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OUR COMPANY

FINANCIAL HIGHLIGHTS

2008 Annual Report 1

Linn Energy is an independent oil and gas company focused on the development
and acquisition of long life properties in the United States. We operate primarily

in the following regions:

+ MID-CONTINENT DEEP the Texas Panhandle Deep Granite Wash formation

and deep formations in Oklahoma;

¢ MID-CONTINENT SHALLOW the Texas Panhandle Brown Dolomite formation

and shallow formations in Oklahoma; and

*WESTERN the Brea Olinda Field of the Los Angeles Basin in California.

We have total proved reserves of approximately 1.7 Tcfe, which are 51% gas,
31% oil and 18% NGLs with a long proved reserve life index of approximately
21 years. In addition, we have more than 6,700 producing oil and gas wells

and more than 4,000 dritling locations.

We are focused on developing our reserve base and evaluating potential
opportunities to acquire additional oil and gas properties that complement
our asset profile in mature producing basins across the United States.

Year ended December 31, 2008 2007
(U.S. dollars in thousands, except per unit amounts)
Cash Distribution Paid per Unit $2.52 $2.18
Adjusted EBITDA" $498,451 $259,199
INCOME STATEMENT:
0Oil & Gas Revenues $755,644 $255,927
Net Income (Loss) 825,657 {356,194)
Net Income (Loss) per Unit—Basic $7.23 ($5.17)
Adjusted Net Income™ 174,663 57,908
Adjusted Basic Net Income per Unit™ $1.53 $0.84
BALANCE SHEET:
Total Assets $4,722,020 $3,807,703 -
Total Long-Term Debt 1,653,568 1,443,830
Unitholders’ Capital 2,760,686 2,026,641
Weighted Average Number
of Units Outstanding—Basic [thousands) 114,140 68,916
OPERATIONAL HIGHLIGHTS:
Average Daily Production
Gas (MMcf/d) 124 51
Total Liquids (MBbls/d) 15 6
Total (MMcfe/d} - 212 87
ESTIMATED YEAR END PROVED RESERVES:
Gas (Bcf) 851 833
Total Liquids (MMBbls) 135 98
Total (Bcfe) 1,660 1,419
|

All amounts reported are from continuing operations.

*  Adjusted EBITDA is a Non-GAAP financial measure.
Please see “Reconciliation of Non-GAAP Measures”
on page A-2 of this report.

** Adjusted Net Income and Adjusted Net Income per

Unit are a Non-GAAP financial measure. Please see
“Reconciliation of Non-GAAP Measures” on page A-2
of this report.

The methods used by the Company to calculate finding

and development cost and reserve replacement ratio may
differ from methods used by other companies to compute
similar measures. As a result, the Company’s measures
may not be comparable to similar measures provided by
other companies. Please see “Reserve Replacement/Finding
and Development Calculations” on page A-3 of this report.

A glossary of terms is provided in the 10-K on pages ii and iii.
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DISTRIBUTIONS (Paid per Unit}
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MESSAGE TO OUR UNITHOLDERS:

I am proud to report that, in spite of a very challenging environment during 2008,
Linn Energy achieved exceptional results. Our achievements were the result
of staying true to our strategy of efficiently operating and developing our long
life and high quality asset base, hedging to reduce commodity price risk and
primarily growing our business through acquisitions. By successfully executing
our strategy, during the past year, we:

- replaced 756% of production at a cost of $1.53 per Mcfe, including acquisitions,

and 282% through the drill bit alone at a finding and development cost of
$1.44 per Mcfe, in both cases excluding price-related revisions;

- generated approximately $900 million of net proceeds from sales
of non-core assets;

- continued to build the largest E&P MLP/LLC with an extensive inventory
of more than 4,000 future drilling locations and a long proved reserve life

index of approximately 21 years;
- increased adjusted EBITDA by 92% to $498 million;

- strengthened our balance sheet through the sale of non-core assets
and a successful bond offering; and

« expanded our comprehensive hedge portfolio valued at more than $1.1 billion
as of March 6, 2009, with current production levels hedged at approximately
100% for the next three years.
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DEDICATED PEOPLE

The steadfast commitment and
ingenuity of Linn Energy’s employees

drive our successful growth.




