producers in the area. Our midstream assets also include our
50% interest in the Access Pipeline transportation system in Canada. This pipeline system allows us to blend
our Jackfish heavy oil production with condensate and then transport the comblned product to the Edmonton
area for sale. '

Our marketing and midstream revenues are pfimarily generated by:

* selling NGLs that are either extracted from the gas streams processed by our plants or purchased from
third parties for marketmg, and

* selling or gathering gas that moves through our transport pipelines and unrélated third-party pipelines.
Our marketing and midstream costs and expenses are primarily incurred from:

e purchasing the gas streanis entering our transport pipelines and plants; ‘

* purchasing fuel needed to operate our plants, compressors and related pipeline facilities;

 purchasing third-party NGLs;

* operating our plants, gathering systems and related facilities; and

* transporting products on unrelated third-party pipelines.

Customers

We sell our gas production to a variety of customers including pipelines, utilities, gas marketing firms,
industrial users and local distribution companies. Gathering systems and interstate and intrastate pipelines are
used to consummate gas sales and deliveries.

The principal customers for our crude oil production are refiners, remarketers and other companies, some
of which have pipeline facilities near the producing properties. In the event pipeline facilities are not
conveniently available, crude oil is trucked or shipped to storage, refining or pipeline facilities.

Our NGL production is primarily sold to customers engaged in petrochemical, refining and heavy oil
blending activities. Pipelines, railcars and trucks are utilized to move our products to market.

No purchaser accounted for over 10% of our revenues in 2008, 2007 or 2006.

Seasonal Nature of Business

Generally, but not always, the demand for natural gas decreases during the summer months and increases
during the winter months. Seasonal anomalies such as mild winters or hot summers sometimes lessen this
fluctuation. In addition, pipelines, utilities, local distribution companies and industrial users utilize natural - gas
storage facilities and purchase some of their anticipated winter requirements during the summer. This can also
lessen seasonal demand fluctuations.



Government Regulation

The oil and gas industry is subject to various types of regulation throughout the world. Legislation
affecting the oil and gas industry has been pervasive and is under constant review for amendment or
expansion. Pursuant to this legislation, numerous government agencies have issued extensive laws and
regulations binding on the oil and gas industry and its individual members, some of which carry substantial
penalties for failure to comply. Such: laws and regulations have a significant impact on oil and gas exploration,
production and marketing and midstream activities. These laws and regulations increase the cost of doing
business and, consequently, affect profitability. Because new legislation affecting the oil and gas industry is
commonplace and existing laws and regulations are frequently amended or reinterpreted, we are unable to
predict the future cost or impact of complying with such laws and regulations. However, we do not expect that
any of these laws and regulations will affect our operations in a manner materially different than they would
affect other oil and gas companies of similar size and financial strength. '

The following are significant areas of government control and regulation in the United States, Canada and
other international locations in which we operate.

Exploration and Production Regulation

Our oil and gas operations are subject to various federal, state, provincial, tribal, local and international
laws and regulations, including, but not limited to, laws and regulations related to the acquisition of seismic
data; the location of wells; drilling and casing of wells; well production; spill prevention plans; emissions
permitting; the use, transportation, storage and disposal of fluids and materials incidental to oil and gas
operations; surface usage and the restoration of properties upon which wells have been drilled; the calculation
and disbursement of royalty payments and production taxes; the plugging and abandoning of wells; the
transportation of production; and, in international operations, minimum investments in the country of
operations.

Our operations are also subject to conservation regulations, including the regulation of the size of drilling
and spacing units or proration units; the number of wells that may be drilled in a unit; the rate of production
allowable from oil and gas wells; and the unitization or pooling of oil and gas properties. In the United States,
some states allow the forced pooling or integration of tracts to facilitate exploration, while other states rely on
voluntary pooling of lands and leases, which may make it more difficult to develop oil and gas properties. In
addition, state conservation laws generally limit the venting or flaring of natural gas and impose certain
requirements regarding the ratable purchase of production. The effect of these regulations is to limit the
amounts of oil and gas we can produce from our wells and to limit the number of wells or the locations at
which we can drill. s ' :

Certain of our U.S. oil and gas leases are granted by the federal government and administered by various
federal agencies, including the Bureau of Land Management and the Minerals Management Service (“MMS”)
of the Department of the Interior. Such leases require compliance with detailed federal regulations and orders
that regulate, among other matters, drilling and operations on lands covered by these leases, and calculation
and disbursement of royalty payments to the federal government. The MMS has been particularly active in
recent years in evaluating and, in some cases, promulgating new rules and regulations regarding competitive
lease bidding and royalty payment obligations for production from federal lands. The Federal Energy
Regulatory Commission also has jurisdiction over certain U.S. offshore activities pursuant to the Outer
Continental Shelf Lands Act. - C : ' S

Royalties and Incentives-in Canada

The royalty system in Canada is a significant factor in the profitability of oil and gas production.
Royalties payable on production from lands other than Crown lands are determined by negotiations between
the parties. Crown royalties are determined by government regulation and are generally calculated as a
percentage of the value of the gross production, with the royalty rate dependent in part upon prescribed
reference prices, well productivity, geographical location, field discovery date and the type and quality of the
petroleum product produced. From time to time, the federal and provincial governments of Canada have also
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established incentive programs such as royalty rate reductions, royalty holidays and tax credits for the purpose
of encouraging oil and gas exploration or enhanced recovery projects. These incentives generally have the
effect of increasing our revenues, earnings and cash flow.

In December 2008, the provincial government of Alberta enacted a new royalty regime. The new regime
provides for new royalties for conventional oil, gas, NGL and bitumen production effective January 1, 2009.
The royalties are linked to price and production levels and. apply to both new and existing conventlonal oil and
gas activities and oil sands projects.

This royalty regime reduced our proved reserves as of December 31, 2008 by 28 MMBoe. Additionally,
this regime is expected to reduce future earnings and cash flows from our oil and gas properties located in
Alberta. The actual effect on our future earnings and cash flows of this royalty regime will be determined
based on, among other things, our production rates from wells in Alberta, the proportion of our Alberta
production to our overall production, our product mix in Alberta commodity prices and forelgn exchange
rates.

Pricing and Marketing in Canada

Any oil or gas export to be made pursuant to an export contract of a certain duration or covering a certain
quantity requires an exporter to obtain an export permit from Canada’s National Energy Board (“NEB”). The
governments of Alberta, British Columbia and Saskatchewan also regulate the volume of natural gas that may
be removed from those provinces for consumption elsewhere.

Investment Canada Act

The Investment Canada Act requires federal government of Canada approval, in certain cases, of the
acquisition of control of a Canadian business by an entity that is not controllied by Canadians. In certain
circumstances, the acquisition of natural resource properties may be considered to be a transaction requiring
such approval.

Production Sharing Contracts

Some of our international licenses are governed by production sharing contracts (“PSCs”) between the
concessionaires and the granting government agency. PSCs are contracts that define and regulate the
framework for investments, revenue sharing, and taxation of mineral interests in foreign countries. Unlike most
domestic leases, PSCs have defined production terms and time limits of generally 30 years. PSCs also
generally contain sliding scale revenue sharing provisions. As a result, at either higher production rates or
higher cumulative rates of return, PSCs generally allow the government agency to retain higher fractions of
revenue.

Environmental and Occupational Regulations

We are subject to various federal, state, provincial, tribal, local and international laws and regulations
concerning occupational safety and health as well as the discharge of materials into, and the protection of, the
environment. Environmental laws and regulations relate to, among other things, assessing the environmental
impact of seismic acquisition, drilling or construction activities; the generation, storage, transportation and
disposal of waste materials; the emission of certain gases into the atmosphere; the monitoring, abandonment,
reclamation and remediation of well and other sites, including sites of former operations; and the development
of emergency response and spill contingency plans. The application of worldwide standards, such as ISO
14000 governing Environmental Management Systems is required to be implemented for some international
oil and gas operatlons

In 1997, numerous countries participated in an international conference under the United Nations
Framework Convention on Climate Change and adopted an agreement known as the Kyoto Protocol (the
“Protocol”). The Protocol became effective February 16, 2005, and requires reductions of certain emissions
that contribute to atmospheric levels of greenhouse gases (“GHG”). Certain countries in which we operate (but
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not the United States) have ratified the Protocol. Pursuant to its ratification of the Protocol in April 2007, the
federal government of Canada released its Regulatory Framework for Air Emissions, a plan to implement
mandatory reductions in GHG emissions by way of regulation under existing legislation. The mandatory
reductions on GHG emissions will create additional costs for the Canadian oil and gas industry. Certain
provinces in Canada have also implemented legislation and regulations to reduce GHG emissions, which will
also have a cost associated with compliance. Presently, it is not possible to accurately estimate the costs we
could incur to comply with any laws or regulations developed to achieve emissions reductions in Canada or
elsewhere, but such expenditures could be substantial.

In 2006, we published our Corporate Climate Change Position and Strategy. Key components of the
strategy include initiation of energy efficiency measures, tracking emerging climate change legislation and
publication of a corporate GHG emission inventory, which occurred in January 2008. Devon continues to
explore energy efficiency measures and greenhouse gas ernission reduction opportunities. We also continue to
monitor legislative and regulatory climate change developments. All provisions of the strategy are completed
or are in progress.

We consider the costs of environmental protection and safety and health compliance necessary and
manageable parts of our business. With the efforts of 'our Environmental, Health and Safety Department, we
have been able to plan for and comply with environmental, safety and health initiatives without materially
altering our operating strategy. We anticipate making increased expenditures of both a capital and expense
nature as a result of the increasingly stringent laws relating to the protection of the environment and safety
and health compliance. While our unreimbursed expenditures in 2008 attributable to such matters were
immaterial, we cannot predict with any reasonable degree of certainty our future exposure concerning such
matters.

We maintain levels of insurance customary in the industry to limit our financial exposure in the event of
a substantial environmental claim resulting from sudden, unanticipated and accidental discharges of oil, salt
water or other substances. However, we do not maintain 100% coverage concerning any environmental claim,
and no coverage is maintained with respect to any penalty or fine required to be paid because of a violation of
law.

Employees

As of December 31, 2008, we had approximately 5,500 employees. We consider labor relations with our
employees to be satisfactory. We have not had any work stoppages or strikes pertaining to our employees.

Competition

See “Item 1A. Risk Factors.”

Availability of Reports

Through our website, http://www.devonenergy.com, we make available electronic copies of the charters of
the committees of our Board of Directors, other documents related to our corporate governance (including our
Code of Ethics for the. Chief Executive Officer, Chief Financial Officer and Chief Accounting Officer), and
documents we file or furnish to the SEC, including our annual reports on Form 10-K, quarterly reports on
Form 10-Q, and current reports on Form 8-K, as well as any amendments to these reports. Access to these
electronic filings is available free of charge as soon as reasonably practicable after filing or furnishing them to
the SEC. Printed copies of our committee charters or other governance documents and filings can be requested
by writing to our corporate secretary at the address on the cover of this report. -

11



Item 1A. Risk Factors

Our business activities, and the oil and gas industry in general, are subject to a variety of risks. If any of
the following risk factors should occur, our profitability, financial condition or liquidity could be materially
impacted. As a result, holders of our securities could lose part or all of their investment in Devon.

Oil, Gas and NGL Prices are Volatile

Our financial results are highly dependent on the prices of and demand for oil, gas and NGLs. A
significant downward movement of the prices for these commodities could have a material adverse effect on
our revenues, operating cash flows and profitability. Such a downward price movement could also have a
material adverse effect on our estimated proved reserves, the carrying value of our oil and gas properties, the
level of planned drilling activities and future growth. Historically, prices have been volatile and are likely to
continue to be volatile in the future due to numerous factors beyond our control. These factors include, but are
not limited to:

¢ consumer demand for oil, gas and NGLs;
* conservation efforts;

* OPEC production levels;

¢ weather;

* regional pricing differentials;

* differing quality of oil produced (i.e., sweet crude versus heavy or sour crude) and Btu content of gas
produced;

* the level of imports and exports of oil, gas and NGLs;
« the price and availability of alternative fuels;
* the overall economic environment; and

¢ governmental regulations and taxes.

