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The underwriters expect to deliver the shares to purchasers on January 22, 2003.
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[APACHE CORPORATION CHARTS]

These charts reflect our estimated production before and after the pending
BP transactions by core areas. Percentages are calculated by using Apache's
January 2003 estimated daily production rate and our estimate of the daily
production rate from the BP assets for 2003, which we used to value the assets
that we have agreed to acquire. The estimated production attributable to the
pending BP transactions is based solely on our internal estimates and has not
been reviewed by our independent reserve engineers. There is no assurance that
the pending BP transactions will be completed or that our estimate of production
will prove correct.

OIL AND GAS TERMS

When describing natural gas:........ Mcf thousand cubic feet
MMbtu million British thermal units
MMcf million cubic feet
Bcf billion cubic feet
When describing oil:................ Bbl barrel
Mbbls thousand barrels
MMbbls million barrels

.......................... 6 Mcf of gas

= 1 bbl of oil equivalent

Boe barrel of oil equivalent

Mboe thousand barrels of oil equivalent

MMboe million barrels of oil equivalent
i
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ABOUT THIS PROSPECTUS SUPPLEMENT

This document is in two parts. The first part is this prospectus
supplement, which describes the terms of the offering of common stock. The
second part is the accompanying prospectus dated March 30, 2000, and the
accompanying prospectus dated April 9, 1999. The accompanying prospectus dated
March 30, 2000, relates to the offering of 8,200,000 shares of our common stock.
If the underwriters exercise all or a portion of their over-allotment option to
purchase up to 1,230,000 additional shares, this prospectus supplement and the
accompanying prospectus dated March 30, 2000, will relate to the first 800,000
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of such shares, and this prospectus supplement and the accompanying prospectus
dated April 9, 1999, will relate to the remaining 430,000 shares. We refer to
the accompanying prospectus dated March 30, 2000, and the accompanying
prospectus dated April 9, 1999, collectively as the "accompanying prospectus."
The accompanying prospectus contains a description of the common stock and gives
more general information, some of which may not apply to the common stock.

You should rely only on the information contained in or incorporated by
reference in this prospectus supplement and the accompanying prospectus. If the
information in this prospectus supplement varies from the information contained
or incorporated by reference in the accompanying prospectus, you should rely on
the information in this prospectus supplement. No person is authorized to
provide you with different information or to offer the common stock in any
jurisdiction where the offer is not permitted. You should not assume that the
information provided by this prospectus supplement, the accompanying prospectus
or in any document incorporated by reference is accurate as of any date other
than the date of the document that contains the information.

iii

PROSPECTUS SUPPLEMENT SUMMARY

This summary highlights selected information about us and this offering.
This summary is not complete and does not contain all of the information that is
important to you. You should carefully read this prospectus supplement, the
accompanying prospectus and the other documents we refer to and incorporate by
reference for a more complete understanding of us and this offering. In
particular, we incorporate important business and financial information in this
prospectus supplement and the accompanying prospectus by reference. Unless
otherwise indicated, all information in this prospectus supplement assumes that
the underwriters do not exercise their over-allotment option. Unless otherwise
stated, the dollar amounts and financial data contained in this prospectus
supplement and the accompanying prospectus are presented in U.S. dollars.

Unless this prospectus supplement otherwise indicates or the context
otherwise requires, the terms "we," "our," "us" or "Apache" as used in this
prospectus supplement refer to Apache Corporation.

APACHE CORPORATION

Apache Corporation is an independent energy company that, directly and
through subsidiaries, explores for, acquires and develops o0il and gas reserves
and produces natural gas, crude oil, condensate and natural gas liquids. In
North America, our exploration and production interests are focused on the Gulf
of Mexico, the Anadarko Basin, the Permian Basin, the Gulf Coast and the Western
Sedimentary Basin of Canada. Outside North America, we currently have
exploration and production interests offshore Western Australia, Argentina and
in Egypt and exploration interests in Poland and offshore The People's Republic
of China.