CONSISTENT PRODUCTION
AND RESERVE GROWTH

In 2008, our average daily production
increased by 144% to 212 MMcfe/d
from 87 MMcfe/d. We invested $315
million of oil and gas capital to drill
306 wells with a 99% success rate and
completed approximately 100 facility,
workover and recompletion projects—
all of which allowed for a 9% organic
production growth rate and added
228 Bcfe of new proved reserves.

Through the drill bit alone, we
replaced 282% of our production

at a very attractive finding and
development cost of $1.44 per Mcfe.
In addition, we spent $585 million

on acquisitions of new producing
properties in the Mid-Continent,
which allowed us to achieve a reserve
replacement ratio of approximately
756% at a reserve replacement cost
of $1.53 per Mcfe, in both cases
excluding price-related revisions.

In total, during the year, we

increased our proved reserves by

17% to 1,660 Bcfe from 1,419 Bcfe.

As of year end, our proved reserves

of approximately 1.7 Tcfe were 68%
proved developed and approximately
51% gas, 31% oil and 18% NGLs. At our
current production rate, we have
along proved reserve life index of
approximately 21 years.

2008 Annual Report

PRODUCTION {MMcfe/d)

212
87
|
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PROVED RESERVES {Bcfe]
1,660
1,619 -
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CONTINUED GROWTH

2008 saw a production increase of 144%, as well
as an increase in proved reserves of 17%.

PRUDENT 2009 CAPITAL PROGRAM

We recognize the instability in the credit markets and are dedicated to making
decisions that preserve our balance sheet and financial flexibility for the long
term. In 2008, we identified certain reserves and acreage that were deemed non-
core to our overall portfolio. We timed the sales of those assets before the decline
in commodity prices and locked in immediate value for our unitholders. The net
proceeds of approximately $900 million were used to repay debt and reposition
our balance sheet for the future. In light of low commodity prices, we have
established a conservative 2009 capital budget of $150 million. This capital
budget amount represents a decrease of more than 50% in spending and

is a two-thirds reduction from the number of wells drilled in 2008.

We high graded our capital program to focus on low cost production and

reserve adding projects, including workovers and recompletions, complemented
by drilling opportunities in the Texas Panhandle that offer us the best returns.
The maintenance capital budget for the year is estimated to be $97 million,

or 65% of the total capital budget, which is designed to replace our reserves

and production.

As a result of our high quality asset base, we have the operational and financial
flexibility to pursue a capital program that replaces reserves and provides for
modest growth, even in a low commodity price environment.
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DOMESTIC RESERVES
THAT DELIVER

Linn Energy’s reserve base is composed of a diversified mix

of assets totaling approximately 1.7 Tcfe, balanced between
liquids and gas—with a long proved reserve life index
of approximately 21 years.

MID-CONTINENT REGIONS

Our largest area of operations is in the Mid-Continent, which is divided into two
separate operating regions, the Mid-Continent Deep and the Mid-Continent
Shallow. The Mid-Continent Deep includes the Texas Panhandle Granite Wash
formation and deep formations in Oklahoma. The Mid-Continent Shallow
includes the Texas Panhandle Brown Dolomite formation and shallow formations
in Oklahoma. Our operations in the Mid-Continent Deep are primarily managed
fram our office in Oklahoma City and the Mid-Continent Shallow region is
managed from the Houston office.

The Mid-Continent Deep properties produce at depths of 8,000 feet to 16,000 feet.
This region represented approximately 54% of our total proved reserves at year
end and its proved reserves are 69% proved developed. Production in this area
was 136 MMcfe/d in 2008, which is 64% of our company-wide total. We have
allocated approximately 70% of our total 2009 capital budget to this region.

The Granite Wash play, one of our most active areas within the Mid-Continent
Deep region, continues to be very successful. Over the last year, in this active
area, we drilled 90 wells that saw initial production rates from 1.5 to 3.0 MMcfe/d.
Our sizeable leasehold position of 60,000 net acres holds an estimated 900 future
low-risk drilling and recompletion opportunities, which offer attractive rates

of return.