Estimates of Oil, Gas and NGL Reserves are Uncertain

The process of estimating oil, gas and NGL reserves is complex and requires significant judgment in the
evaluation of available geological, engineering and economic data for each reservoir, particularly for new
discoveries. Because of the high degree of judgment involved, different reserve engineers may develop
different estimates of reserve quantities and related revenue based on the same data. In addition, the reserve
estimates for a given reservoir may change substantially over time as a result of several factors including
additional development activity, the viability of production under varying economic conditions and variations

in production levels and associated costs. Consequently, material revisions to existing reserve estimates may
occur as a result of changes in any of these factors. Such revisions to proved reserves could have a material
adverse effect on our estimates of future net revenue, as well as our financial condition and profitability.
Additional discussion of our policies regarding estimating and recording reserves is described in “Item 2.
Properties — Proved Reserves and Estimated Future Net Revenue.”

Discoveries or Acquisitions of Additional Reserves are Needed to Avoid a Material Decline in Reserves
and Production

The production rates from oil and gas properties generally decline as reserves are depleted, while related
per unit production costs generally increase, due to decreasing reservoir pressures and other factors. Therefore,
our estimated proved reserves and future oil, gas and NGL production will decline materially as reserves are
produced unless we conduct successful exploration and development activities or, through engineering studies,
identify additional producing zones in existing wells, secondary recovery reserves or tertiary recovery reserves,
or acquire additional properties containing proved reserves. Consequently, our future oil, gas and NGL
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production and related per unit production costs are highly dependent upon our level of success in finding or
acquiring additional reserves.

Future Exploration and Drilling Results are Uncertain and Involve Substantial Costs

Substantial costs are often required to locate and acquire properties and drill exploratory wells. Such
activities are subject to numerous risks, including the risk that we will not encounter commercially productive
oil or gas reservoirs. The costs of drilling and completing wells are often uncertain. In addition, oil and gas
properties can become damaged or drilling operations may be curtailed, delayed or canceled as a result of a
variety of factors including, but not limited to:

 unexpected drilling conditions;

« pressure or irregularities in reservoir formations;

* equipment failures or accidents;

« fires, explosions, blowouts and surface cratering;

« marine risks such as capsizing, collisions and hurricanes;

* other adverse weather conditions;

* lack of access to pipelines or other transportation methods;

¢ environmental hazards or liabilities; and

« shortages or delays in the availability of services or delivery of equipment.

A significant occurrence of one of these factors could result in a partial or total loss of our investment in
a particular property. In addition, drilling activities may not be successful in establishing proved reserves. Such
a failure could have an adverse effect on our future results of operations and financial condition. While both
exploratory and developmental drilling activities involve these risks, exploratory drilling involves greater risks
of dry holes or failure to find commercial quantities of hydrocarbons. We are currently performing exploratory
drilling activities in certain international countries. We have been granted drilling concessions in these
countries that require commitments on our behalf to incur capital expenditures. Even if future drilling activities
are unsuccessful in establishing proved reserves, we will likely be required to fulfill our commitments to make
such capital expenditures.

Industry Competition For Leases, Méterials, People and Capital Can Be Significant

Strong competition exists in all sectors of the oil and gas industry. We compete with major integrated and
other independent oil and gas companies for the acquisition of oil and gas leases and properties. We also
compete for the-equipment and personnel required to explore, develop and operate properties. Competition is
also prevalent in the marketing of oil, gas and NGLs. Typically, during times of high or rising commodity
prices, drilling and operating costs will also increase. Higher prices will also generally increase the costs of
properties available for acquisition. Certain of our competitors have financial and other resources substantially
larger than ours, and they have also established strategic long-term positions and maintain strong governmental
relationships in countries in which we may seek new entry. As a consequence, we may be at a competitive
disadvantage in bidding for drilling rights. In addition, many of our larger competitors may have a competitive
advantage when responding to factors that affect demand for oil and gas production, such as changing
worldwide price and production levels, the cost and availability of alternative fuels, and the application of
government regulations.
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International Operations Have Uncertain Political, Economic and Other Risks

Our operations outside North America are based primarily in Azerbaijan, Brazil and China. We face
political and economic risks and other uncertainties in these areas that are more prevalent than what exist for
our operations in North America. Such factors include, but are not limited to:

» general strikes and civil unrest;

* the risk of war, acts of terrorism, expropriation, forced renegotiation or modification of existing
contracts;

» import and export regulations;

» taxation policies, including royalty and tax increases and retroactive tax claims, and investment
restrictions;

* transportation regulations and tariffs;

* exchange controls, cuirency fluctuations, devaluation or other activities that limit or disrupt markets and
restrict payments or the movement of funds;

* laws and policies of the United States affecting foreign trade, including trade sanctions;

* the possibility of being subject to exclusive jurisdiction of foreign courts in connection with legal
disputes relating to licenses to operate and concession rights in countries where we currently operate;

* the possible inability to subject foreign persons to the jurisdiction of courts in the United States; and

« difficulties enforcing our rights against a governmental agency because of the doctrine of sovereign
immunity and foreign sovereignty over international operations.

Foreign countries have occasionally asserted rights to oil and gas properties through border disputes. If a
country claims superior rights to oil and gas leases or concessions granted to us by another country, our
interests could decrease in value or be lost. Even our smaller international assets may affect our overall
business and results of operations by distracting management’s attention from our more significant assets.
Various regions of the world have a history of political and economic instability. This instability could result
in new governments or the adoption of new policies that might result in a substantially more hostile attitude
toward foreign investment. In an extreme case, such a change could result in termination of contract rights and
expropriation of foreign-owned assets. This could adversely affect our interests and our future profitability.

The impact that future terrorist attacks or regional hostilities may have on the oil and gas industry in
general, and on our operations in particular, is not known at this time. Uncertainty surrounding military strikes
or a sustained military campaign may affect our operations in unpredictable ways, including disruptions of fuel
supplies and markets, particularly oil, and the possibility that infrastructure facilities, including pipelines,
production facilities, processing plants and refineries, could be direct targets of, or indirect casualties of, an act
of terror or war. We may be required to incur significant costs in the future to safeguard our assets against
terrorist activities. »

Government Laws and Regulations Can Change

Our operations are subject to federal laws and regulations in the United States, Canada and the other
countries in which we operate. In addition, we are also subject to the laws and regulations of various states,
provinces, tribal and local governments. Pursuant to such legislation, numerous government departments and
agencies have issued extensive rules and regulations binding on the oil and gas industry and its individual
members, some of which carry substantial penalties for failure to comply. Changes in such legislation have
affected, and at times in the future could affect, our operations. Political developments can restrict production
levels, enact price controls, change environmental protection requirements, and increase taxes, royalties and
other amounts payable to governments or governmental agencies. Although we are unable to predict changes
to existing laws and regulations, such changes could significantly impact our profitability. While such '
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legislation can change at any time in the future, those laws and regulations outside North America to which
we are subject generally include greater risk of unforeseen change.

Environmental Matters and Costs Can Be Significant

As an owner, lessee or operator of oil and gas properties, we are subject to various federal, state,
provincial, tribal, local and international laws and regulations relating to discharge of materials into, and
protection of, the environment. These laws and regulations may, among other things, impose lability on us for
the cost of pollution clean-up resulting from our operations in affected areas. Any future environmental costs
of fulfilling our commitments to the environment are uncertain and will be governed by several factors,
including future changes to regulatory requirements. There is no assurance that changes in or additions to laws
or regulations regarding the protection of the environment will not have a significant impact on our operations
and profitability. ‘ :

Insurance Does Not Cover All Risks

Exploration, development, production and processing of oil, gas and NGLs can be hazardous and involve
unforeseen occurrences such as hurricanes, blowouts, cratering, fires and loss of well control. These
occurrences can result in damage to or destruction of wells or production facilities, injury to persons, loss of
life, or damage to property or the environment. We maintain insurance against certain losses or liabilities in
accordance with customary industry practices and in amounts that management believes to be prudent.
However, insurance against all operational risks is not available to us. Due. to changes in the insurance
marketplace following hurricanes in the Gulf of Mexico in recent years, we currently do not have coverage for
any damage that may be caused by future named windstorms in the Gulf of Mexico.

Certain of Our Investments Are Subject To Risks That May Affect Their Liquidity and Value

To maximize earnings on available cash balances, we periodically invest in securities that we consider to
be short-term in nature and generally available for short-term liquidity needs. During 2007, we purchased '
asset-backed securities that have an auction rate reset feature (“auction rate securities”). Our auction rate
securities generally have contractual maturities of more than 20 years. However, the underlying interest rates
on our securities are scheduled to reset every seven to 28 days. Therefore, when we bought these securities,
they were generally priced and subsequently traded as short-term investments because of the interest rate reset
feature. At December 31, 2008, our auction rate securities totaled $122 million.

Since February 8, 2008, we have experienced difficulty selling our securities due to the failure of the
auction mechanism, which provided liquidity to these securities. An auction failure means that the parties
wishing to sell securities could not do so. The securities for which auctions have failed will continue to accrue
interest and be auctioned every seven to 28 days until the auction succeeds, the issuer calls the securities or
the securities mature. Due to continued auction failures throughout 2008, we consider these investments to be
long-term in nature and generally not available for short-term liquidity needs.

Our auction rate securities are rated AAA — the highest rating — by one or more rating agencies and are
collateralized by student loans that are substantially guaranteed by the United States government. These
investments are subject to general credit, liquidity, market and interest rate risks, which may be exacerbated by
continued problems in the global credit markets, including but not limited to, U.S. subprime mortgage defaults,
writedowns by major financial institutions due to deteriorating values, of their asset portfolios (including
leveraged loans, collateralized debt obligations, credit default swaps, and other credit-linked products). These
and other related factors have affected various sectors of the financial markets and caused credit and liquidity
issues. If issuers are unable to successfully close future auctions and their credit ratings deteriorate, our ability
to liquidate these securities and fully recover the carrying value of our investment in the near term may be
limited. Under such circumstances, we may record an impairment charge on these investments in the future.

Item 1B. Unresolved. Staff Comments
Not applicable.
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Item 2. Properties

Substantially all of our properties consist of interests in developed and undeveloped oil and gas leases
and mineral acreage located in our core operating areas. These interests entitle us to drill for and produce oil,
gas and NGLs from specific areas. Our interests are mostly in the form of working interests and, to a lesser
extent, overriding royalty, mineral and net profits interests, forelgn government concessions and other forms of
direct and indirect ownership in oil and gas properties.

We also have certain midstream assets, including natural gas and NGL processing plants and pipeline
systems. Our most significant midstream assets are our assets serving the Barnett Shale region in north Texas.
These assets include approximately 3,100 miles of pipeline, two natural gas processing plants with 750 MMcf
per day of total capacity, and a- 15 MBbls per day NGL fractionator. To support our continued development
and growing production in the Woodford Shale, located in southeastern Oklahoma, we constructed the
Northridge natural gas processing plant in 2008. The Northridge plant has a capacity of 200 MMcf per day.

Our midstream assets also include the Access Pipeline transportation system in Canada. This 220-mile
dual pipeline system extends from our Jackfish operations in northern Alberta to a 350 MBbls storage terminal
in Edmonton. The dual pipeline system allows us to blend the Jackfish heavy oil production with condensate
and transport the combined product to the Edmonton crude oil market for sale. We havé a 50% ownership
interest in the Access Pipeline.