Through September 30, 2002, our average daily production was:
- 162 Mbbls of crude o0il, condensate and natural gas liquids; and
- 1,082 MMcf of natural gas.

As of December 31, 2001, our worldwide proved reserves totaled 1,267 MMboe,
including:

- 599 MMbbls of crude oil, condensate and natural gas liquids; and
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- 4,005 Bcf of natural gas.
STRATEGY

Our strategy is to increase our oil and gas reserves, production, cash flow
and earnings through a balanced growth program that involves:

- exploiting our existing asset base;
- acquiring properties to which we can add incremental value; and
- investing in high-potential exploration prospects.

Exploiting Our Existing Asset Base. We seek to maximize the value of our
existing asset base by increasing production and reserves while controlling per
unit operating costs. In order to achieve these objectives, we rigorously
examine our operations to reduce costs, identify production enhancement
initiatives such as workovers and recompletions employing new technology, and
divest marginal and non-strategic properties.

Acquiring Properties To Which We Can Add Incremental Value. Generally, we
seek to purchase reserves at appropriate prices by avoiding auction processes
where we are competing with other buyers and timing our acquisitions to avoid
the peak of the price cycle. Our aim is to follow each acquisition with a cycle
of reserve enhancement, property consolidation and cash flow acceleration,
thereby facilitating asset growth and debt reduction. During the past decade, we
have consistently succeeded in adding value to acquired properties through this
strategy. We acquired 254 MMboe and 213 MMboe of proved reserves for $1.3
billion and $0.9 billion in 2000 and 2001, respectively. In addition, the
acquisitions included $94 million of production, processing and transportation
facilities in 2000, and $146 million of such facilities and $197 million of
goodwill in 2001. In 2002, we acquired an estimated 49 MMboe of proved reserves
for approximately $355 million. We believe that the current environment is
favorable for possible additional acquisitions. We
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continue to evaluate attractive opportunities. Any future acquisitions would be
subject to a number of conditions, including conditions beyond our control, and
there can be no assurance that we will enter into or actually consummate any
such transactions.

Investing In High-Potential Exploration Prospects. Our international
investments and exploration activities are a significant component of our
long-term growth strategy. They complement our North American operations, which
are more development oriented. We seek to concentrate our exploratory
investments in a select number of international areas and to become a dominant
operator in those regions. We believe that these investments, although
higher-risk, offer the potential for significant reserve additions.

A critical component in implementing our three-pronged growth strategy is
maintenance of significant financial flexibility. We are committed to preserving
a strong balance sheet and credit position to give us the foundation required to
pursue our growth initiatives.

RECENT DEVELOPMENTS

Pending Transactions with BP p.l.c. On January 11, 2003, we signed two
purchase and sales agreements with subsidiaries of BP p.l.c., which we refer to
collectively as "BP," to purchase their interests in 61 producing fields,
including 113 blocks in the Gulf of Mexico and two producing fields in the North
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Sea. We will operate 36 of the producing fields in the Gulf of Mexico and both
of the producing fields in the North Sea.

Each of the purchase agreements is effective as of January 1, 2003. We
anticipate the purchase of the Gulf of Mexico properties will close late in the
first quarter of 2003, and the purchase of the North Sea properties will close
late in the second quarter of 2003. The total purchase price for all of the
assets being acquired is $1.3 billion, with $670 million allocated to the
purchase of the Gulf of Mexico assets and $630 million allocated to the North
Sea assets. The actual price payable upon the closing of each purchase will be
reduced by the net cash flow attributable to the acquired fields, and increased
by interest on the purchase price, from January 1, 2003, until the date of
closing. The purchase price will also be subject to customary closing
adjustments. Owners of working interests in certain Gulf of Mexico properties
have preferential purchase rights which, if exercised, would reduce the
interests we purchase in those properties and the purchase price we would pay.
Neither acquisition is conditional upon the consummation of the other
acquisition.