The Mid-Continent Shallow region consists of wells at depths of approximately
3,200 feet in the Brown Dolomite formation in the Texas Panhandle, and wells

at depths of less than 8,000 feet in Oklahoma. In 2008, we drilled 103 wells to the
Brown Dolomite formation and 28 wells to the shallow formations in Oklahoma.
The proved reserves in this region are 60% proved developed and represented
approximately 33% of our total proved reserves at year end. This region produced
63 MMcfe/d in 2008, which was 30% of our company-wide total. We have allocated
approximately 25% of our total 2009 capital budget to this region.

WESTERN REGION

Our Western Region includes the Brea
Olinda Field in the Los Angeles Basin
in California and is primarily an eil
asset with a very low decline rate of
approximately 3% per year. The field
was discovered in 1880 and produces
from the shallow Pliocene formation
and the deeper Miocene formation

at depths of 1,000 to 7,500 feet.
Western proved reserves are 87%
proved developed and represented
approximately 13% of our total proved
reserves at year end. Production was
13 MMcfe/d in 2008, or 6% of our
company-wide total. In 2009, we have
allocated approximately 5% of our
total capital budget to this region.
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FINANCIAL FLEXIBILITY

We have hedged approximately

100% of our current oil, NGL and gas

production for the next three years at ADJUSTED EBITDA" [$Millions)

very attractive prices. During 2008, , $498
we tookadvantage of the strength in .
crude oil prices to reposition our hedge

portfolio. For 2009, our production is $Z§2

hedged ata weighted average price of .

$8.32 per Mcfand $102.21 per barrel

and, for 2010, at a weighted average ’ o o '

price of $8.05 per Mcf and $99.68 per
barrel. Additionally, to reduce risk *Adjusted EBITDA is a Non-GAAP financial

measure. Please see "Reconciliation of Non-GAAP
Measures” on page A-2 of this report.

of potential increases in interest rates,
we improved our interest rate hedge
positions in January 2009 by lowering
our LIBOR rate from 5.06% 10 3.80%,
as well as extending the term from

two yearsto five years. TAKING ALL THE RIGHT STEPS

In 2008, we locked in value and Linn Energy’s extensive commodity
strengthened our balance sheet before hedge book means more stability
both commodity prices and market in a challenging environment.

conditions deteriorated in the second
half of the year. We sold non-core
assets, repositioned our hedge book
andissued $256 millionof 10-year
bonds—all of which provided us with
a balance sheet of relative strength in
the current challenging environment,

ATTRACTIVE INCOME OPPORTUNITY

We believe Linn Energyis a very
attractive income-generating
investment opportunityinthe
current market. We have increased
distributions 58% since our initial
publicoffering in January 2006 and
have paid a cash distribution’in every
quarter since that time. During 2008,
we paid a distribution of $2.52 per
unit. Our forecast for 2009, taking
into account our conservative capital
program and our extensive hedging
program, provides us with'the
confidence that we will be able

to continue to pay our distribution.
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GLOSSARY OF TERMS

As commonly used in the oil and gas industry and as used in this Annual Report on Form 10-K, the following terms
have the following meanings:

Bbl. One stock tank barrel or 42 United States gallons liquid volume.
Bcf. One billion cubic feet.

Bcfe. One billion cubic feet equivalent, determined using a ratio of six Mcf of gas to one Bbl of oil, condensate or
natural gas liquids.

Btu. One British thermal unit, which is the heat required to raise the temperature of a one-pound mass of water from
58.5 10 59.5 degrees Fahrenheit.

Development well. A well drilled within the proved area of an oil or gas reservoir to the depth of a stratigraphic
horizon known to be productive.

Dry hole or well. A well found to be incapable of producing hydrocarbons in sufficient quantities such that proceeds
from the sale of such production would exceed production expenses and taxes.

Field. An area consisting of a single reservoir or multiple reservoirs all grouped on or related to the same individual
geological structural feature and/or stratigraphic condition.

Gross acres or gross wells. The total acres or wells, as the case may be, in which a working interest is owned.
MBbls. One thousand barrels of oil or other liquid hydrocarbons.

