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®

PARTI
ITEM 1. Business
General

EOG Resources, Inc. (EOG), a Delaware corporation organized in 1985, together with its subsidiaries, explores for,
develops, produces and markets natural gas and crude oil primarily in major producing basins in the United States of
America (United States), Canada, offshore Trinidad, the United Kingdom North Sea and, from time to time, select
other international areas. EOG's principal producing areas are further described in "Exploration and Production"
below. EOG's Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and all
amendments to those reports are made available, free of charge, through its website, as soon as reasonably practicable
after such reports have been filed with the Securities and Exchange Commission (SEC). EOG's website address is
http://www.eogresources.com.

At December 31, 2006, EOG's total estimated net proved reserves were 6,802 billion cubic feet equivalent (Bcfe), of
which 6,095 billion cubic feet (Bcf) were natural gas reserves and 118 million barrels (MMBDbI), or 707 Bcfe, were
crude oil, condensate and natural gas liquids reserves (see "Supplemental Information to Consolidated Financial
Statements"). At such date, approximately 60% of EOG's reserves (on a natural gas equivalent basis) were located in
the United States, 20% in Canada and 20% in Trinidad. As of December 31, 2006, EOG employed approximately
1,570 persons, including foreign national employees.

EOG's business strategy is to maximize the rate of return on investment of capital by controlling operating and
capital costs. This strategy is intended to enhance the generation of cash flow and earnings from each unit of
production on a cost-effective basis. EOG focuses its drilling activity toward natural gas deliverability in addition to
natural gas reserve replacement and to a lesser extent crude oil exploration and exploitation. EOG focuses on the
cost-effective utilization of advances in technology associated with the gathering, processing and interpretation of
three-dimensional (3-D) seismic data, the development of reservoir simulation models, the use of new and/or
improved drill bits, mud motors and mud additives, and formation logging techniques and reservoir fracturing
methods. These advanced technologies are used, as appropriate, throughout EOG to reduce the risks associated with
all aspects of oil and gas exploration, development and exploitation. EOG implements its strategy by emphasizing the
drilling of internally generated prospects in order to find and develop low cost reserves. EOG also makes select
tactical acquisitions that result in additional economies of scale or land positions with significant additional prospects.
Maintaining the lowest possible operating cost structure that is consistent with prudent and safe operations is also an
important goal in the implementation of EOG's strategy.

With respect to information on EOG's working interest in wells or acreage, "net" oil and gas wells or acreage are
determined by multiplying "gross" oil and gas wells or acreage by EOG's working interest in the wells or acreage.



Edgar Filing: EOG RESOURCES INC - Form 10-K

Business Segments

EOG's operations are all natural gas and crude oil exploration and production related.
Exploration and Production
United States and Canada Operations

EOG's operations are focused on most of the productive basins in the United States and Canada.

At December 31, 2006, 88% of EOG's net proved United States and Canada reserves (on a natural gas equivalent
basis) were natural gas and 12% were crude oil, condensate and natural gas liquids. Substantial portions of these
reserves are in long-lived fields with well-established production characteristics. EOG believes that opportunities exist
to increase production through continued development in and around many of these fields and through application of
new processes and technologies. EOG also maintains an active exploration program designed to extend fields and add
new trends to its broad portfolio. The following is a summary of significant developments during 2006 and certain
2007 plans for EOG's United States and Canada operations.

United States.

During 2006, EOG substantially increased drilling activity, acreage position, reserve potential and production in the
Fort Worth Basin Barnett Shale play (Fort Worth Barnett). The net average production from the Fort Worth Barnett
for 2006 was 145 million cubic feet per day (MMcfd) of natural gas and 300 barrels per day (Bbld)

I

of crude oil, condensate and natural gas liquids. EOG drilled 205 net Fort Worth Barnett wells during 2006 and grew
production to over 200 MMcfd, net by year-end 2006. During the year, EOG leased more than 100,000 additional net
acres and increased EOG's total leasehold to greater than 600,000 net acres. EOG will substantially increase drilling
activity in the Forth Worth Barnett during 2007 with plans to drill approximately 380 gross wells and exit the year
with over 300 MMcfd net production. EOG continues to generate new opportunities in the Fort Worth Barnett which
EOG expects will add significant future reserve and production potential.