The properties we are acquiring from BP in the Gulf of Mexico complement
our extensive existing reserves and production in the Gulf, while the North Sea
properties establish a new core area for us. Of the Gulf of Mexico properties we
will acquire, most of the working interests exceed 50 percent, 19 of the fields
are owned 100 percent and approximately 70 percent of the production will be
operated by us. We are acquiring a 96 percent working interest in, and will be
the operator of, the North Sea properties.

We estimate that the properties we will acquire in the BP transactions had
proved reserves as of January 1, 2003 of:

- 186.5 MMbbls of crude oil and natural gas liquids; and
- 279.9 Bcf of natural gas.

Using the conventional equivalence of one barrel of oil to six Mcf of gas,
these estimated proved reserves totaled 233.2 MMboe and were approximately 80
percent oil and 20 percent gas. Approximately 93 percent of these estimated
proved reserves are developed reserves. We also estimate that 21 percent of the
total oil reserves and 100 percent of the reserves of natural gas are in the
Gulf of Mexico properties.

The 2003 production estimates used to value the acquisition were:
- 65.5 Mbbls per day of crude oil and natural gas liquids; and
- 197.6 MMcf per day of natural gas.

S-2

The estimates mentioned in the preceding three paragraphs are based on our
analysis of historical production data, assumptions regarding capital
expenditures and anticipated production declines. The reserves and average daily
production attributable to the BP transactions are based solely on our internal
estimates and have not been reviewed by our independent reserve engineers. There
is no assurance that the BP transactions will be completed or, if completed,
that our estimates of reserves and average daily production will prove correct.

In order to preserve our strong financial position in a period of
cyclically high gas and oil prices, we hedged 40.8 MMbbls of oil at an average
price of $24.78 per Bbl and 70 Bcf of natural gas at an average price of $4.55
per MMbtu through 2004. We have agreed to sell all of the North Sea production
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from those properties over the next two years to BP at a combination of fixed
and market sensitive prices pursuant to a contract entered into in connection
with the North Sea purchase agreement. The fixed price portion of our contract
with BP is included in the 40.8 MMbbl oil hedge.

The BP transactions have received all necessary corporate approvals, and
are not conditioned upon financing, but are subject to customary closing
conditions, regulatory approvals under the U.S. Hart-Scott-Rodino Act and, in
the case of the North Sea properties, U.K. regulatory and other approvals.

Completed Acquisitions. A significant part of our growth strategy is to
increase o0il and gas reserves, production and cash flow through an active
acquisition program. Apache has consummated several acquisitions since January
1, 2002.

In December 2002, Apache completed the acquisition of certain South
Louisiana properties comprising 234,000 net acres (366 square miles) with
estimated net proved reserves of 30 MMboe, 88 percent of which is estimated to
be natural gas, for approximately $260 million, subject to normal post-closing
adjustments. The acquisition also includes 135 producing wells and access to 849
square miles of 3-D seismic data covering the relatively contiguous acreage
position. Based on our analysis of historical production rates, assumptions
regarding capital expenditures and anticipated production declines, we
anticipate 2003 net daily production to approximate 55 MMcf of natural gas and
2,100 barrels of oil. We also entered into a separate exploration joint wventure
with the seller whereby the seller will actively generate prospects on certain
South Louisiana acreage for a total cost of $25 million over a two year period.

We have also completed several smaller acquisitions since January 1, 2002,
for an aggregate of approximately $95 million. Together, these acquisitions
include proved reserves of approximately 19 MMboe.

2002 Drilling Results. During 2002, we completed 1,018 gross wells as
producers out of a total of 1,089 gross wells drilled. In the fourth quarter of
2002, we announced our fourth deep water discovery on our West Mediterranean
concession offshore Egypt, and a new discovery in our Ras El Hekma concession in
Egypt. These wells were, respectively, the 10th and 11lth discoveries for us in
Egypt and our 15th and 16th discoveries worldwide for the year.

Our executive offices are located at 2000 Post Oak Boulevard, Suite 100,
Houston, Texas 77056, and our telephone number is (713) 296-6000.