MBbls/d. MBbls per day.

Mcf. One thousand cubic feet.

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

MMBbIs. One million barrels of oil or other liquid hydrocarbons.
MMBtu. One million British thermal units.

MMcf. One million cubic feet.

MMcf/d. MMcf per day.

MMcfe. One million cubic feet equivalent, determined using a ratio of six Mcf of gas to one Bbl of oil, condensate
or natural gas liquids.

MMcfe/d. MMcfe per day.
MMMBtu. One billion British thermal units.

Net acres or net wells. The sum of the fractional working interests owned in gross acres or gross wells, as the case
may be.

NGL. Natural gas liquids, which are the hydrocarbon liquids contained within gas.

Productive well. A well that is found to be capable of producing hydrocarbons in sufficient quantities such that
proceeds from the sale of such production exceeds production expenses and taxes.

ii



GLOSSARY OF TERMS - Continued

Proved developed reserves. Reserves that can be expected to be recovered through existing wells with existing
equipment and operating methods. Additional oil and gas expected to be obtained through the application of fluid
injection or other improved recovery techniques for supplementing the natural forces and mechanisms of primary
recovery are included in “proved developed reserves” only after testing by a pilot project or after the operation of an
installed program has confirmed through production response that increased recovery will be achieved.

Proved reserves. Proved oil and gas reserves are the estimated quantities of oil, gas and natural gas liquids which
geological and engineering data demonstrate with reasonable certainty to be recoverable in future years from known
reservoirs under existing economic and operating conditions, i.e., prices and costs as of the date the estimate is
made. Prices include consideration of changes in existing prices provided only by contractual arrangements, but not
on escalations based on future conditions.

Proved undeveloped drilling location. A site on which a development well can be drilled consistent with spacing
rules for purposes of recovering proved undeveloped reserves.

Proved undeveloped reserves or PUDs. Reserves that are expected to be recovered from new wells on undrilled
acreage or from existing wells where a relatively major expenditure is required for recompletion. Reserves on
undrilled acreage are limited to those drilling units offsetting productive units that are reasonably certain of
production when drilled. Proved reserves for other undrilled units are claimed only where it can be demonstrated
with certainty that there is continuity of production from the existing productive formation. Estimates for proved
undeveloped reserves are not attributed to any acreage for which an application of fluid injection or other improved
recovery technique is contemplated, unless such techniques have been proved effective by actual tests in the area
and in the same reservoir.

Recompletion. The completion for production of an existing wellbore in another formation from that which the well
has been previously completed.

Reservoir. A porous and permeable underground formation containing a natural accumulation of economically
productive oil and/or gas that is confined by impermeable rock or water barriers and is individual and separate from
other reserves.

Royalty interest. An interest that entitles the owner of such interest to a share of the mineral production from a
property or to a share of the proceeds there from. It does not contain the rights and obligations of operating the
property and normally does not bear any of the costs of exploration, development and operation of the property.

Standardized measure of discounted future net cash flows. The present value of estimated future net revenues to be
generated from the production of proved reserves, determined in accordance with the rules and regulations of the
Securities and Exchange Commission (using prices and costs in effect as of the date of estimation) without giving
effect to non-property related expenses such as general and administrative expenses, debt service, future income tax
expenses or depreciation, depletion and amortization; discounted using an annual discount rate of 10%.

Tcfe. One trillion cubic feet equivalent, determined using the ratio of six Mcf of gas to one Bbl of oil, condensate or
natural gas liquids.

Undeveloped acreage. Lease acreage on which wells have not been drilled or completed to a point that would
permit the production of commercial quantities of oil and gas regardless of whether such acreage contains proved

Ireserves.

Unproved resources. Resources that are considered less certain to be recovered than proved reserves. Unproved
resources may be further sub-classified to denote progressively increasing uncertainty of recoverability.

Working interest. The operating interest that gives the owner the right to drill, produce and conduct operating
activities on the property and a share of production.