Proved Reserves and Estimated Future Net Revenue

The SEC defines proved oil and gas reserves as the estimated quantities of crude oil, gas and NGLs that
geological and engineering data demonstrate with reasonable certainty to be recoverable in future years. from
known reservoirs under existing economic and operating conditions. Existing economic and operating
conditions is defined as those prices and costs as of the date the estimate is made. Prices include consideration
of changes in existing prices provided only by contractual arrangenients, but not on escalations based upon
future conditions.

The process of estimating oil, gas and NGL reserves is complex and requires significant judgment as
discussed in “Item 1A. Risk Factors.” As a result, we have developed internal policies for estimating and
recording reserves. Our policies regarding booking reserves require proved reserves to be in compliance with
the SEC definitions and guidance. Our policies assign responsibilities for compliance in reserves bookings to
our Reserve Evaluation Group (the “Group”) and require that reserve estimates be made by qualified reserves
estimators (“QREs”), as defined by the Society of Petroleum Engineers’ standards. A list of our QREs is kept
by the Senior Advisor — Corporate Reserves. All QREs are required to receive education covering the
fundamentals of SEC proved reserves assignments.

The Group is responsible for the internal review and certification of reserve estimates and includes the
Director — Reserves and Economics and the Senior Advisor — Corporate Reserves. The Group reports
independently of any of our operating divisions. The Senior Vice President — Strategic Development is
directly responsible for overseeing the Group and reports to our President. No portion of the Group’s
compensation is directly dependent on the quantity of reserves booked.

Throughout the year, the Group performs internal audits of each operating division’s reserves. Selection
criteria of reserves that are au_dited.include major fields and major additions and revisions to reserves. In
addition, the Group reviews reserve estimates with each of the third-party petroleum consultants discussed
below.

In addition to internal audits, we engage three independent petroleum consulting firms to both prepare
and audit a significant portion of our proved reserves. Ryder Scott Company, L.P. prepared the 2008 reserve -
estimates for all of our offshore Gulf of Mexico properties and for 99% of our International proved reserves.
LaRoche Petroleum Consultants, Ltd. audited the 2008 reserve estimates for 90% of our domestic onshore
properties. AJM Petroleum Consultants audited 78% of our Canadian reserves.
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Set forth below is a summary of the reserves that were evaluated, either by preparation or audit, by
independent petroleum consultants for each of the years ended 2008, 2007 and 2006.

2008 2007 2006
) Prepared Audited Prepared Audited Prepared Audited
US. e 5% 87% 6% 83% 7% 81%
Canada ............cconvnuen.. — 78% 34% 51% 46% 39%
International.. . . ................ 99% — 99% — 99% —
Total ..o 9% 81% 19% 69% 28% 61%

“Prepared” reserves are those quantities of reserves that were prepared by an independent petroleum
consultant. “Audited” reserves are those quantities of reserves that were estimated by our employees and
audited by an independent petroleum consultant. An audit is an examination of a company’s proved oil and
gas reserves and net cash flow by an independent petroleum consultant that is conducted for the purpose of
expressing an opinion as to whether such estimates, in aggregate, are reasonable and have been estimated and
presented in conformity with generally accepted petroleum engineering and evaluation principles.

In addition to conducting these internal and external reviews, we also have a Reserves Committee which
consists of three independent members of our Board of Directors. Although we are not required to have a
Reserves Committee, we established ours in 2004 to provide additional oversight of our reserves estimation
and certification process. The Reserves Committee was designed to assist the Board of Directors with its
duties and responsibilities in evaluating and reporting our proved reserves, much like our Audit Committee
assists the Board of Directors in supervising our audit and financial reporting requirements. Besides being
independent, the members of our Reserves Committee also have educational backgrounds in geology or
petroleum engineering, as well as experience relevant to the reserves estimation process.

The Reserves Committee meets at least twice a year to discuss reserves issues and policies, and
periodically meets separately with our senior reserves engineering personnel and our independent petroleum
consultants. The responsibilities of the Reserves Committee include the following:

« perform an annual review and evaluation of our consolidated oil, gas and NGL reserves;
» verify the integrity of our reserves evaluation and reporting system;

« evaluate, prepare and disclose our compliance with legal and regulatory requirements related to our oil,
gas and NGL reserves;

o investigate and verify the qualifications and independence of our independent engineering consultants;
« monitor the performance of our independent engineering consultants; and

« monitor and evaluate our business practices and ethical standards in relation to the preparation and
disclosure of reserves.
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The following table sets forth our estimated proved reserves and related estimated cash flow information
as of December 31, 2008. These estimates correspond with the method used in presenting the “Supplemental
Information on Oil and Gas Operations” in Note 20 to our consolidated financial statements included herein.

Total Proved Proved
Proved Developed  Undeveloped
Reserves Reserves Reserves
Total Reserves
Oil IMMBDIS) . ..ottt i e 429 301 © 128
Gas (Beh) . .o 9,885 8,044 1,841
NGLs (MMBDIS) ... ..ottt i 352 292 60
MMBoe(1). .. oo I 2,428 1,934 494
Pre-tax future net revenue (in millions)(2) . . ...t $26,731  $22,946 $3,785
Pre-tax 10% present value (in millions)(2). ... ........... $14,178  $13,279  $ 899
Standardized measure of discounted future net cash flows (in
milions)(2)(3) .. v i e $10,492
U.S. Reserves '
Oil (MMBDbIS) .. .....oviiiiiiaiaannn P 167 133 34
Gas (Bl . oo e e 8,369 - 6,681 1,688
NGLs (MMBDIS) . .\ tiiii e i i 317 261 56
MMBoe(1). . ..o vv. .. PPN 1,878 1,508 . 370
Pre-tax future net revenue (in millions)(2) . .............. $20,284  $17.916 $2,368
Pre-tax 10% present value (in millions)(2)............... $10,185  $ 9,945 $ 240
Standardized measure of discounted future net cash flows (in
millions)(2X3) .« oo e $ 7,381
Canadian Reserves S
Oil (MMBDIS) ...t e i e 134 110 24
Gas (BCl) . ..ot s 1,510 1,357 153
NGLs (MMBDIS) . .« o e eovee e I 35 31 4
MMBoe(1) . .o s 421 367 54
Pre-tax future net revenue (in millions)(2) . ... ........... $ 4852 $ 4,569 $ 283
Pre-tax 10% present value (in millions)(2)............... $ 2959 $ 2931 $ 28
Standardized measure of discounted future net cash flows (in ‘
millions)(2)(3) . ot i $ 2,252
International Reserves
Ol (MMBDIS) . ...oii e 128 58 70
Gas (BCh) . .ot e e 6 6 —
NGLs (MMBDIS) . . ...t i — — —
MMBOE(1) . . ot e e 129 59 70
Pre-tax future net revenue (in millions)(2) . .............. $ 1,595 $ 461 $1,134
Pre-tax 10% present value (in millions)(2). .. ............ $ 1,034 $ 403 $ 631
Standardized measure of discounted future net cash flows (in ‘
DHONSI2Y(3) + v $ 859

(1) Gas reserves are converted to Boe at the rate of six Mcf per Bbl of oil, based upon the approximate rela-
tive energy content of gas and oil, which rate is not necessarily indicative of the relationship of gas and
oil prices. NGL reserves are converted to Boe on a one-to-one basis with oil.

(2) Estimated pre-tax future net revenue represents estimated future revenue to be generated from the produc-
tion of proved reserves, net of estimated production and development costs and site restoration and
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©))

abandonment charges. The amounts shown do not give effect to depreciation, depletion and amortization,
or to non-property related expenses such as debt service and income tax expense.

These amounts were calculated using prices and costs in effect for each individual property as of Decem-
ber 31, 2008. These prices were not changed except where different prices were fixed and determinable
from applicable contracts. These assumptions yielded average prices over the life of our properties of
$32.65 per Bbl of oil, $4.75 per Mcf of gas and $16.54 per Bbl of NGLs. These prices compare to the
December 31, 2008, NYMEX cash price of $44.60 per Bbl for crude oil and the Henry Hub spot price of
$5.71 per MMBtu for gas.

The present value of after-tax future net revenues discounted at 10% per annum (“standardized measure”)
was $10.5 billion at the end of 2008. Included as part of standardized measure were discounted future
income taxes of $3.7 billion. Excluding these taxes, the present value of our pre-tax future net revenue
(“pre-tax 10% present value™) was $14.2 billion. We believe the pre-tax 10% present value is a useful
measure in addition to the after-tax standardized measure. The pre-tax 10% present value assists in both
the determination of future cash flows of the current reserves as well as in making relative value compari-
sons among peer companies. The after-tax standardized measure is dependent on the unique tax situation
of each individual company, while the pre-tax 10% present value is based on prices and discount factors,
which are more consistent from company to company. We also understand that securities analysts use the
pre-tax 10% present value measure in similar ways.

See Note 20 to the consolidated financial statements included in “Item 8. Financial Statements and Supple-
mentary Data.”
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As presented in the previous table, we had 1,934 MMBoe of proved developed reserves at December 31,
2008. Proved developed reserves consist of proved developed producing reserves and proved developed non-
producing reserves. The following table provides additional information regarding our proved developed
reserves at December 31, 2008.

Total Proved Proved
Proved Developed Developed
Developed Producing Non-Producing
Reserves Reserves Reserves

Total Reserves

Oil (MMBbIs) . ....... S AU P 301 1250 - 51

Gas (Bef)................ O e 8,044 7,051 993

NGLs (MMBDbIs) .. ... i .. 292 259 33

MMBoOE . ... e 1,934 1,684 250
U.S. Reserves

Ol (MMBDIS) ...ttt 133 112 21

Gas(Bef) . ... 6,681 5,851 830

NGLs (MMBBDbIS) .. ... i 261 - 230 ' 31

MMBoOE . .« 1,508 1,317 191
Canadian Reserves

Oil MMBDbIS) . ... 110 91 19

Gas (Bef) . ..o 1,357 1,194 163

NGLs (MMBDIS) .. ..o 31 29 2

MMBOE . ... 367 319 48
International Reserves

Ol (MMBDbIS) .......... i 58 47 11

GasBef) .. ... e 6 6 —

NGLs (MMBDIS) ... ovei e i — — —

MMBOE . . .o 59 48 11

No estimates of our proved reserves have been filed with or included in reports to any federal or foreign
governmental authority or agency since the beginning of 2008 except in filings with the SEC and the
Department of Energy (“DOE”). Reserve estimates filed with the SEC correspond with the estimates of our
reserves contained herein. Reserve estimates filed with the DOE are based upon the same underlying technical
and economic assumptions as the estimates of our reserves included herein. However, the DOE requires reports
to include the interests of all owners in wells that we operate and to exclude all interests in wells that we do
not operate.

The prices used in calculating the estimated future net revenues attributable to proved reserves do not
necessarily reflect market prices for oil, gas and NGL production subsequent to December 31, 2008. There can
- be no assurance that all of the proved reserves will be produced and sold within the periods indicated, that the
assumed prices will be realized or that existing contracts will be honored or judicially enforced.

Production, Revenue and Price History

Certain information concerning oil, gas and NGL production, prices, revenues (net of all royalties,
overriding royalties and other third-party interests) and operating expenses for the three years ended
December 31, 2008, is set forth in “Item 7. Management’s Discussion and Analysis of Financial Condition and
Results of Operations.”
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Drilling Activities

The following tables summarize the results of our development and exploratory drilling activity for the
past three years. The tables do not include our Egyptian or West African operations that were discontinued in
2006 and 2007, respectively.