SE]

THE OFFERING
Common stock offered.......... 8,200,000 shares

Common stock to be outstanding
after this offering........... 152,250,678 shares

Use of proceeds........oov... We expect that our net proceeds from the
offering will be approximately $481.2 million,
after deducting underwriting discounts and
commissions and estimated expenses of the
offering payable by us. We intend to use the
net proceeds from the offering, together with
cash on hand, net cash generated from
operations and short-term and long-term
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borrowings, to fund the cash requirements of
the pending BP transactions. Pending such use,
we will use the net proceeds to repay
indebtedness under our commercial paper
facilities and our money market lines of credit
in the ordinary course of business or to make
short-term investments. We will use any net
proceeds not used to finance the BP
transactions for general corporate purposes.

.................... On December 18, 2002, we announced that our

board of directors had declared a special 5
percent dividend, payable in shares of our
common stock, which will be paid on April 2,
2003, to shareholders of record on March 12,
2003. The board also declared the regular cash
dividend on our common stock of $.10 per share.
The cash dividend will be paid on February 21,
2003, to shareholders of record on January 22,
2003. Purchasers of our common stock in this
offering who own their shares at the close of
business on the applicable record date will be
entitled to receive the common stock and cash
dividends.

Risk factors.................. See "Risk Factors" and other information

New York
Exchange

The
offering
excludes:

included in this prospectus supplement for a
discussion of factors you should carefully
consider before deciding to invest in shares of
the common stock.

and Chicago Stock
symbol............... APA

number of shares of our common stock to be outstanding after the
is based on 144,050,678 shares outstanding as of December 31, 2002, and

4,010,789 shares of treasury stock, of which 1,597,272 shares are
reserved for issuance under one of our stock option plans (of which
options to purchase 1,392,705 shares at an average exercise price of
$52.43 per share are outstanding), 450,000 shares are reserved for
certain restricted stock grants and 345,269 shares are reserved for
issuance under our deferred delivery plan;

4,305,652 shares of common stock reserved for issuance under our
stock option plans, of which options to purchase 4,001,778 shares at

an average exercise price of $37.02 per share are outstanding;

3,927,065 shares reserved for issuance under our deferred delivery
plan and for certain additional stock grants; and

the shares issuable as a result of the 5 percent common stock
dividend declared on December 18, 2002.
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SUMMARY HISTORICAL FINANCIAL AND OPERATING DATA

We have provided in the tables below our selected financial and operating
data. The financial information for each of the years in the three-year period
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ended December 31, 2001, and at December 31, 1999, 2000 and 2001, has been
derived from our audited financial statements. The financial information for the
nine-month periods ended September 30, 2001 and 2002, and at September 30, 2001
and 2002, has been derived from our unaudited financial statements. In our
management's opinion, these unaudited financial statements have been prepared on
the same basis as our audited financial statements except as noted below. You
should read the following financial information in conjunction with our
consolidated financial statements and related notes that we have incorporated by
reference in the accompanying prospectus.

NINE MONTHS ENDED
YEAR ENDED DECEMBER 31, SEPTEMBER 30,

(UNAUDITED)
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE AMOUNTS)

INCOME STATEMENT DATA:

Total revenues (4) « oo $ 1,146,553 $ 2,283,904 $ 2,777,126 $ 2,272,113 $ 1,829,500
Net income..........c.oiuvn... 200,855 713,056 723,399 644,779 373,510
Income attributable to

common Stock.............. 186,406 693,068 703,798 630,086 364,115
Net income per common share:

Basic(5) cvvi i i i i 1.57 5.34 5.13 4.59 2.59

Diluted(6) «vvveeeeeennnn.. 1.56 5.16 4.97 4.43 2.55
Cash dividends declared per

common share(7) .......v... .25 .19 .35 .25 .30
Net cash provided by

operating activities...... 638,174 1,529,386 1,934,727 1,527,964 1,009,269
BALANCE SHEET DATA (AT END