Workover. Maintenance on a producing well to restore or increase production.

iii



Part1
Item 1. Business

This Annual Report on Form 10-K contains forward-looking statements based on expectations, estimates and
projections as of the date of this filing. These statements by their nature are subject to risks, uncertainties and
assumptions and are influenced by various factors. As a consequence, actual results may differ materially from
those expressed in the forward-looking statements. For more information see “Forward-Looking Statements”
included at the end of this Item 1. “Business” and see also Item 1A. “Risk Factors.”

References

When referring to Linn Energy, LLC (“Linn Energy” or the “Company”), the intent is to refer to Linn Energy and its
consolidated subsidiaries as a whole or on an individual basis, depending on the context in which the statements are
made.

A reference to a “Note” herein refers to the accompanying Notes to Consolidated Financial Statements contained in
Part II. Item 8. “Financial Statements and Supplementary Data.”

Overview

Linn Energy is an independent oil and gas company focused on the development and acquisition of long life
properties which complement its asset profile in producing basins within the United States. Linn Energy began
operations in March 2003 and completed its initial public offering (“IPO”) in January 2006. The Company’s
properties are currently located in the Mid-Continent and California.

Proved reserves at December 31, 2008 were 1,660 Bcfe, of which approximately 51% were gas, 31% were oil and
18% were natural gas liquids (“NGL”). Approximately 68% were classified as proved developed, with a total
standardized measure of discounted future net cash flows of $1.42 billion. At December 31, 2008, the Company
operated 4,453, or 66%, of its 6,716 gross productive wells. Average proved reserves-to-production ratio, or
average reserve life, is approximately 21 years.

Strategy

The Company’s primary goal is to provide stability and growth of distributions for the long-term benefit of its
unitholders. The following is a summary of the key elements of the Company’s business strategy:

o efficiently operate and develop acquired properties;
o reduce cash flow volatility through commodity price and interest rate hedging; and
e grow through acquisition of long life, high quality properties.

The Company’s business strategy is discussed in more detail below.
Efficiently Operate and Develop Acquired Properties

The Company has aligned the operation of its acquired properties into defined operating regions to minimize
operating costs and maximize production and capital efficiency. The Company maintains a large inventory of
drilling and optimization projects within each region to achieve organic growth from its capital development
program. The Company seeks to be the operator of its properties so that it can develop drilling programs and
optimization projects that not only replace production, but add value through reserve and production growth and
future operational synergies. The development program is focused on lower risk, repeatable drilling opportunities to
maintain and/or grow cash flow. Many of the wells are completed in multiple producing zones with commingled
production and long economic lives. The number, types and location of wells drilled varies depending on the
Company’s capital budget, the cost of each well, anticipated production and the estimated recoverable reserves
attributable to each well. In addition, the Company seeks to deliver attractive financial returns by leveraging its
experienced workforce and scalable infrastructure. For 2009, the Company estimates its total drilling and
development capital expenditures will be approximately $150.0 million. This estimate is under



Item 1. Business - Continued

continuous review and is subject to on-going adjustment. The Company expects to fund these capital expenditures
with cash flow from operations.

Reduce Cash Flow Volatility Through Commeodity Price and Interest Rate Hedging

An important part of the Company’s business strategy includes hedging a significant portion of its forecasted
production to reduce exposure to fluctuations in the prices of oil, gas and NGL. By removing a significant portion
of the price volatility associated with future oil, gas and NGL production, the Company expects to mitigate, but not
eliminate, the potential effects of declining commodity prices on cash flows from operations for those periods.
These transactions are in the form of swap contracts, collars and put options. A put option requires the Company to
pay the counterparty a premium equal to the fair value of the option at the purchase date and receive from the
counterparty the excess, if any, of the fixed floor over the floating market price. The Company has derivative
contracts in place through 2014 covering a significant portion of forecasted production volumes through 2012 to
provide long-term cash flow predictability to pay distributions, service debt and manage its business.

In addition, the Company enters into derivative contracts in the form of interest rate swaps to minimize the effects of
fluctuations in interest rates. Currently, the Company utilizes London Interbank Offered Rate (“LIBOR”) swaps to
convert the borrowing rate on indebtedness under its credit facility from a floating to fixed rate. At January 30,
2009, with the new interest rate swap contracts discussed below in “Recent Developments,” the Company had
swapped LIBOR on approximately 88% of debt outstanding under its credit facility at an average fixed rate of
3.80% through January 2014. For additional details about the Company’s interest rate swap agreements and
commodity derivative contracts, see Part II. Item 7. “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” and Item 7A. “Quantitative and Qualitative Disclosures About Market Risk.” See also
Note 9 and Note 10.