Development Well Activity
Wells Drilling at

December 31, Net Wells Completed(2)
2008 2008 2007 2006
Gross(1) Net(2) Productive Dry Productive Dry Productive Dry
UsS. ............ 111 73.2 1,033.0 18.5 978.2 21.1 877.1 12.5
Canada .......... 6 43 528.9 3.2 531.2 — 593.2 33
International . . . ... 9 1.0 13.8 1.4 92 _— 6.1 —
Total............ 126 785 15757 231 15186 211 14764 158
Expldratory Well Activity
V\;;llcsegﬂ:nflft Net Wells Completed(2)
2008 2008 2007 2006
Gross(1) Net(2) Productive Dry Productive Dry Productive Dry
US. ... .. 13 9.8 13.6 3.8 11.6 4.2 24.5 10.3
Canada........... 7 4.0 50.1 33 83.3 1.5 82.1 1.0
International .. ..... 1 0.2 - 5.6 o 0.6 — 17
Total ............ 21 14.0 637 127 949 63 1066  13.0

(1) Gross wells are the sum of all wells in which we own an interest.

(2) Net wells are gross wells multiplied by our fractional working interests therein.

For the wells being drilled as of December 31, 2008 presented in the tables above, the following table
summarizes the results of such wells as of February 1, 2009.

Still In
Productive Dry Progress
Gross Net Gross  Net Gross _Net
U S e e e 25 18.3 2 1.5 97 63.1
Canada . .....ovi it e i1 7.5 — — 2 0.8
International . .........c..oo it 3 0.7 —_ = 1 0.6
Total. . ..ot 39 25 2 15 106 645
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Well Statistics
The following table sets forth our producing wells as of December 31, 2008.

Oil Wells Gas Wells Total Wells
Gross(1) Net(2) Gross(1) Net(2) Gross(1) Net§2)
US.Onshore .................... 8,265 2,850 19,166 13,075 27,431 15,925
US.Offshore.................... 444 309 218 142 662 451
Total US............... ... .... 8,709 3,159 19,384 - 13,217 28,093 16,376
Canada......................... 3,675 2,704 4,928 2,847 8,603 5,551
International . . . . ... e 479 206 — — 479 206
Grand Total .................... 12,863 6,069 24,312 16,064 37,175 22,133

(1) Gross wells are the total number of wells in which we own a working interest.
(2) Net wells are gross wells multiplied by our fractional working interests therein.

Developed and Undeveloped Acreage

The following table sets forth our developed and undeveloped oil and gas lease and mineral acreage as of
December 31, 2008. :

Developed Undeveloped
Gross(1) Net(2) Gross(1) Net(2)
(In thousands)
US.Onshore . . ... e, 3,425 2,298 6,444 3,565
US.Offshore. . ... i, 337 187 2,228 1,277
Total U.S. ... 3,762 2,485 8,672 4,842
Canada ................. e e 3,633 2,265 8,251 5,436
International. . ... ..... ... ... . .. i, 198 53 10,654 9,238
Grand Total ............. T 7,593 4,803 27,577 19,516

(1) Gross acres are the total number of acres in which we own a working interest.

(2) Net acres are gross acres multiplied by our fractional working interests therein.

Operation of Properties

The day-to-day operations of oil and gas properties are the responsibility of an operator designated under
pooling or operating agreements. The operator supervises production, maintains production records, employs
field personnel and performs other functions.

We are the operator of 22,527 of our wells. As operator, we receive reimbursement for direct expenses
incurred in the performance of our duties as well as monthly per-well producing and drilling overhead
reimbursement at rates customarily charged in the area. In presenting our financial data, we record the monthly
overhead reimbursements as a reduction of general and administrative expense, which is a common industry
practice.

Organization Structure and Property Profiles

Our properties are located within the U.S. onshore and offshore regions, Canada, and certain locations
outside North America. The following table presents proved reserve information for our significant properties
as of December 31, 2008, along with their production volumes for the year 2008. Additional summary profile
information for our significant properties is provided following the table.

We have certain North American onshore and offshore properties we consider to be significant because
they may be the source of significant future growth in proved reserves and production. However, these
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properties are not included in the following table because as of December 31, 2008, such properties had only
minimal, if any, proved reserves or production. Onshore, these properties include the Haynesville, Cana and
Cody properties in the U.S. and the Horn River Basin properties in Canada. Offshore, these properties include
our deepwater development and exploration properties in the Gulf of Mexico. These properties and our related
development plans are discussed along with our other significant properties following the table.

Also, as presented in the table, we had no proved reserves associated with our Jackfish operations as of
December 31, 2008. During 2008 and thus far in 2009, we have been producing heavy oil from our Jackfish
property. However, due to low crude oil prices and unfavorable operating conditions as of December 31, 2008,
our Jackfish reserves did not meet the existing economic and operating condition requirement to be classified
as proved at the end of 2008. ' '

Proved Proved
Reserves Reserves Production Production
(MMBoe)(1) %(2) (MMBoe)(1) %(2)
U.S.
Bamett Shale.............. ... ...... .. 894 36.8% 66 27.9%
Carthage .........ccovviiiiiinnnennn.. 209 8.6% 17 7.2%
Permian Basin, Texas. ... .......covun.... 125 51% . 9 3.6%
Washakie . . . . ... U S 105 43% 7 2.8%
Groesbeck . ..o it . 62 2.5% 7 o 31%
Woodford Shale . . .. ........oovereiin... 48 2.0% 4 1.5%
Other U.SOnshore. . .................... ¢ 334 _13.8% _36 _15.3%
Total US Onshore . . ................... 1,777 _73.1% 146 _61.4%
Deepwater Producing . . . ................. 56 2.3% 7 3.1%
Other USOffshore . .............c....... 45 - 1.9% 9 3%
Total U.S Offshore . . ..... e 101 4.2% 16 __6.8%
Total U.S . ... ... i 1,878 77.3% 162 _68.2%
Canada
LIOYdminster . - ..o ovvveeeeeeaeene s 92 38% 16 6.6%
PeaceRiver Arch. ...................... 82 3.4% 8 3.5%
DeepBasin .............. .. ..., 66 - 2.8% 10 4.2%
Northeast British Columbia ............... 64 2.6% 9 3.6%
Jackfish .. ... e e e e , — — 4 1.5%
OtherCanada. . ............... .. ....... 117 _4.8% 14 _62%
Total Canada . . ... ...........coovuenn... 421 174% 61 25.6%
International ' _
Azerbaijan. . ........... ... 85 3.5% 6 2.6%
Chila ..o e 18 08% 5 2.1%
Brazil ... ..o 4 0.1% 2 0.6%
Other. . ... ... e i 22 0.9% 2 _09%
Total International . . ..................... 129 53% 15 _62%
Grand Total . ....................... Cees 2,428 100.0% 238 100.0%

(1) Gas reserves and production are converted to Boe at the rate of six Mcf of gas per Bbl of oil, based upon
the approximate relative energy content of gas and oil, which rate is not necessarily indicative of the
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relationship of gas and oil prices. NGL reserves and production are converted to Boe on a one-to-one basis
with oil.

(2) Percentage of proved reserves and production the property bears to total proved reserves and production
based on actual figures and not the rounded figures included in this table. »

U.S. Onshore

Barnett Shale — The Barnett Shale, located in north Texas, is our largest property both in terms of
production and proved reserves. Our leases include approximately 715,000 net acres located primarily in
Denton, Johnson, Parker, Tarrant and Wise counties. The Barnett Shale is a non-conventional reservoir and it
produces natural gas and NGLs. We have an average working interest of greater than 90%. We drilled
659 gross wells in 2008.

Carthage — The Carthage area in east Texas includes primarily Harrison, Marion, Panola and Shelby
counties. Our average working interest is about 85% and we hold approximately 173,000 net acres. Our
Carthage area wells produce primarily natural gas and NGLs from conventional reservoirs. We drilled 132 gross
wells in 2008.

Permian Basin, Texas — Our oil and gas properties in the Permian Basin of west Texas comprise
approximately 470,000 net acres located primarily in Andrews, Crane, Ector, Martin, Terry, Ward and Yoakum
counties. These properties produce both oil and gas from conventional reservoirs. Our average working interest
in these properties is about 40%. We drilled 71 gross wells in 2008.

Washakie — Our Washakie area leases are concentrated in Carbon and Sweetwater counties in southern
Wyoming. Our average working interest is about 76% and we hold about 157,000 net acres in the area. The
Washakie wells produce primarily natural gas from conventional reservoirs. In 2008, we drilled 115 gross
wells.

Groesbeck — The Groesbeck area of east Texas includes portions of Freestone, Leon, Limestone and
Robertson counties. Our average working interest is approximately 72% and we hold about 168,000 net acres
of land. The Groesbeck wells produce primarily natural gas from conventional reservoirs. In 2008, we drilled
16 gross wells.

Woodford Shale — Our Woodford Shale properties in southeastern Oklahoma produce natural gas and
NGLs from a non-conventional reservoir. Our 54,000 net acres are concentrated in Coal and Hughes counties
and have an average working interest of about 57%. In 2008, we drilled 131 gross wells in this area. To
support our production in the Woodford Shale, we also brought online a 200 MMcf per day natural gas
processing plant in 2008.

2009 Development Plans — We expect 2009 oil, gas and NGL prices will be noticeably lower than those
for 2008. As a result, we expect our operating cash flow will also be lower than that for 2008 and will require
us to scale back our anticipated capital expenditures in 2009 compared to 2008. Accordingly, we expect to -
drill fewer wells in 2009 than in 2008 for the key U.S. Onshore areas discussed above.

Our reduction in 2009 drilling activities in these areas is also related to our plan to devote a portion of
our planned 2009 capital expenditures to develop three new unconventional natural gas plays. In 2008, we
built a position of nearly 1.3 million net acres in these unconventional natural gas plays. In east Texas and
north Louisiana we have accumulated approximately 570,000 net acres prospective for the Haynesville shale
formation. In western Oklahoma, our Cana leasehold position targets the deep Woodford shale formation in
the Anadarko Basin. We hold about 112,000 net acres in the Cana area. In south central Montana, we have
accumulated a significant leasehold position for our Cody project area. We hold approximately 575,000 net
acres in-this region. In 2009, we will continue to eévaluate our acreage and drill wells in these emerging plays
. to assess the reserve and production potential of our acreage position.
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U.S. Offshore

Deepwater Producing — Our assets in the Gulf of Mexico include three significant producing proper-
ties — Magnolia, Merganser and Nansen — located in deep water (greater than 600 feet). We have a 50%
working interest in Merganser and Nansen and a 25% working interest in Magnolia. The three fields are
located on federal leases and total approximately 23,000 net acres. The properties produce both 011 and gas.

Deepwater Development — In addition to our three significant deepwater producing properties, we will
continue development activities on our deepwater Cascade project throughout 2009. Cascade was discovered
in 2002 and is located on federal leases encompassing approximately 12,000 net acres. We have a 50%
working interest in Cascade. Production from Cascade, which will be prlmarlly oil, is expected to begin in
2010. Cascade will be the first project in the Gulf to utilize an FPSO.

Deepwater Exploration — Our exploration program in the Gulf of Mexico is focused primarily on
deepwater opportunities. Our deepwater exploratory prospects include Miocene-aged objectives. (five million to
24 million years) and older and deeper Lower Tertiary objectives. We hold federal leases comprising
approximately one million net acres in our deepwater exploration inventory.

In 2006, a successful production test of the Jack No. 2 well provided evidence that our Lower Tertiary
properties may be a source of meaningful future reserve and production growth. Through 2008, we have
drilled four discovery wells in the Lower Tertiary. These include Cascade in 2002 (see “Deepwater
Development” above), St. Malo in 2003, Jack in 2004 and Kaskida in 2006: We currently hold 161 blocks in
the Lower Tertiary and we have 1dent1f1ed 21 addltlonal prospects to date.