OF PERIOD) :
Working capital............. $ 6,290 $ 76,673 S 175,291 S 88,214 S 369,208
Total assets...........oo.. 5,502,543 7,481,950 8,933,656 9,066,735 9,248,709
Long-term debt.............. 1,879,650 2,193,258 2,244,357 2,311,512 2,163,182
Shareholders' equity........ 2,669,427 3,754,640 4,418,483 4,398,202 4,761,160
Common shares

outstanding(8) ............ 125,396,110 135,998,223 137,103,179 137,090,273 143,966,713

(1) Includes the results of the acquisitions of certain oil and gas properties
from Petsec Energy Inc., Shell Offshore Inc. and affiliated Shell entities,
British-Borneo 0il & Gas Plc and Shell Canada Limited after February 1,
1999, May 18, 1999, June 18, 1999 and November 30, 1999, respectively.

(2) Includes the results of the acquisitions of certain oil and gas properties
from Repsol, Collins & Ware, Occidental and Phillips after January 24, 2000,
June 30, 2000, August 17, 2000, and December 29, 2000, respectively.

(3) Includes the results of the acquisitions of certain oil and gas properties
from Repsol YPF and Fletcher Challenge Energy after March 22, 2001, and
March 27, 2001, respectively.

(4) As a result of the consensus on Emerging Issues Task Force Issue 00-10,
"Accounting for Shipping and Handling Fees and Costs," for the nine months
ended September 30, 2002, third party gathering and transportation costs in
the amount of $27.5 million have been reported as an operating expense
instead of a reduction to revenues as previously reported. A
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reclassification has been made to reflect this change for the nine months
ended September 30, 2001, resulting in an increase in reported revenue and
operating expense for that period of $24.1 million. The change has no impact
on income attributable to common stock. The income statement data for each
of the years in the three-year period ended December 31, 2001, do not
reflect the reclassification and report third party gathering and
transportation costs as a reduction of revenues. For 1999, 2000 and 2001,
the reclassification would result in an increase in reported revenue and
operating expense of $15.1 million, $18.1 million and $32.3 million,
respectively, with no impact on income attributable to common stock.
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(5) Does not take into account the 5 percent common stock dividend declared in
December 2002. If the effects of the dividend had been taken into account,
Net income per common share —-- Basic would have been $1.50, $5.09 and $4.89
for the years ended December 31, 1999, 2000 and 2001, respectively, and
$4.37 and $2.47 for the nine month periods ended September 30, 2001 and
2002, respectively.

(6) Does not take into account the 5 percent stock common dividend declared in
December 2002. If the effects of the dividend had been taken into account,
Net income per common share -- Diluted would have been $1.49, $4.91 and
$4.73 for the years ended December 31, 1999, 2000 and 2001, respectively,
and $4.22 and $2.43 for the nine month periods ended September 30, 2001 and
2002, respectively.

(7) Does not take into account the 5 percent common stock dividend declared in
December 2002. If the effects of the dividend had been taken into account,
Cash dividends per common share would have been $.24, $.18 and $.33 for the
years ended December 31, 1999, 2000 and 2001, respectively, and $.24 and
$.29 for the nine month periods ended September 30, 2001 and 2002,
respectively.

(8) Does not take into account the 5 percent common stock dividend declared in
December 2002. If the effects of the dividend had been taken into account,
common shares outstanding would have been 131,665,916 shares, 142,798,134
shares and 143,958,338 shares for the years ended December 31, 1999, 2000
and 2001, respectively, and 143,944,787 shares and 151,165,049 shares for
the nine month periods ended September 30, 2001 and 2002, respectively.