The Upper Gulf Coast continued to be a growth area for EOG where 2006 net production averaged 117 MMcfd of
natural gas and 3.5 thousand barrels per day (MBbld) of crude oil, condensate and natural gas liquids. EOG drilled 60
net wells with 30 net wells in the Cotton Valley and Travis Peak development programs at the Sligo, Minden,
Carthage and Appleby Fields. North Louisiana development activity included five net wells at Driscoll Mountain in
the expanded Cotton Valley and 10 horizontal producers in Spider Field. EOG continues its growth in Mississippi
where 13 successful net wells were drilled in 2006 in the Hosston play in South Williamsburg. EOG is currently one
of the largest natural gas producers in Mississippi. EOG will continue its growth in East Texas, Louisiana and
Mississippi with tests of several high potential impact new projects in 2007.

In the Permian Basin, EOG drilled 30 net horizontal gas wells in 2006 in the New Mexico Wolfcamp play. EOG has
over 40,000 net acres in the play and plans to drill approximately 33 net wells in 2007. EOG has identified
approximately 100 drilling locations in this play. Significant drilling and completion improvements have resulted in
cost reductions, as well as quick spud-to-sales cycle times for these wells. This activity was complemented by a
number of successful wells in the Permo-Penn Carbonate, Bone Spring Carbonate and Horizontal Bone Spring. EOG
drilled 61 net wells in 2006, and net production averaged 87 MMcfd of natural gas and 7.1 MBbId of crude oil,
condensate and natural gas liquids. Several additional horizontal plays, which could set up multiple drilling locations,

5
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will be tested in 2007 on over 20,000 acres controlled by EOG.

EOG increased drilling activity within its core areas of the Rocky Mountain area, drilling 179 net wells during 2006,
including 84 net wells in the Uinta Basin, Utah, 40 net wells in the LaBarge Platform, Wyoming, 34 net wells in the
Moxa Arch area, Wyoming, and seven net wells in the Williston Basin. The net average daily production for 2006
from the Rocky Mountain area was 165 MMcfd of natural gas and 8.6 MBbld of crude oil, condensate and natural gas
liquids. EOG expects to continue increasing drilling activity in these core areas during 2007, while maintaining an
active exploration and delineation program in other areas in Utah, Wyoming and North Dakota.

In the Mid-Continent area, EOG drilled 117 net wells in its core areas in 2006, most notably the Hugoton-Deep play
in the Oklahoma Panhandle and the Cleveland Horizontal play in the Texas Panhandle. The net average production for
2006 was 74 MMcfd of natural gas and 2.4 MBbld of crude oil and condensate. In the Hugoton-Deep play, EOG
shifted its prospecting into Southwest Kansas and was successful in finding several new Morrow plays. Net
production from this area increased from 25 MMcfd in the beginning of 2006 to over 50 MMcfd by year-end. Nine
years remain on the 900,000 acre, 10-year joint venture with Anadarko Petroleum Company. In the Cleveland
Horizontal play, EOG drilled 28 net wells in 2006, bringing its total to 125 net wells drilled since 2003. EOG plans to
continue exploiting these two core growth areas in 2007, while pursuing other exploration prospects throughout the
Mid-Continent area.

EOG had another successful year in South Texas, drilling 84 net wells in 2006. South Texas onshore net production
averaged 185 MMcfd of natural gas and 6.3 MBbId of crude oil, condensate and natural gas liquids during 2006. The
activity was focused in Webb, Zapata, San Patricio, Duval, and Starr counties, where EOG drilled successful wells in
the Lobo, Roleta, Reklaw, Frio, and Wilcox trends. EOG's application of horizontal drilling and completion
technology in the Wilcox trend has resulted in new opportunities for this mature play. EOG added significant lease
positions and 3-D seismic in 2006 to sustain a long-term drilling program.