At St. Malo, in which our working interest is 25%, we drilled two delmeatlon wells in 2008. At Jack
where our working interest is 25%, we drilled a second appraisal well in 2008. A sidetrack appraisal well was
drilled on the Kaskida unit in 2008 and we commenced an additional delineation well in late 2008. Our
working interest in Kaskida is 30%, and we believe Kaskida is the largest of our four Lower Tertiary
discoveries to date. ' ‘

Also in 2008, we participated in a sidetrack delineation well on the Miocene-aged Mission Deep
discovery in which we have a 50% working interest. We have identified 14 additional prospects in our
deepwater Miocene inventory to date. ‘

In total, we drilled seven exploratory and appraisal wells in the deepwater Gulf of Mexico in 2008. Our
working interests in these exploratory opportunities range from 25% to 50%. In 2009, we will continue to
perform additional delineation drilling and continue to plan the development of Jack and St. Malo.

Canada

Lloydminster — Our Lloydminster properties are located to the south and east of Jackfish in eastern

~ Alberta and western Saskatchewan. Lloydminster produces heavy oil by conventional means without steam
injection. We hold 2.5 million net acres and have an 89% average working interest in our Lloydminster
propertles In 2008, we drilled 425 gross wells in the area. ' ’

Peace River Arch —- The Peace River Arch is located in west central Alberta. We hold approximately
569,000 net acres in the area, which produces primarily natural gas and NGLs from conventional reservoirs.
Our average working interest in the area is approximately 70%. We drilled 66 gross wells in the Peace River
Arch in 2008.

Deep Basin — Our properties in Canada’s Deep Basin include portions of west central Alberta and east
central British Columbia. We hold approximately 602,000 net acres in the Deep Basin. The area produces
primarily natural gas and natural gas liquids from conventional reservoirs. Our average working interest in the
Deep Basin is 45%. In 2008, we drilled 61 gross wells.

Northeast British Columbia — Our northeast British Columbia properties are located primarily in British
Columbia and to a lesser extent in northwestern Alberta. We hold approximately 1.7 million net acres in the
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area. These properties produce principally natural gas from conventional reservoirs. We hold a 76% average
working interest in these properties. We drilled 37 gross wells in the area in 2008.

Jackfish — By the end of 2008, we ramped up production from our 100%-owned Jackfish thermal heavy
oil project in the non-conventional oil sands of east central Alberta to 22,000 Bbls per day. We are employing
steam-assisted gravity drainage at Jackfish. Production is expected to increase in 2009 to its peak production
target of 35,000 Bbls per day. We hold approximately 75,000 net acres in the entire Jackfish area, which can
support expansion of the original project. In 2008, we received regulatory approval to develop a second phase
of Jackfish. Like the first phase, this second phase of Jackfish is also expected to eventually produce
35,000 Bbls per day of heavy oil production.

2009 Development Plans — Similar to our 2009 plans for our U.S. Onshore areas discussed above, we
expect to drill fewer wells in 2009 than in 2008 for the key areas in Canada discussed above. Our plans to
drill fewer wells in these areas is also affected by our intentions to devote a portion of our planned 2009
capital expenditures to develop our positions in the Horn River Basin in northeast British Columbia. In 2008,
we accumulated approximately 153,000 net acres targeting the Devonian shale in this area. In 2009, we will
continue to evaluate our acreage and drill wells in this area to assess the reserve and production potential of
our acreage position.

International

Azerbaijan — Outside North America, Devon’s largest international property in terms of proved reserves
is the Azeri-Chirag-Gunashli (“ACG”) oil field located offshore Azerbaijan in the Caspian Sea. ACG produces
crude oil from conventional reservoirs. We hold approximately 6,000 net acres in the ACG field and have a
5.6% working interest. In 2008, we participated in drilling 15 gross wells.

China — Our production in China is from the Panyu development in the Pearl River Mouth Basin in the
South China Sea. The Panyu fields produce oil from conventional reservoirs. In addition to Panyu, which is
located on Block 15/34, we hold leases in four exploratory blocks offshore China. In total, we have 7.9 million
net acres under lease in China. We have a 24.5% working interest at Panyu and 100% working interests in the
exploratory blocks. We drilled seven. gross wells in China in 2008.

Brazil — In 2008, we continued to ramp up production from our Polvo development, which we operate
with a 60% working interest. Polvo is located offshore in the Campos Basin in Block BM-C-8. We
experienced mechanical issues during 2008 at Polvo that delayed bringing a portion of our expected production
online. As of December 31, 2008, the mechanical issues appear to have been corrected, and we exited the year
with gross production at approximately 17,000 Bbls per day. In addition to our development project at Polvo,
we hold acreage in eight exploratory blocks. In aggregate, we have 1.4 million net acres in Brazil. Our
working interests range from 18% to 100% in these blocks. We drilled 12 gross wells in Brazil in 2008 and
over the next two years we plan to drill up to eight exploratory wells.

Title to Properties

Title to properties is subject to contractual arrangements customary in the oil and gas industry, liens for
current taxes not yet due and, in some instances, other encumbrances. We believe that such burdens do not
materially detract from the value of such properties or from the respective interests therein or materially
interfere with their use in the operation of the business.

As is customary in the industry, other than a preliminary review of local records, little investigation of
record title is made at the time of acquisitions of undeveloped properties. Investigations, which generally
include a title opinion of outside counsel, are made prior to the consummation of an acquisition of producing
properties and before commencement of drilling operations on undeveloped properties.
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Item 3. Legal Proceedings

Royalty Matters

Numerous natural gas producers and related parties, including Devon, have been named in various
lawsuits alleging violation of the faderal False Claims Act. The suits allege that the producers and related ’
parties used below-market prices, improper deductions, improper measurement techniques and transactions
with affiliates, which resulted in underpayment of royalties in connection with natural gas and NGLs produced
and sold from federal and Indian owned or controlled lands. The principal suit in which Devon is a defendant
is United States ex rel. Wright v. Chevron USA, Inc. et al. (the “Wright case”). The suit was originally filed in
August 1996 in the United States District Court for the Eastern District of Texas, but was consolidated in
October 2000 with other suits for pre-trial proceedings in the United States District Court for the District of
Wyoming. On July 10, 2003, the District of Wyoming remanded the Wright case back to the Eastern District
of Texas to resume proceedings. On April 12, 2007, the court entered a trial plan and scheduling order in
which the case will proceed in phases. Two phases have been scheduled to date. The first phase was scheduled
to begin in August 2008, but the defendant settled prior to trial. The second phase was scheduled to begin in
February 2009, but the defendants settled prior to trial. Devon was not included in the groups of defendants
selected for these first two phases. Devon believes that it has acted reasonably, has legitimate and strong
defenses to all allegations in the suit, and has paid royalties in good faith. Devon does not currently believe
that it is subject to material exposure with respect to this lawsuit and, therefore, no liability related to this
lawsuit has been recorded.

Other Matters

We are involved in other various routine legal proceedings incidental to our business. However, to our
knowledge as of the date of this report, there were no other material pending legal proceedings to which we
are a party or to which any of our property is subject. :

Item 4. Submission of Matters to a Vote of Security Holders

There were no matters submitted to a vote of security holders during the fourth quarter of 2008..
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PART 11

Item S. Market for Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

Our common stock is traded on the New York Stock Exchange (the “NYSE”). On February 16, 2009,
there were 14,074 holders of record of our common stock. The following table sets forth the quarterly high
and low sales prices for our common stock as reported by the NYSE during 2008 and 2007. Also, included
are the quarterly dividends per share paid during 2008 and 2007.

Price Range of Common

Stock Dividends
High Low Per Share
2008:

Quarter Ended March 31,2008. .. .......... ... ... .o, $108.13  $ 7456  $0.1600
Quarter Ended June 30,2008 . . ............ ... $127.16  $101.31  $0.1600
Quarter Ended September 30,2008 . ... .................. ..., $12743  $ 82.10  $0.1600
Quarter Ended December 31,2008 .. ............. .00 i, $91.69 $ 5440 $0.1600

2007; " ’
Quarter Ended March 31, 2007. ......... T $ 7124 ' $ 62.80  $0.1400
Quarter Ended June 30,2007 . ..................... P $ 83.92 $69.30 - $0.1400
Quarter Ended September 30, 2007 . ... ... $ 8520 $69.01 $0.1400
Quarter Ended December 31,2007 . ... ... v, $9475 $ 80.05 $0.1400

We began paying regular quarterly cash dividends on our common stock in the second quarter of 1993.
We anticipate continuing to pay regular quarterly dividends in the foreseeable future.

Issuer Purchases of Equity Securities

Our Board of Directors has approved a program to repurchase up to 50 million shares, which expires on
December 31, 2009. As of December 31, 2008, up to 45.5 million shares can be repurchased under the
50 million share repurchase program. ‘

Our Board of Directors has also approved an ongoing, annual stock repurchase program to minimize
dilution resulting from restricted stock issued to, and options exercised by, employees. In 2008, the repurchase
program authorized the repurchase of up to 4.8 million shares or a cost of $422 million, whichever amount
was reached first. When the 2008 portion of this annual program expired on December 31, 2008; 2.0 million
shares had been repurchased under this program for $178 million, or $87.83 per share.

No shares were repurchased under these programs during the fourth quarter of 2008.

Prior to the end of 2008, our Board of Directors authorized the 2009 portion of the annual program.
Under this program in 2009, we are authorized to repurchase up to 4.8 million shares or a cost of $360 million,
whichever amount is reached first.

As of December 31, 2008, we are authorized to repurchase up to 50.3 million shares under publicly
announced programs. This amount is comprised of the 45.5 million remaining shares authorized to be repurchased
under the 50 million share repurchase program and the 4.8 million shares authorized to be repurchased under the
annual repurchase program in 2009. However, in response to the current economic environment and recent
downturn in commodity prices, we have indefinitely suspended activity under both these programs. As a result, we
do not anticipate repurchasing shares under these programs in the foreseeable future. Should economic conditions
or commodity prices strengthen, we will consider resumption of share repurchases under our authorized programs.

New York Stock Exchange Certifications

This Form 10-K includes as exhibits the certifications of our Chief Executive Officer and Chief Financial
Officer, or persons performing similar functions, required to be filed with the SEC pursuant to Section 302 of
the Sarbanes Oxley Act of 2002. We have also filed with the New York Stock Exchange the 2008 annual
certification of our Chief Executive Officer confirming that we have complied with the New York Stock
Exchange corporate governance listing standards.
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Performance Graph

The following performance graph compares the yearly percentage change in the cumulative total
shareholder return on Devon’s common stock with the cumulative total returns of the Standard & Poor’s 500
index (“the S&P 500 Index™) and the group of companies included in the Crude Petroleum and Natural Gas
Standard Industrial Classification code (“the SIC Code™). The graph was prepared based on the following
assumptions: ,

o $100 was invested on December 31, 2003 in Devon’s common stock, the S&P 500 Index and the SIC
Code, and .

« Dividends have been reinvested subsequent to the initial investment.

Comparison of 5-Year Cumulative Total Return
Devon, S&P 500 Index and SIC Code

$400
$350
o0 2N
$250 : — / \\.\
$200 , s 0
$150 __/'—A O
$100 7 r - & R & ~.__-D
$50
$_
2003 2004 2005 2006 2007 2008
—e—Devon $10000 |  $13678 $221.00 $238.82 $318.85 $237.26
- O -S&PS00 | $100.00 $110.88 $116.33 $134.70 $142.10 $89.53
- -A- -SICCode|  $100.00 $127.03 $182.51 $23731 $333.59 $195.20

The graph and related information shall not be deemed “soliciting material” or to be “filed” with the
SEC, nor shall such information be incorporated by reference into any future filing under the Securities Act of
1933, as amended, or Securities Exchange Act of 1934, as amended, except to the extent that we specifically
incorporate such information by reference into such a filing. The graph and information is included for
historical comparative purposes only and should not be considered indicative of future stock performance.
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Item 6. Selected Financial Data

The following selected financial information (not covered by the report of independent registered public
accounting firm) should be read in conjunction with “Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations,” and the consolidated financial statements and the notes thereto
included in “Item 8. Financial Statements and Supplementary Data.”