NINE MONTHS ENDED

YEAR ENDED DECEMBER 31, SEPTEMBER 30,
1999 2000 2001 2001 2002
OPERATING DATA:
Proved reserves:
011l (MPLIS) (1) eeeeeeeeeeeeeennnn 415,242 522,473 599, 388
Natural gas (Bcf)............... 2,352 3,384 4,005
Total proved reserves
(MPOE) (2) v v ettt et e eeeeeennn 807,172 1,086,418 1,266,943
Reserves outside North America
(% of total) o ve .. 27% 20% 25%
Reserve replacement ratio(3).... 360% 393% 244%
Reserve life index (years) (4)... 10.8 11.4 10.1
Finding and development costs
per Boe(2) (5) ve e, S 5.79 $ 5.65 S 5.64

10
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Average daily production:

0il (Mbbls/day) (1) ...veeieenan.. 95 122 156 152
Natural gas (MMcf/day).......... 656 831 1,127 1,115
Total production
(Mboe/day) (2) v eveeeeneenn.. 204 261 344 338
Average lease operating costs per
BOE(2) ittt ettt e e e $ 2.56 $ 2.68 $ 3.24 $ 3.20

(1) Includes crude oil, condensate and natural gas liquids.
(2) 6 Mcf of natural gas = 1 Boe.

(3) Total reserve additions for the period, including revisions and net of
property sales, divided by annual production.

(4) Total proved reserves at period end divided by annual production.

(5) Total capitalized costs incurred for the period, excluding capitalized
interest and property sales, divided by total reserve additions for the
period, including revisions.

RISK FACTORS

Before making an investment in shares of our common stock, you should
carefully consider the risks described below, as well as the information
included or incorporated by reference in this prospectus supplement and the
accompanying prospectus. In addition, please read "Special Note Regarding
Forward-Looking Statements" in this prospectus supplement, where we describe
additional uncertainties associated with our business and the forward-looking
statements included or incorporated by reference in this prospectus supplement
and the accompanying prospectus.

REPERCUSSIONS FROM THE TERRORIST ACTS COMMITTED IN THE UNITED STATES COULD HARM
OUR BUSINESS OPERATIONS AND ADVERSELY IMPACT OUR ABILITY TO MEET OUR
EXPECTATIONS AND TO FULFILL OTHER FORWARD-LOOKING STATEMENTS CONTAINED IN THIS
PROSPECTUS SUPPLEMENT AND THE ACCOMPANYING PROSPECTUS.

The terrorist attacks on September 11, 2001, have caused instability in the
world's markets. There can be no assurance that the current armed hostilities
will not escalate or that these terrorist attacks, or the United States'
responses to them, will not lead to further acts of terrorism and civil
disturbances in the United States or elsewhere, which may further contribute to
the economic instability in the United States and the other regions in which we
operate. Armed conflict, civil unrest, additional terrorist activities and the
attendant political instability and societal disruption may reduce demand for
our products or disrupt our ability to conduct our exploration, production,
development and marketing activities, which could harm our business.

OIL AND NATURAL GAS PRICES ARE VOLATILE. VOLATILITY IN OIL AND NATURAL GAS
PRICES CAN ADVERSELY AFFECT OUR RESULTS AND THE PRICE OF OUR COMMON STOCK. THIS
VOLATILITY ALSO MAKES VALUATION OF OIL AND GAS PRODUCING PROPERTIES DIFFICULT
AND CAN DISRUPT MARKETS.

0il and natural gas prices have historically been, and are likely to
continue to be, volatile. The prices for oil and natural gas are subject to wide
fluctuation in response to relatively minor changes in the supply of and demand

11
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for oil and natural gas, market uncertainty, worldwide economic conditions,
weather conditions, import prices, political conditions in major oil producing
regions, especially the Middle East, and actions taken by OPEC. The prices for
0il and natural gas could be significantly affected by the prospect and outcome
of war in Iraqg, for example.

Our quarterly results of operations may fluctuate significantly as a result
of variations in o0il and natural gas prices and production performance. In
recent years, oil and natural gas price volatility has become increasingly
severe. You can expect the market price of our common stock to decline when our
quarterly results decline or at any time when events actually or potentially
adverse to us or the industry occur. Our common stock price may decline to a
price below the price you paid to purchase your shares of common stock in this
offering.