During 2006, EOG participated in two discoveries in the Gulf of Mexico. In the High Island area, one well is
producing and another well is expected to be on sales during the first quarter of 2007. A development well is currently
being drilled in High Island Block 130 and is expected to be completed by March 2007. Net production from these
three wells is expected to be 10 MMcfd by mid-2007. Drilling and completion operations for a deepwater project are
underway, and first production is projected for early 2008. At least two additional exploratory projects are planned for
the Gulf of Mexico in 2007.

In 2006, EOG drilled 68 net wells in the Appalachian Basin. Net production averaged 19 MMcfd of natural gas and
60 Bbld of crude oil and condensate. EOG is planning a similar drilling program in 2007. The majority of the wells
will be drilled in the shallow Devonian and 10 net wells are planned for the Marcellus Shale. The Marcellus wells will
be drilled in Pennsylvania to evaluate EOG's acreage in the joint venture with Seneca Resources Corporation.

J
At December 31, 2006, EOG held approximately 3,184,000 net undeveloped acres in the United States.
Canada

. In Canada, EOG conducts operations through its subsidiary, EOG Resources Canada Inc. (EOGRC), from offices in
Calgary, Alberta. During 2006, EOGRC continued its successful shallow gas strategy in Western Canada, drilling a
total of 1,330 net wells. The 2006 shallow natural gas drilling program included 128 net Horseshoe Canyon coalbed
methane wells. EOGRC participated in two exploratory wells in the Northwest Territories in 2006, resulting in a new
pool discovery and a confirmation of an existing discovery made in 2004. EOGRC's net production during 2006
averaged 226 MMcfd of natural gas and 3.3 MBbId of crude oil, condensate and natural gas liquids. Key producing
areas are the Southeast Alberta/Southwest Saskatchewan shallow natural gas trends including the Drumheller,
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Twining and Halkirk areas, the Pembina/Highvale area of Central Alberta, the Grand Prairie/Wapiti area of Northwest
Alberta and the Waskada area in Southwest Manitoba. EOGRC plans to drill approximately 1,000 net wells in these
areas during 2007.

At December 31, 2006, EOGRC held approximately 1,568,000 net undeveloped acres in Canada.
Operations Outside the United States and Canada

EOG has operations offshore Trinidad and in the United Kingdom North Sea, and is evaluating additional
exploration, development and exploitation opportunities in Trinidad, the United Kingdom and other international
areas.

Trinidad

. In November 1992, EOG, through its subsidiary, EOG Resources Trinidad Limited (EOGRT), acquired an
exploration and production license in the South East Coast Consortium (SECC) Block offshore Trinidad. EOG
currently has an 80% working interest in the Block, except the Deep Ibis prospect in which EOG's working interest
decreased as a result of a farm-out agreement with BP Trinidad Tobago LLC (BP). The SECC Deep Ibis well spudded
in April 2006, was drilled to a depth of approximately 19,000 feet and was abandoned and classified as a dry hole in
the third quarter of 2006. BP paid the entire cost for drilling the exploratory well. The Kiskadee, Ibis and Parula fields
have been developed and are being produced. In 2006, EOG continued the development of the Oilbird field and
expects initial production in the second quarter of 2007. Effective September 1, 2006, the Oilbird Field Unitization
Agreement was executed as the Oilbird field straddles the SECC Block and the U(b) Block. The license covering the
SECC Block will expire in December 2029.

In July 1996, EOG, through its subsidiary, EOG Resources Trinidad-U(a) Block Limited, signed a production
sharing contract with the Government of Trinidad and Tobago for the Modified U(a) Block. EOG holds a 100%
working interest in this block. The Osprey field was discovered in 1998 and commenced production in 2002.

Surplus processing and transportation capacity at the Pelican field facilities (owned and operated by a subsidiary of
the other participants in the SECC Block) is being used to process and transport EOG's natural gas production from
the SECC Block and all of its crude oil and condensate production from both the SECC and Modified U(a) Blocks.
Crude oil and condensate from EOG's Trinidad operations are being sold to the Petroleum Company of Trinidad and
Tobago.