Year Ended December 31,
2008 2007 2006 2005 2004

(In millions, except per share data, ratios, prices and per
Boe amounts)

Operating Results

Total TEVENUES . . . o ottt e e et e e e e $15,211 $11,362 $9,767 $10,027 $ 8,549
Total expenses and other income, net(1) ............. 19,244 7,138 6,197 5,649 5,490
(Loss) earnings from continuing operations before

INCOME LAXES & v vttt ittt ettt ee et ee e (4,033) 4,224 3,570 4,378 3,059
Total income tax (benefit) expense ................. (954) 1,078 936 - 1,481 970
(Loss) earnings from continuing operations . . ......... (3,079) 3,146 2,634 2,897 2,089
Earnings from discontinued operations .............. 1931 460 212 33 97
Net (10SS) €arnings . . . .o vv vt tee e ine e $(2,148) $ 3606 $2.846 $ 2930 $2,186

Net (loss) earnings applicable to common stockholders .. $(2,153) $ 3,596 $ 2,836 $ 2,920 $ 2,176

Basic net (loss) earnings per share:

(Loss) earnings from continuing operations . . ....... $ (695 % 705 $ 594 $ 631 $ 431

Earnings from discontinued operations. . ........... 2.10 1.03 = 048 0.07 0.20

Net (loss) earnings . .............. ..., $ 485 $ 808 $ 642 $ 638 $ 451
Diluted net (loss) earnings per share:

(Loss) earnings from continuing operations . ........ $ (695 $ 697 $ 587 $ 619 $ 4.19

Earnings from discontinued operations. . ........... 2.10 1.03 0.47 0.07 0.19

Net (10SS) arnings . .. ....ovveenvnenennnnnan.. $ 485 $ 800 $ 634 $ 626 $ 4.38
Cash dividends per common share ................. $ 064 $ 056 % 045 $ 030 $ 0.20
Weighted average common shares outstanding — basic . . 444 445 442 458 482
Weighted average common shares-outstanding —

diluted .. ... e 444 450 448 470 499
Ratio of earnings to fixed charges(1)(2).............. N/A 8.78 8.08 8.34 6.65
Ratio of earnings to combined fixed charges and )

preferred stock dividends(1)(2) .................. N/A 8.54 7.85 8.13 = 648

Cash Flow Data "
Net cash provided by operating activities ............ $ 9408 $ 6,651 $5993 $ 5612 $4.816
Net cash used in investing activities ................ $(6,873) $(5,714) $(7,449) $(1,652) $(3,634)
Net cash (used in) provided by financing activities . . ... $(3408) $ (371) $ 593 $(3,543) $(1,001)
Production, Price and Other Data(3)

Production:

Oil (MMBDIS). ... oo 53 55 42 46 54

Gas(Bef) .. ..o 940 863 808 819 883

NGLs (MMBbIs) .......... ... 28 26 23 24 24

Total MMBoe)(4) . ... 238 224 200 206 225
Realized prices without hedges:

Oil (per Bbl). ... i $ 8622 $ 6398 $57.39 §$ 48.01 $ 3642

Gas(perMcf). . ...... ... i $ 773 $ 597 $ 603 $ 7.08 $ 537

NGLs (perBbl) ...... ... ... . ... $ 4408 $ 3776 $32.10 $ 29.05 $23.06

Combined (per Boe)(4) .. ...... ... ... ... ... $ 5497 $ 4290 $40.19 $ 42.18 $32.26
Production and operating expenses per Boe(4)......... $1152 $ 968 § 881 $ 7.65 $ 6.38
Depreciation, depletion and amortization of oil and gas

properties per Boe(4) .......... ... ... ... .. ... $ 1368 $ 11.85 $1027 $ 856 $ 8.15



December 31,
2008 2007 2006 2005 2004
(In millions)

Balance Sheet Data

Total assets(1) . ........... ... ... ... $31,008 $41,456  $35,063  $30,273  $30,025
Longtermdebt .. .................. $ 5661 $6924 $5568 $5957 $ 7,031
Stockholders’ equity ................ $17,060 $22,006 $17.442 $14,862 $13,674

(1) During 2008, we recorded a $10.4 billion ($7.1 billion after income taxes) noncash reduction of the carrying
values of certain oil and gas properties as discussed in Note 13 of the consolidated financial statements.

(2) For purposes of calculating the ratio of earnings to fixed charges and the ratio of earnings to combined fixed
charges and preferred stock dividends, (i) earnings consist of earnings from continuing operations before
income taxes, plus fixed charges; (ii) fixed charges consist of interest expense, dividends on subsidiary’s pre-
ferred stock and one-third of rental expense estimated to be attributable to interest; and (iii) preferred stock div-
idends consist of the amount of pre-tax earnings required to pay dividends on the outstanding preferred stock.

For the year 2008, earnings were inadequate to cover fixed charges and combined fixed charges and pre-
ferred stock dividends by $4.1-billion primarily due to the noncash reduction of the carrying values of cer-
tain oil and gas properties referred to above.

(3) The amounts presented under “Production, Price and Other Data” exclude the amounts related to discontin-
ued operations in Egypt and West Africa. The price data presented excludes the effects of unrealized and
realized gains and losses from our derivative financial instruments.

Our production volumes in 2005 were affected by the sale of certain non-core properties in the first half of
the year, and the suspension of a portion of our Gulf of Mexico production due to hurricanes in the last
half of the year.

(4) Gas volumes are converted to Boe at the rate of six Mcf of gas per barrel of oil, based upon the approxi-
mate relative energy content of gas and oil, which rate is not necessarily indicative of the relationship of
gas and oil prices. NGL volumes are converted to Boe on a one-to-one basis with oil. The respective
prices of oil, gas and NGLs are affected by market and other factors in addition to relative. energy content.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Introduction

The following discussion and analysis presents management’s perspective of our business, financial
condition and overall performance. This information is intended to provide investors with an understanding of
our past performance, current financial condition and outlook for the future and should be reviewed in
conjunction with our “Selected Financial Data” and “Financial Statements and Supplementary Data.”” Our
discussion and analysis relates to the following subjects:

¢ Overview of Business
¢ Overview of 2008 Resuits
* Business and Industry Outlook

* Results of Operations

Capital Resources, Uses and Liquic_lity
» Contingencies and Legal Matters

* Critical Accounting Policies and Estimates

Recently Issued Accounting Standards Not Yet Adopted
* Modernization of Oil and Gas Reporting
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» Forward-Looking Estimates

Overview of Business

Devon is one of the world’s leading independent oil and gas exploration and production companies. Our
operations are focused primarily in the United States and Canada. However, we also explore for and produce
oil and gas in select international areas, including Azerbaijan, Brazil and China. We also own natural gas
pipelines and treatment facilities in many of our producing areas, making us one of North America’s larger
processors of natural gas liquids.

Our portfolio of oil and gas properties provides stable production and a platform for future growth, Over
90 percent of our production from continuing operations is from North America. Our production mix in 2008
was approximately 65% gas and 35% oil and NGLs such as propane, butane and ethane. We are currently
producing 2.6 Bcef of gas each day, or about 3% of all the gas consumed in North Amerlca

In managing our global operations, we have an operating strategy that is focused on creatmg and
increasing value per share. Key elements of this strategy are building oil and gas reserves and production,
exercising cap1ta1 discipline and controlling operating costs. We also use our marketing and midstream
operations to improve our overall performance. Fmally, we must continually preserve our financial flexibility
to achieve sustainable, long-term success.

» Reserves and production growth — Our financial condition and profitability are significantly affected
by the amount of proved reserves we own. Oil and gas properties are our most significant assets, and
the reserves that relate to such properties are key to our future success. To increase our proved reserves,
we must replace quantities produced with additional reserves from successful exploration and develop-
ment activities or property acquisitions. Additionally, our profitability and operating cash flows are
largely dependent on the amount of oil, gas and NGLs we produce. Growing production from existing
properties is difficult because the rate of production from oil and gas properties generally declines as
reserves are depleted. As a result, we constantly drill for and develop reserves on properties that
provide a balance of near-term and long-term production. In addition, we may acquire properties with
proved reserves that we can develop and subsequently produce to help us meet our production goals.

« Capital investment discipline — Effectively deploying our resources into capital projects is key to
maintaining and growing future production and oil and gas reserves. As a result, we have historically
deployed virtually all our available cash flow-into capital projects. Therefore, maintaining a disciplined
approach to investing in capital projects is important to our profitability and financial condition. Our
ability to control capital expenditures can be affected by changes in commodity prices. During times of
high commodity prices, drilling and related costs often escalate due to the effects of supply versus
demand economics. The inverse is also true.

Approximately two-thirds of our planned 2009 investment in capital projects is dedicated to a
foundation of low-risk projects primarily in North America. The remainder of our capital has been
identified for longer-term projects primarily in new unconventional natural gas plays in several United
States onshore regions, as well as continued offshore activities in the Gulf of Mexico, Brazil and China.
By deploying our capital in this manner, we are able to consistently deliver cost-efficient drill-bit
growth and provide a strong source of cash flow while balancing short-term and long-term growth
targets.

* Operating cost controls — To maintain our competitive position, we must control our lease operating
costs and other production costs. As reservoirs are depleted and production rates decline, per unit
production costs will generally increase and affect our profitability and operating ‘cash flows. Similar to
capital expenditures, our ability to control operating costs can be affected by -significant changes in
commodity prices. Our base North American production is focused in core areas of our operations
where we can achieve economies of scale to help manage our operating costs.

* Marketing & midstream performance improvement — We enhance the value of our oil and gas
operations with our marketing and midstream business. By efficiently gathering and processing oil, gas
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and NGL production, our midstream operations contribute to our strategies to grow reserves and
production and manage expenditures. Additionally, by effectively marketing our production, we
maximize the prices received for our oil, gas and NGL production in relation. to market prices. This is
important because our profitability is highly dependent on market prices. These prices are determined
primarily by market conditions. Market conditions for these products have been, and will continue to
be, influenced by regional and worldwide economic activity, weather and other factors that are beyond
our control. To manage this volatility, we sometimes utilize financial hedging arrangements and fixed-
price physical delivery contracts. As of February 16, 2009, approximately 10% of our 2009 gas
production is associated with financial price collars or fixed-price contracts.

* Financial flexibility preservation — As mentioned, commodity prices have been and will continue to
be volatile and will continue to impact our profitability and cash flow. We understand this fact and
manage our debt levels accordingly to preserve our liquidity and financial flexibility. We generally
operate within the cash flow generated by our operations. However, during periods of low commodity
prices, we may use our balance sheet strength to access debt or equity markets, allowing us to preserve
our business and maintain momentum until markets recover. When prices improve, we can utilize
excess operating cash flow to repay debt and invest in our activities that not only maintain but also
increase value per share.

Overview of 2008 Results

2008 was a year of contrasts. By many measures, 2008 was the best year in our history. Throughout the
year, we achieved key operational successes as we continued to execute on our operating strategy. We drilled a
record amount of wells with a 98% success rate and delivered a record amount of operating cash flow. As a
result of our operational success and rising commodity prices, in the third quarter of 2008, we reported the
largest quarterly earnings in our history.