This volatility makes it difficult to estimate with precision the value of
producing properties in acquisitions and to budget and project the return on
exploration and development projects involving our oil and gas properties. In
addition, unusually volatile prices often disrupt the market for oil and gas
properties, as buyers and sellers have more difficulty agreeing on the purchase
price of properties.

A SUBSTANTIAL OR EXTENDED DECLINE IN OIL AND GAS PRICES WOULD HAVE A MATERIAL
ADVERSE EFFECT ON US.

A substantial or extended decline in oil and gas prices would have a
material adverse effect on our financial position, results of operations,
quantities of oil and gas that may be economically produced, and access to
capital. A significant decrease in price levels for an extended period would
negatively affect us in several ways:

- our cash flow would be reduced, decreasing funds available for
capital expenditures employed to replace reserves or increase
production;

- certain reserves would no longer be economic to produce, leading to
both lower proved reserves and cash flow; and

S=7

- access to other sources of capital, such as equity or long-term debt
markets, could be severely limited or unavailable.

Consequently, our revenues and profitability would suffer.

OUR ABILITY TO SELL OUR OIL AND GAS PRODUCTION COULD BE MATERIALLY HARMED IF WE
FAIL TO OBTAIN ADEQUATE SERVICES SUCH AS TRANSPORTATION AND PROCESSING.

The sale of our oil and gas production, particularly outside of North
America, depends on a number of factors beyond our control, including the
availability and capacity of transportation and processing facilities. Our
failure to obtain such services on acceptable terms could materially harm our
business.

WE HAVE RECORDED WRITE-DOWNS BECAUSE OF FULL COST ACCOUNTING RULES AND MAY BE
REQUIRED TO DO SO AGAIN IN THE FUTURE.

Under the full cost accounting rules of the U.S. Securities and Exchange
Commission ("SEC"), we review the carrying value of our proved oil and gas
properties each quarter on a country-by-country basis. Under these rules,
capitalized costs of proved oil and gas properties—-—-net of accumulated
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depreciation, depletion and amortization, and deferred income taxes—-may not
exceed the present value of estimated future net cash flows from proved oil and
gas reserves, discounted at 10 percent, plus the lower of cost or fair value of
unproved properties included in the costs being amortized, net of related tax
effects.

These rules generally require pricing future oil and gas production at the
unescalated oil and gas prices in effect at the end of each fiscal quarter. They
also require a write-down if the "ceiling" is exceeded, even if prices declined
for only a short period of time.

If oil and gas prices fall significantly, a write-down may occur.
Write-downs required by these rules do not impact cash flow from operating
activities.

THE OIL AND GAS RESERVES DATA WE REPORT ARE ONLY ESTIMATES AND MAY PROVE TO BE
INACCURATE.

There are numerous uncertainties inherent in estimating quantities of oil
and natural gas reserves of any category and in projecting future rates of
production and timing of development expenditures, which underlie the reserve
estimates, including many factors beyond our control. Reserve data represent
only estimates. In addition, the estimates of future net cash flows from our
proved reserves and their present value are based upon various assumptions about
future production levels, prices and costs that may prove to be incorrect over
time. Any significant variance from the assumptions could result in the actual
quantity of our reserves and future net cash flows from them being materially
different from the estimates. In addition, our estimated reserves may be subject
to downward or upward revision based upon production history, results of future
exploration and development, prevailing oil and gas prices, operating and
development costs and other factors.

At December 31, 2001, approximately 24 percent of our estimated proved
reserves were undeveloped. Recovery of undeveloped reserves generally requires
significant capital expenditures and successful drilling operations. The reserve
data assumes that we can and will make these expenditures and conduct these
operations successfully, which may not occur.

IF WE FAIL TO ACQUIRE OR FIND ADDITIONAL RESERVES, OUR RESERVES AND PRODUCTION
WILL DECLINE MATERIALLY FROM THEIR CURRENT LEVELS.