In April 2002, EOG, through its subsidiary, EOG Resources Trinidad-LRL Unlimited, signed a production sharing
contract with the Government of Trinidad and Tobago for the Lower Reverse "L" (LRL) Block which is adjacent to
the SECC Block. EOG holds a 100% working interest in the LRL Block. In the fourth quarter of 2003, EOG drilled
the first exploratory well, LRL #1, on this block. The well was determined to be non-commercial. In November 2004,
EOG drilled the LRL #2 well which encountered approximately 130 feet of net pay. EOG is currently evaluating
development options for the LRL #2 discovery. In December 2004, the LRL #3 exploratory well was drilled and
determined to be a dry hole.

In October 2002, EOG, through its subsidiary, EOG Resources Trinidad U(b) Block Unlimited, signed a production
sharing contract with the Government of Trinidad and Tobago for the Modified U(b) Block which is also adjacent to
the SECC Block. EOG holds a 55% working interest in and operates the Modified U(b) Block. Primera Oil & Gas
Ltd., a Trinidadian company, holds the remaining 45% working interest. In September 2004, EOG drilled the first
exploratory well on this block, and the well was determined to be non-commercial. Effective September 1, 2006, the
Oilbird Field Unitization Agreement was executed as the Oilbird field straddles the SECC Block and the U(b) Block.
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In July 2005, EOG, through its subsidiary, EOG Resources Trinidad Block 4(a) Unlimited, signed a production
sharing contract with the Government of Trinidad and Tobago for Block 4(a). EOG, as the operator, holds a 90%
working interest in Block 4(a). Primera Block 4(a) Limited, a Trinidadian company, holds the remaining 10% working
interest. In the first quarter of 2006, two successful wells were drilled on Block 4(a). EOG's subsidiary has obtained
approval to develop the discovery and has executed a term sheet with the National Gas Company of Trinidad and
Tobago (NGC) for the sale of the gas.

Natural gas from EOG's Trinidad operations is being sold to the NGC under the following arrangements:

e Under a take-or-pay contract expiring in December 2018, natural gas is delivered to NGC for resale to Trinidad local markets. During
2006, EOG delivered net average production of 150 MMcfd of natural gas under this agreement. Prices are partially dependent on
Caribbean ammonia index prices and methanol prices.

e Under a take-or-pay contract expiring in 2017, EOG delivers to NGC approximately 60 MMcfd, gross, of natural gas which is resold
to an anhydrous ammonia plant in Point Lisas, Trinidad, that is owned and operated by Caribbean Nitrogen Company Limited
(CNCL). During 2006, 24 MMcfd, net to EOG, of natural gas was delivered under this contract to NGC. The plant commenced
production in June 2002. EOGRT owns a 12% equity interest in CNCL. At December 31, 2006, EOGRT's investment in CNCL was
$19 million. At December 31, 2006, CNCL had a long-term debt balance of $142 million, which is non-recourse to CNCL's
shareholders. As part of the financing for CNCL, the shareholders have entered into a post-completion deficiency loan agreement with
CNCL to fund the costs of operations, payment of principal and interest to the principal creditor and other cash deficiencies of CNCL
up to $30 million, approximately $4 million of which is net to EOGRT's interest. The shareholders' agreement governing CNCL
requires the consent of the holders of 90% or more of the shares to take certain material actions. Accordingly, given its current level of
equity ownership, EOGRT is able to exercise significant influence over the operating and financial policies of CNCL and therefore,
EOG accounts for the investment using the equity method. During 2006, EOG recognized equity income of $8 million and received
cash dividends of $7 million from CNCL.

e Under a fifteen-year take-or-pay contract expiring in 2019, EOG delivers to NGC approximately 60 MMcfd, gross, of natural gas
which is resold to an anhydrous ammonia plant in Point Lisas, Trinidad, that is owned and operated by Nitrogen (2000) Unlimited
(N2000). During 2006, 25 MMcfd, net to EOG, of natural gas was delivered under this contract to NGC. The plant commenced
production in August 2004. EOG's subsidiary, EOG Resources NITRO2000 Ltd. (EOGNitro2000), owns a 10% equity interest in
N2000. At December 31, 2006, EOGNitro2000's investment in N2000 was $17 million. At December 31, 2006, N2000 had a
long-term debt balance of $166 million, which is non-recourse to N2000's shareholders. As part of the loan agreement for the N2000
financing, affiliates of the shareholders have entered into a post-completion deficiency loan agreement with N2000 to fund the costs of
operations, payment of principal and interest to the principal creditor and other cash deficiencies of N2000 up to $30 million,
approximately $3 million of which is to be provided by the immediate parent company of EOGNitro2000. The shareholders'
agreement governing N2000 requires the consent of the holders of 100% of the shares to take certain material actions. Accordingly,
given its current level of equity ownership, EOGNitro2000 is able to exercise significant influence over the operating and financial
policies of N2000 and therefore, EOG accounts for the investment using the equity method. During 2006, EOG recognized equity
income of $10 million and received cash dividends of $9 million from N2000.