However, sharp declines in oil, gas and NGL prices during the fourth quarter caused us to record noncash
impairments of our oil and gas properties totaling $7.1 billion, net of income taxes. Due to this impairment
charge, our record earnings in the third quarter were immediately followed by a record quarterly loss in the
fourth quarter. :

We account for our oil and gas properties using the full cost accounting method. Full cost impairment
calculations require the use of quarter-end prices. As a result, such calculations do not indicate the true fair
value of the underlying reserves because of the volatile nature of commodity prices. In fact, the SEC recently
recognized that impairment calculations based upon prices as of a single day of the year are not ideal and
issued new rules that require the use of 12-month average prices for impairment calculations. These new rules
will be effective for our 2009 year-end reporting. Had these new rules been in place as of December 31, 2008,
we would not have recognized the noncash impairments. '

Key measures of our performance for 2008, as well as certain operational developments, are summarized
below: ,

¢ Production grew 6% over 2007, to 238 million Boe. »
» The combined realized price for oil, gas and NGLs per Boe increased 28% to $54.97.
* Marketing and midstream operating profit climbed to a record $668 million.

* Production and operating costs increased 19% per Boe due to our large-scale projects at Jackfish in
Canada and Polvo in Brazil, which are experiencing higher per-unit costs while they are in the early
phases of production. '

* Operating cash flow reached $9.4 billion, representing a 41% increase over 2008.
* Capitalized costs incurred in our oil and gas exploration and development activities were $9.8 billion in

2008.
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Despite these positive results, we reported a net loss of $2.1 billion, or $4.85 per diluted share, for 2008.
This represents a $5.8 billion decrease in earnings compared to 2007, which was primarily attributable to the
$7.1 billion, net of income tax, property impairments recognized in the fourth quarter of 2008.

From an operational perspective, we completed another successful year with the drill-bit. We drilled a
record 2,441 gross wells with an overall 98% rate of success. This success rate enabled us to increase proved
reserves by 584 million Boe, which represented nearly 2 and one half times our 2008 production. Consistent
with our two-pronged operating strategy, 93% of the wells we drilled were North American development
wells.

Besides completing another successful year of drilling, we also had several other key operational
achievements during 2008. In the Gulf of Mexico, we continued to build off prior years’ successful drilling
results with our deepwater exploration and development program. At Cascade, we commenced drilling the first
of two initial producing wells and continued work on production facilities and subsea equipment. We also
continued progressing toward commercial development of our other previous discoveries in the Lower Tertiary
trend of the Gulf of Mexico. We also added some 800,000 net undeveloped acres to our lease inventory,
positioning us with more than 1.4 million net acres in four emerging unconventional natural gas plays in the
United States.

In 2008, we substantially completed our African divestiture program. We have now sold all our-oil and
gas producing properties in Africa, generating aggregate proceeds of $2.2 billion after income taxes.

Additionally, on October 31, 2008, we transferred our 14.2 million shares of Chevron common stock to
Chevron. In exchange, we received Chevron’s interest in the Drunkard’s Wash coalbed natural gas field in
east-central Utah and $280 million in cash. The field has approximately 51,000 net acres and had net
production of about 40 million cubic feet of natural gas equivalent per day at the time of the exchange.

Even with the fourth quarter net loss, we strengthened our financial position during 2008. We used cash
on hand, operating cash flow, divestiture proceeds and Chevron exchange proceeds to fund $9.4 billion of
capital expenditures, reduce debt by $2.1 billion, repurchase $815 million of common and preferred stock and
pay $289 million of dividends. At the end of 2008, we had $379 million of cash, and as of January 31, 2009,
we had $3.1 billion of availability under our credit lines. ’

Business and Industry Outlook

As previously mentioned, our current and future earnings depend largely on our ability to replace and
grow oil and gas reserves, increase production and exert cost discipline. We must also manage commodity
pricing risks to achieve long-term success. "

0Oil and gas prices reached historical high levels in recent years and during the first half of 2008. We have
utilized the record operating cash flows generated by high commodity prices, along with proceeds from our
African divestitures, to, among other uses, repay outstanding debt. During 2008 and 2007, we repaid
outstanding debt totaling $3.9 billion. During this same period, we also repurchased $1.0 billion of our
common stock and redeemed $150 million of preferred stock. High commodity prices have also been a key
factor driving cost increases in the oil and gas industry that have exceeded general inflation trends. We are no
different from others in the industry in that we have been impacted by these cost increases.

As we exited the third quarter of 2008, oil and gas prices had declined sharply from their recent record
levels and declined even further through the end of 2008. In addition, recent problems in the credit markets,
steep stock market declines, financial institution failures and government bail-outs provide evidence of a
weakening United States and global economy. As a result of the market turmoil and price decreases, oil and
gas companies with high debt levels and lack of liquidity have been, and will continue to be, ‘negatively
impacted. However, we do not consider ourselves to be in this category based on our current debt level and
credit availability.

The ohly constant in the oil and gas business is volatility, and 2008 presented us with some remarkable
reminders. Our response to the current environment is to dramatically cut capital expenditures. We are
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budgeting exploration and development capital at $3.5 billion to $4.1 billion for 2009. This is less than half of
our 2008 investment in-exploration and development. With the addition of non-oil and gas capital and other
capitalized costs, we are forecasting total 2009 capital expenditures of $4.7 billion to $5.4 billion.

Assuming average benchmark prices of $45.00 per barrel of crude oil and $5.50 per Mcf of gas, our 2009
capital budget will require deficit spending of about $1 billion. Our philosophy has always been to live
roughly within our cash flow, and we clearly will not continue to spend at this rate in future years without
some improvement in oil and gas prices. However, in order to preserve our business and maintain a level of
momentum that will allow us to take advantage of stronger prices when markets recover, we believe it is
prudent to use our balance sheet strength to fund this additional $1 billion of spending in 2009. If we see
further price weakness in 2009 or beyond, we are prepared to make further cuts.

We are dramatically decreasing our activity across most of our near-term development projects in North
America. We will continue activity at a rate that will keep us competitive, but at a far lower level than in
2008. However, we are going to continue the momentum of some of our longer-term growth projects that will
position us to bring on new production when oil and gas demand recovers. We are continuing to fund the
second phase of our operations at Jackfish and the evaluation and development of our Lower Tertlary assets in
the Gulf of Mexico. We will also move forward with the evaluation of our sizable acreage posmons in several
emerging natural gas plays in North America.

This decrease in development drilling will impact our oil and gas production. We are currently forecasting
our 2009 production will be essentially flat with that of 2008.

We are fortunate that we are positioned to withstand the downturn in the global economy and the
resulting weakness in oil and gas prices. The strength of our balance sheet and the quality of our oil and gas
properties position us to emerge from the current environment and prosper in the future.

Results of Operations

Revenues

Changes in oil, gas and NGL production, prices and revenues from 2006 to 2008 are shown in the
following tables. The amounts for all periods presented exclude results from our Egyptian and West African
operations which are presented as discontinued operations. Unless otherwise stated, ail dollar amounts are
expressed in U.S. dollars.

Total
Year Ended December 31, °
2008 vs 2007 vs B
2008 2007(2) 2007 2006(2) 2006

Production v o

Oil (MMBDIS) . ..o oo 53 3% 55 +29% 42

Gas (BCH). . oo v v et 940 +9% 863 +7% . 808

NGLs (MMBbls) . . . i 28 +10% 26 +10% 23

Total MMBoe)(1) . ......cvviiiiiiinnn. 238" +6% 224 +12% 200
Realized prices without hedges ' )

Oil (perBbl) ............. . ... ... ... $ 86.22 +35% $63.98 +11% $57.39

Gas (per Mcf) .. ... A $ 773 +29% $ 5.97 -1% $ 6.03

NGLs(perBbl) .. ..., $ 44.08 +17% $37.76 +18% $32.10

Combined (per Boe)(1) .................. $ 54.97 +28%  $42.90 +7% $40.19
Revenues ($ in millions)

SOOIl $ 4,567 +31% $3,493 +44% $2,434
GaS . oo e 7,263 +41% 5,149 +6% 4,874
NGLs .......... T 1,243 +28% 970 +30% 749
Total ...t $13,073 +36% $9,612 +19%  $8,057




Production

Oil(MMBbIS) .. ...t
Gas(Bef) ...
NGLs (MMBbIls) . . ..............
Total MMBoe)(1) . ..............

Realized prices without hedges

Oil(perBbl) ...................
Gas(perMcf) ..................
NGLs (per Bbl) . ................
Combined (per Boe)(1) ...........

Revenues ($ in millions)

Oil ..o

Production

Oil (MMBDIS) .« v oveeeeeeen .
Gas (BED) © v oveeee e
NGLs (MMBbIS) . . ... ovooeavn..
Total (MMBOE)(1) .« v vveevevn..

Realized prices without hedges

Oil (perBb) . ....... ... ..
Gas(perMcf) ............ ... ...
NGLs(perBbl) .................
Combined (per Boe)(1) ...........

Revenues ($ in millions)

Oil ...... ..

Domestic

........ 17
........ 726
........ 24
........ 162

........ $98.83
........ $ 759
........ $41.21
........ $50.55

........ $1,698
........ 5,511
........ 997

........ $8,206

........ 22
........ 212

........ 61

........ $71.04
........ $ 8.17
........ $61.45
........ $57.65

. $1,535
........ 1733
........ 246

Year Ended December 31,
2008 vs 2007 vs
2008 2007(2) 2007 2006(2) 2006
~9% 19 -3% 19
+14% 635  +12% 566
+13% 22 +15% 19
+11% - 146 +10% 132
+43% $69.23 - +11% $62.23
+29% $ 5.87 —2% $ 6.02
+14%  $36.11°  +23% $29.42
+27% $39.77 +2% $39.03
+29% $1313  +8% $1,218
+48% 3,728 +9% 3,407
+29% 773 +41% 548
+41% $5,814 +12% $5,173
Canada
Year Ended December 31,
2008 vs 2007 vs
2008 2007(2) 2007 2006(2) 2006

+34% 16 +26% 13
—6% 227 ~6% 241
—6% 4 —9% 4
+5% 58 +1% 58
+43% $49.80 +6% $46.94
+31% $ 6.24 +3% $ 6.05
+33% $46.07 +8% $42.67
+39% $41.51 +6% $39.21
+91% $ 804 +33% $ 603
+23% 1,410 —3% 1,456
+25% 197 —2% 201
+46% $2,411 +7% $2,260

........ $3,514
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International
Year Ended December 31,

2008 vs 2007 vs
2008 2007(2) 2007 2006(2) 2006

Production
Oil (MMBDIS) .« + e e oo 14 =27% 20 +95% 10
Gas (BED) « v ve e L 2 429% 1 —6% 1
NGLS (MMBDIS) « v o veeeeeee e —  NM — NM —
Total MMBoe)(1) . . ..., 15 —26% 20 +92% 10

Realized prices without hedges :
Oil(perBbl) ....... ... . $94.05 +33% $70.60 +15% $61.35
Gas(perMcf) .................. e $ 8.27 +33% $ 6.22 +3% $ 6.05
NGLs(perBbl) .. .....oviiei .. $ — NM $ — NM §$ —
Combined (per Boe)(1) . .................. $92.91 +33% $70.11 +16% $60.60

Revenues ($ in millions) ' ‘
Oil .. e $1,334 -3% $1,376 +125% $ 613
GaS . ot e 19 +72% 11 —3% 11
NGLS ... e e —_ N/M — N/M =
Total . ... o e $1,353 —2% $1,387 +122% $ 624

(1) Gas volumes are converted to Boe or MMBoe at the rate of six Mcf of gas per barrel of oil, based upon
the approximate relative energy content of gas and oil, which rate is not necessarily indicative of the rela-
tionship of gas and oil prices. NGL volumes are converted to Boe on a one-to-one basis with oil.

(2) All percentage changes included in this table are based on actual figures and not the rounded figures
included in this table:

N/M — Not meaningful.

The volume and price changes in the tables above caused the following changes to our oil, gas and NGL
sales between 2006 and 2008.