Grow Through Acquisition of Long Life, High Quality Properties

The Company’s acquisition program targets oil and gas properties which offer long life, high quality production
with relatively predictable decline curves, as well as lower risk development opportunities. The Company evaluates
acquisitions based on decline profile, reserve life, operational efficiency, field cash flow and development costs. As
part of this strategy, the Company continually seeks to optimize its asset portfolio, including divestitures of non-core
assets. This allows the Company to redeploy capital into projects to develop lower risk, long life and low decline
properties which are better suited to its business strategy.

From inception through the date of this report, the Company has completed 25 acquisitions of working and royalty
interests in oil and gas properties and related gathering and pipeline assets. Excluding the Appalachian Basin
properties sold in July 2008 (discussed in “Asset Sales” below), total acquired proved reserves were approximately
1.7 Tefe at an acquisition cost of approximately $2.17 per Mcfe. The Company finances acquisitions with a
combination of proceeds from the issuance of its units, bank borrowings and cash flow from operations. See Note 3
for additional details about the Company’s recent acquisitions.

Recent Developments
Asset Sales

During the fourth quarter of 2008, the Company completed a year-long portfolio optimization project. The
Company carefully analyzed its asset base to determine which properties best fit the Linn Energy business model
with high quality reserves and long life production. During 2008, the Company sold approximately $1.0 billion
(contract price) of properties that were non-core to its business strategy, primarily due to high capital requirements
and high decline characteristics. The Company strategically capitalized on opportunities to monetize Marcellus
Shale acreage in the Appalachian Basin, high-decline acreage in the Verden area in Oklahoma and Woodford Shale
acreage in Oklahoma. A summary of these transactions is as follows:

e OnlJuly 1, 2008, the Company completed the sale of its interests in oil and gas properties located in the
Appalachian Basin to XTO Energy, Inc. (“XTO”) for a contract price of $600.0 million. The assets include
approximately 197 Befe of proved reserves at December 31, 2007. Net proceeds were $566.5 million and
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the carrying value of net assets sold was $405.8 million, resulting in a gain on the sale of $160.7 million.
The results of the Company’s Appalachian Basin operations are classified as discontinued operations for all
periods presented (see Note 2).

e On August 15, 2008, the Company completed the sale of certain properties in the Verden area in Oklahoma
to Laredo Petroleum, Inc. (“Laredo”) for a contract price of $185.0 million, subject to closing adjustments.
The assets include approximately 50,000 net acres and 45 Bcfe of proved reserves at December 31, 2007.
Net proceeds and the carrying value of net assets sold were $169.4 million.

e  On December 4, 2008, the Company completed the sale of its deep rights in certain central Oklahoma
acreage, which includes the Woodford Shale interval, to Devon Energy Production Company, LP
(“Devon”) for a contract price of $202.3 million, subject to closing adjustments. The sale included
approximately 34,000 net acres and no producing reserves. Net proceeds were $153.2 million and the
carrying value of net assets sold was $54.2 million, resulting in a gain on the sale of $99.0 million. In
January 2009, certain post closing matters were resolved and the Company received additional proceeds of
$11.5 million, which will be reported as a gain in the first quarter of 2009. Pending resolution of title
issues, the Company estimates it may receive additional proceeds ranging from $12.0 million to $18.0
million during the first quarter of 2009.