The rate of production from oil and gas properties generally declines as
reserves are depleted. Except to the extent that we acquire additional
properties containing proved reserves, conduct successful exploration and
development activities, successfully apply new technologies or, through
engineering studies, identify additional behind-pipe zones or secondary recovery
reserves, our proved reserves will decline materially as reserves are produced.
Future oil and gas production is, therefore, highly dependent upon our level of
success in acquiring or finding additional reserves.

S-8

WE INCUR SUBSTANTIAL COSTS TO COMPLY WITH GOVERNMENT REGULATIONS, ESPECIALLY
REGULATIONS RELATING TO ENVIRONMENTAL PROTECTION, AND COULD INCUR EVEN GREATER
COSTS IN THE FUTURE.

Our exploration, production, development and marketing operations are
regulated extensively at the federal, state and local levels, as well as by
other countries in which we do business. We have made and will continue to make
large expenditures in our efforts to comply with the requirements of
environmental and other regulations. Further, the o0il and gas regulatory
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environment could change in ways that might substantially increase these costs.

Hydrocarbon-producing states regulate conservation practices and the
protection of correlative rights. These regulations affect our operations and
limit the quantity of hydrocarbons we may produce and sell. In addition, at the
U.S. federal level, the Federal Energy Regulatory Commission regulates
interstate transportation of natural gas under the Natural Gas Act. Other
regulated matters include marketing, pricing, transportation and valuation of
royalty payments.

As an owner or lessee and operator of oil and gas properties, we are
subject to various federal, state, local and foreign regulations relating to
discharge of materials into, and protection of, the environment. These
regulations may, among other things, impose liability on us for the cost of
pollution clean-up resulting from operations, subject us to liability for

pollution damages, and require suspension or cessation of operations in affected

areas. Changes in or additions to regulations regarding the protection of the
environment could hurt our business.

One of the responsibilities of owning and operating oil and gas properties
is paying for the cost of abandonment. Upon closing of our acquisition of the
North Sea properties, we have agreed to assume BP's abandonment obligation for
those properties, the cost of which we took into consideration in determining
the purchase price. Effective January 1, 2003, exploration and production
companies are required to reflect abandonment costs as a liability on their
balance sheets.

Our purchase of the North Sea properties does not relieve BP of its
liabilities if we do not satisfy our abandonment obligation. To ensure our
payment of those costs, we have agreed to deliver a letter of credit to BP if
the rating of our senior unsecured debt is lowered by both Moody's and Standard
& Poor's. Any such letter of credit would be in an amount equal to the net
present value of future abandonment costs of the North Sea properties as of the
date of any such ratings change. If we are obligated to provide a letter of
credit, it will expire if either rating agency restores its rating to the
present level.

OUR BUSINESS COULD BE HARMED BY COMPETITION WITH OTHER COMPANIES.

The o0il and gas industry is highly competitive, and our business could be
harmed by competition with other companies. Because o0il and gas are fungible
commodities, our principal form of competition is price competition. We strive
to maintain the lowest finding and production costs possible to maximize
profits. In addition, as an independent oil and gas company, we frequently
compete for reserve acquisitions, exploration leases, licenses, concessions and
marketing agreements against companies with financial and other resources
substantially larger than we possess. Many of our competitors have established
strategic long-term positions and maintain strong governmental relationships in
countries in which we may seek new entry.

WE DO NOT INSURE AGAINST ALL POTENTIAL LOSSES AND COULD BE SERIOUSLY HARMED BY
UNEXPECTED LIABILITIES.

Exploration for and production of oil and natural gas can be hazardous,
involving natural disasters and other unforeseen occurrences such as blowouts,
cratering, fires and loss of well control, which can damage or destroy wells or
production facilities, injure or kill people, and damage property and the
environment. We maintain insurance against many potential losses or liabilities
arising from our operations in accordance with customary industry practices and
in amounts that we believe to be prudent. However, our insurance does not
protect us against all operational risks.
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OUR HEDGING ACTIVITIES MAY PREVENT US FROM BENEFITI