Oil - Gas NGL Total
(In millions)

2006 8al€S . . ... e $2,434 $4874 $ 749 §$ 8,057
Changes duetovolumes. . ....................... 700 327 . 76 1,103
Changes due toprices .............cuuvvuueeennn 359 (52) 145 452

2007 sales . . .ot e e 3,493 5,149 970 9,612
Changes duetovolumes. . . ................ ... .. (104) 462 95 453
Changes duetoprices ............ ...t 1,178 1,652 178 3,008

2008 sales . .. ... .. [P $4,567 $7,263  $1,243  $13,073

Oil Sales

2008 vs. 2007 Oil sales increased $1.2 billion as a result of a 35% increase in our realized price without
hedges. The average NYMEX West Texas Intermediate index price increased 38% during the same time
period, accounting for the majority of the increase.

Oil sales decreased $104 million due to a two million barrel decrease in production. Our International
production decreased approximately six million barrels due to reaching certain cost recovery thresholds of our
carried interest in Azerbaijan. We also deferred 0.5 million barrels of oil production due to hurricanes. These
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decreases were partially offset by additional production resulting from increased development activity at our
Jackfish and Lloydminster areas in Canada and at our Polvo development in Brazil.

2007 vs. 2006 Oil sales increased $700 million due to a 13 million barrel increase in production. The
increase in our 2007 oil production was primarily due to our properties in Azerbaijan where we achieved
payout of certain carried interests in the last half of 2006. This led to a nine million barrel increase in 2007 as
compared to 2006. Production also increased 3.5 million barrels due to increased development activity in our
Lloydminster area in Canada. Also, oil sales from our Polvo field in Brazil began during the fourth quarter of
2007, which resulted in 0.5 million barrels of increased production.

Oil sales increased $359 million as a result of an 11% increase in our realized price without hedges. The
average NYMEX West Texas Intermediate index price increased 9% during the same time period, accounting
for the majority of the increase.

Gas Sales

2008 vs. 2007 Gas sales increased $1.7 billion as a result of a 29% increase in our realized price without
hedges. This increase was largely due to increases in the regional index prices upon which our gas sales are
based.

A 77 Bcf increase in production during 2008 caused gas sales to increase by $462 million. Our drilling and
development program in the Barnett Shale field in north Texas contributed 83 Bcf to the gas production increase.
- This increase and the effect of new drilling and development in our other North American properties were partiaily
offset by natural production declines and the deferral of seven Bcf of production in 2008 due to hurricanes.

2007 vs. 2006 A 55 Bcf increase in production caused gas sales to increase by $327 million. Our drilling
and development program in the Barnett Shale field in north Texas contributed 53 Bcf to the gas production
increase. The June 2006 Chief Holdings LLC (“Chief”) acquisition also contributed 12 Bcf of increased
production. During 2007, we also began first production from the Merganser field in the deepwater Gulf of
Mexico, which resulted in seven Bef of increased production. These increases and the effects of new drilling
and development in our other North American properties were partially offset by natural production declines
primarily in Canada.

A 1% decline in our average realized price without hedges caused gas sales to decrease $52 million in
2007.
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Net (Loss) Gain on Oil and Gas Derivative Financial Instruments

The following tables provide financial information associated with our oil and gas hedges from 2006 to
2008. The first table presents the cash settlements and unrealized gains and losses recognized as components
of our revenues. The subsequent tables present our oil, gas and NGL prices with, and without, the effects of
the cash settlements from 2006 to 2008. The prices do not include the effects of unrealized gains and losses.

Year Ended December 31,
2008 2007 2006

(In millions)

Cash settlements:

GAS PICE SWADPS « « « « e v v v e e et e e ettt e $(203) $38 $—
Gaspricecollars. . ... ..ot (221) 2 —
Oil price cOllars . . . ..ottt e 2T = =
Total cash setﬂements (paid) received . ....... ... . . i - (3971 .40  —
Unrealized gains (losses) on fair value changes:
Gas PIICE SWAPS .« < o vt et ettt et e 12y @2y 34
Gasprice Collars. . ... ..ttt e 25 @ _4
Total unrealized gains (losses) on fair value changes ............... 243 . (26) 38
Net (loss) gain on oil and gas derivé.tive financial instruments . . .. ........ $(1____5_§) : & g
Year Endéd December 31, 2008
Oil Gas NGLs Total
(Per Bbl) (Per Mcf) (Per Bbl) (Per Boe)
Realized price without hedges. ... ........ . $86.22 $7.73 $44.08 $54.97
Cash settlements of hedges. . .................... 0.51 (0.45) — (1.67)
Realized price, including cash settlements. .. ........ $86.73 $7.28 $44.08 $53.30
Year Ended December 31, 2007
Oil- Gas NGLs Total
(Per Bb) (Per Mcf) (Per Bbl) (Per Boe)
Realized price without hedges. . .................. $63.98 $5.97 $37.76 $42.90
Cashsettlements ...............c.vuueernnn —— 0.04 — 0.18
Realized cashprice ........... ... ... in.. $63.98 $6.01 $37.76 $43.08
Year Ended December 31, 2006
Oil Gas NGLs Total
(Per Bbl) (Per Mcf) (Per Bbl) (Per Boe)
Realized price without hedges. ... ................ $57.39 $6.03 $32.10  $40.19
Cash settlements . .............ccoiiuuierennnnn — — | —
Realized Cash PriCe . .. eeneeeeeeenneenn. $5739  $603  $32.10  $40.19

Our oil and gas derivative financial instruments include price swaps and costless price collars. For the
price swaps, we receive a fixed price for our production and pay a variable market price to the contract
counterparty. The costless price collars set a floor and ceiling price for the hedged production. If the applicable
monthly price indices are outside of the ranges set by the floor and ceiling prices in the various collars, we
cash-settle the difference with the counterparty. Cash settlements as presented in the tables above represent
realized losses or gains related to our price swaps and collars.
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During 2008, we received $27 million, or $0.51 per Bbl, from counterparties to settle our oil price collars.
We paid $424 million, or $0.45 per Mcf, to counterparties during 2008 to settle our gas price swaps and
collars. During 2007, we received $40 million, or $0.04 per Mcf, from counterparties to settle our gas price
swaps and collars. In 2006, cash payments related to our gas price swaps and collars were completely offset
by cash receipts.

In addition to recognizing these cash settlement effects, we also recognize unrealized changes in the fair
values of our oil and gas derivative instruments in each reporting period. We estimate the fair values of our oil
and gas derivative financial instruments primarily by using internal discounted cash flow calculations. From
time to time, we validate our valuation techniques by comparing our internally generated fa1r value estimates
with those obtained from contract counterparties or brokers.

The most significant variable to our cash flow calculations is our estimate of future commodity prices.
We base our estimate of future prices upon published forward commodity price curves such as the Inside
FERC Henry Hub forward curve for gas instruments and the NYMEX West Texas Intermediate forward curve
for oil instruments. Based on the amount of volumes subject to price swaps and collars at December 31, 2008,
a 10% increase in these forward curves would have decreased our 2008 unrealized gain for our oil and gas
collar derivative financial instruments by approximately $54 million. Another key input to our cash flow
calculations is our estimate of Volatlhty for these forward curves, which we base primarily upon 1mp11ed
volatility.

Counterparty credit risk is also a component of commodity derivative valuations. We have mitigated our
exposure to any single counterparty by contracting with numerous counterparties. Our commodity derivative
contracts are held with eight separate counterparties. Additionally, our derivative contracts generally require
cash collateral to be posted if either our or the counterparty’s credit rating falls below “investment grade”. The
threshold for collateral posting decreases as the debt rating falls further below investment grade. Such
thresholds generally range from zero to $50 million for the majority of our contracts. As of December 31,
2008, the credit ratings of all our counterparties were investment grade.

The $243 million net unrealized gain recognized in 2008 was primarily the result of a decrease in the
Inside FERC Henry Hub forward curve subsequent to our contract trade dates.

Marketing and Midstream Revenues and Operating Costs and Expenses

The details of the changes in‘marketing and midstream revenues, operating costs and vexpenses and the
resulting operating profit between 2006 and 2008 are shown in the table below.

Year Ended December 31,

2008 vs 2007 vs
2008 2007(1) 2007 2006(1) 2006

($ in millions)

Marketing and midstream:" |

Revenues. ............. ... $2,292 +32% $1,736 +4% $1,672
Operating costs and expenses . . ... .......... 1,624 +32% 1,227 —1% 1,236
Operating profit. ... ....... ST $ 668 +31% $ 509  +17% $ 436

(1) All percentage changes included in this table are based on actual figures and not the rounded flgures
1ncluded in this table.

2008 vs. 2007 Marketmg and midstream revenues increased $556 million and operating costs and
expenses increased $397 million, causing operating profit to increase $159 million. Both revenues and
expenses 1ncreased pr1mar11y due to higher natural gas and NGL prices and increased gas pipeline throughput

2007 vs. 2006 Marketing and midstream revenues increased $64 million, while operating costs and -
expenses decreased $9 million, causing operating profit to increase $73 million. Revenues increased pnmarlly
due to higher prices realized on NGL sales. ‘
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0il, Gas and NGL Production and Operating Expenses

The details of the changes in oil, gas and NGL production and operating expenses between 2006 and
2008 are shown in the table below.

Year Ended December 31,

2008 vs 2007 vs
2008 2007(1) 2007 2006(1) 2006

Production and operating expenses ($ in millions):

Lease operating exXpenses. . . .. ............... $2,217 +21% $1,828 +28% $1,425
Production taxes ....... ..., 522 +53% 340 — 341
Total production and operating expenses ........ $2,739 +26% $2,168 +23% $1,766

Production and operating expenses per Boe:
Lease operating expenses. . . .. .....ovueenn... $ 932 +14% $ 8.16 +15% $ 7.11
Production taxes .. ...........c.oouiiienen... 2.20 +44% 152 —11% 1
$11.52

+19% $ 9.68 +10%

23
o

o

8.8

p—

Total production and operating expenses per Boe . .

(1) All percentage changes included in this table are based on actual figures and not the rounded figures
included in this table.

Lease Operating Expenses (“LOE”)

2008 vs. 2007 LOE increased $389 million in 2008. The largest contributor to this increase, as well as the
increase in LOE per Boe, was higher per-unit costs associated with new thermal heavy oil production from our
Jackfish operations in Canada as well as new oil production from Brazil. As these large-scale projects are in the
early phases of production, per-unit operating costs are higher than the per-unit costs for our overall portfolio of
producing properties. LOE also increased $112 million due to our 6% growth in production. Additionally, LOE
increased $31 million due to damages to certain of our facilities and transportation systems caused by Hurricane
Ike in the third quarter of 2008. These hurricane damages also contributed to the increase in LOE per Boe.

2007 vs. 2006 LOE increased $403 million in 2007. The largest contributor to this increase was our 12%
growth in production, which caused an increase of $168 million. Another key contributor to the LOE increase
was the effects of inflationary pressure driven by increased competition for field services. Increased demand
for these services continued to drive costs higher for materials, equipment and personnel used in both recurring
activities as well as well-workover projects during 2007. Furthermore, changes in the exchange rate between
the U.S. and Canadian dollar also caused LOE to increase $40 million. :

Production Taxes

The following table details the changes in production taxes between 2006 and 2008. The majority of our
production taxes are assessed on our onshore domestic properties. In the U.S., most of the production taxes are
based on a fixed percentage of revenues. Therefore, the changes due to revenues in the table primarily relate
to changes in oil, gas and NGL revenues from our U.S. onshore properties.

(In millions)

2006 ProdUCHON TAXES. « « o v v vt et ettt e e e e e e e e $341
Change due tO TEVENUES . . . . .ttt it e et et e e e e e e e e e 65
Chan