Interest Rate Swap Restructuring

In January 2009, the Company amended and extended its interest rate swap portfolio. The Company canceled, in a
cashless transaction, its existing interest rate swap agreements that settled at a fixed rate of 5.06% through 2011 (see
Note 9) and entered into new agreements that settle at a fixed rate of 3.80% through 2014. See Note 8 for details
about the Company’s credit facility and senior notes. The following presents the settlement terms of the interest rate
swaps:

Year Year Year Year Year Year
2009 2010 2011 2012 2013 2014

(dollars in thousands)

Notional Amount  § 1,250,000 $ 1,250,000 $ 1,250,000 $ 1,250,000 $ 1,250,000 $ 1,250,000
Fixed Rate 3.80% 3.80% 3.80% 3.80% 3.80% 3.80%

M Represents interest rate swaps that settle in January 2014.
Distributions

In January 2009, the Company’s Board of Directors declared a cash distribution of $0.63 per unit with respect to the
fourth quarter of 2008. The distribution totaled approximately $72.5 million and was paid on February 13, 2009 to
unitholders of record as of the close of business on February 6, 2009.

Unit Repurchase Plan

In October 2008, the Board of Directors of the Company authorized the repurchase of up to $100.0 million of the
Company’s outstanding units. During the year ended December 31, 2008, 1,076,900 units were purchased at an
average unit price of $12.09, for a total cost of approximately $13.0 million. All units were subsequently canceled.
The Company may purchase units from time to time on the open market or in negotiated purchases. The timing and
amounts of any such repurchases will be at the discretion of management, subject to market conditions and other
factors, and will be in accordance with applicable securities laws and other legal requirements. The repurchase plan
does not obligate the Company to acquire any specific number of units and may be discontinued at any time. Units
are purchased at fair market value on the date of purchase.

Credit and Capital Market Disruptions

Multiple events during 2008 involving numerous financial institutions have effectively restricted current liquidity
within the capital markets throughout the United States and around the world. Despite efforts by treasury and
banking regulators in the United States, Europe and other nations to provide liquidity to the financial sector, capital
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markets currently remain constrained. To the extent the Company accesses credit or capital markets in the near
term, its ability to obtain terms and pricing similar to its existing terms and pricing may be limited. During 2009,
the Company plans to renegotiate its credit facility, which matures in August 2010. Entry into a new credit facility
is expected to result in increased interest expense and there can be no assurance that the borrowing base will remain
at the current level. In addition, the Company cannot be assured that counterparties to the Company’s derivative
contracts will be able to perform under these contracts. For additional information about these and other risk factors
that could affect the Company, see Item 1A. “Risk Factors.”

Operating Regions
The Company’s properties are located in three regions in the United States:

e  Mid-Continent Deep, which includes the Texas Panhandle Deep Granite Wash formation and deep
formations in Oklahoma;

e  Mid-Continent Shallow, which includes the Texas Panhandle Brown Dolomite formation and shallow
formations in Oklahoma; and

e  Western, which includes the Brea Olinda Field of the Los Angeles Basin in California.

Mid-Continent Deep

The Mid-Continent Deep region includes properties in the Deep Granite Wash formation in the Texas Panhandle,
which produces at depths ranging from 8,900 feet to 16,000 feet, as well as properties in Oklahoma which produce
at depths over 8,000 feet. Mid-Continent Deep proved reserves represented approximately 54% of total proved
reserves at December 31, 2008, of which 69% were classified as proved developed reserves. This region produced
136 MMcfe/d, or 64%, of the Company’s 2008 average daily production. During 2008, the Company invested
approximately $218.3 million to drill in this region. During 2009, the Company anticipates spending approximately
70% of its total capital budget for development activities in the Mid-Continent Deep region.

Mid-Continent Shallow

The Mid-Continent Shallow region includes properties producing from the Brown Dolomite formation in the Texas
Panhandle, which produces at depths of approximately 3,200 feet, as well as properties in Oklahoma which produce
at depths under 8,000 feet. Mid-Continent Shallow proved reserves represented approximately 33% of total proved
reserves at December 31, 2008, of which 60% were classified as proved developed reserves. This region produced
63 MMcfe/d, or 30%, of the Company’s 2008 average daily production. During 2008, the Company invested
approximatety $70.7 million to drill in this region. During 2009, the Company anticipates spending approximately
25% of its total capital budget for development activities in the Mid-Continent Shallow region.

In order to more efficiently transport its gas in the Mid-Continent Deep and Mid-Continent Shallow regions to
market, the Company owns and operates a network of gas gathering systems comprised of approximately 900 miles
of pipeline and associated compression and metering facilities which connect to numerous sales outlets in the Texas
Panhandle.

Western

The Western region consists of the Brea Olinda Field of the Los Angeles Basin in California. The Brea Olinda Field
was discovered in 1880 and produces from the shallow Pliocene formation to the deeper Miocene formation.
Western proved reserves represented approximately 13% of total proved reserves at December 31, 2008, of which
87% were classified as proved developed reserves. This region produced 13 MMcfe/d, or 6%, of the Company’s
2008 average daily production. During 2008, the Company invested approximately $3.1 million to drill in this
region. During 2009, the Company anticipates spending approximately 5% of its total capital budget for
development activities in the Western region.

The Western region also includes the operation of a gas processing facility which processes produced gas from
Company and third party wells. Processed gas is utilized to generate electricity which is used in the field to power
equipment, resulting in reduced operating costs. Revenues are also generated from the sale of excess power.
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Drilling and Acreage
The following sets forth the wells drilled in the Mid-Continent Deep, Mid-Continent Shaliow and Western operating

regions during the periods indicated (“gross” refers to the total wells in which the Company had a working interest
and “pet” refers to gross wells multiplied by its working interest):

Year Ended December 31,
2008 2007 2006

Gross wells:

Productive 304 136 3

Non-productive 2 2 1

Total 306 138 4
Net development wells:

Productive 189 112 1

Non-productive 1 2 1

Total 190 114 2
Net exploratory wells:

Productive — — —

Non-productive — — —-

Total — — —

The total wells above exclude 45, 115 and 155 gross wells (45, 105 and 150 net wells) drilled in the Appalachian
Basin during the years ended December 31, 2008, 2007 and 2006, respectively. The totals above do not include 23
and 25 lateral segments added to existing vertical wellbores in the Mid-Continent Shallow region during the years
ended December 31, 2008 and 2007, respectively. At December 31, 2008, the Company had 7 gross (4 net) wells in
process.

The information should not be considered indicative of future performance, nor should it be assumed that there is
necessarily any correlation between the number of productive wells drilled, quantities of reserves found or economic
value. Productive wells are those that produce commercial quantities of oil, gas or NGL, regardless of whether they
generate a reasonable rate of return.

The following sets forth information about the Company’s drilling locations and net acres of leasehold interests as of
December 31, 2008:

Total
Proved undeveloped 1,259
Other locations 2,810
Total drilling locations 4,069
Leasehold interests — net acres (in thousands) 737

M Does not include optimization projects.

As shown in the table above, as of December 31, 2008, the Company had 1,259 proved undeveloped drilling
locations (specific drilling locations as to which the independent engineering firm, DeGolyer and MacNaughton,
assigned proved undeveloped reserves as of such date) and the Company had identified 2,810 additional unproved
drilling locations (specific drilling locations as to which DeGolyer and MacNaughton has not assigned any proved
reserves) on acreage that the Company has under existing leases. As successful development wells frequently result
in the reclassification of adjacent lease acreage from unproved to proved, the Company expects that a significant
number of its unproved drilling locations will be reclassified as proved drilling locations prior to the actual drilling
of these locations.
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Productive Wells

The following table sets forth information relating to the productive wells in which the Company owned a working
interest as of December 31, 2008. Productive wells consist of producing wells and wells capable of production,
including wells awaiting pipeline or other connections to commence deliveries. “Gross” wells refers to the total
number of producing wells in which the Company has an interest, and “net” wells refers to the sum of its fractional
working interests owned in gross wells. The number of wells below does not include approximately 2,200
productive wells in which the Company owns a royalty interest only.

Gas Wells Qil Wells Total Wells
Gross Net Gross Net Gross Net
Operated ) 1,969 1,647 2,484 2,271 4,453 3,918
Non-operated @ 1,313 205 950 54 2,263 259
Total 3,282 1,852 3,434 2,325 6,716 4,177

@ 10 operated wells had multiple completions at December 31, 2008.

@ 3 non-operated wells had multiple completions at December 31, 2008.

Developed and Undeveloped Acreage

The following sets forth information as of December 31, 200