e Under a fifteen-year natural gas contract signed in January 2004, EOG is currently supplying approximately 100 MMcfd, gross, of
natural gas to NGC, which is then being resold by NGC to a methanol plant located in Point Lisas, Trinidad. EOG has no investment
in the methanol plant which became operational in September 2005. Under this natural gas contract, EOG expects to ultimately supply
approximately 100 MMcfd, gross, (73 MMcfd, net to EOG, based on current pricing and operating assumptions) for the first four years
of the contract term, beginning in 2005, and approximately 130 MMcfd, gross, (90 MMcfd, net to EOG, based on current pricing and
operating assumptions) for the remaining term of the eleven-year contract. During 2006, 49 MMcfd, net to EOG, of natural gas was
delivered under this contract to NGC.

e In February 2005, EOGRT executed a twenty-year take-or-pay contract with NGC LNG (Train 4) Limited, a subsidiary of NGC, for
the supply of 30 MMcfd, gross, (13 MMcfd, net to EOG, based on current pricing and operating assumptions) of natural gas for use in
the Atlantic LNG Train 4 (ALNG) plant in Point Fortin, Trinidad. EOG has no investment in the ALNG plant. The plant commenced
its start-up phase and began taking gas during December 2005. The plant remained in the start-up phase through December 2006.
During 2006, 17 MMcfd, net to EOG, of natural gas was delivered under this contract to NGC. The ALNG plant has not yet reached
commercial status.
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In 2006, EOG's average net production from Trinidad was 264 MMcfd of natural gas and 4.8 MBbld of crude oil and
condensate.

At December 31, 2006, EOG held approximately 209,000 net undeveloped acres in Trinidad.
United Kingdom.

In 2002, EOG's subsidiary, EOG Resources United Kingdom Limited (EOGUK), acquired a 25% non-operating
working interest in a portion of Block 49/16, located in the Southern Gas Basin of the North Sea. In August 2004,
production commenced in the Valkyrie field in the Southern Gas Basin.

In 2003, EOGUK acquired a 30% non-operating working interest in a portion of Blocks 53/1 and 53/2. These blocks
are also located in the Southern Gas Basin of the North Sea. Since November 2003, three successful exploratory wells
have been drilled in the Arthur field, with production commencing in January 2005.

During the fourth quarter of 2006, EOG participated in the drilling and successful testing of the Columbus prospect
in the Central North Sea Block 23/16f. The Columbus well was a farm-in opportunity and its future appraisal and
development is currently being evaluated.

In 2006, EOG delivered net average production of 30 MMcfd of natural gas in the United Kingdom.
At December 31, 2006, EOG held approximately 352,000 net undeveloped acres in the United Kingdom.

Other International. EOG continues to evaluate other select natural gas and crude oil opportunities outside the
United States and Canada primarily by pursuing exploitation opportunities in countries where indigenous natural gas
and crude oil reserves have been identified.

Marketing
Wellhead Marketing.

EOG's United States and Canada wellhead natural gas production is currently being sold on the spot market and under
long-term natural gas contracts at market-responsive prices. In many instances, the long-term contract prices closely
approximate the prices received for natural gas being sold on the spot market. In 2006, a large majority of the
wellhead natural gas volumes from Trinidad were sold under contracts with prices which were either wholly or
partially dependent on Caribbean ammonia index prices and/or methanol prices. The remaining volumes were sold
under a contract at prices partially dependent on the United States Henry Hub market prices. The pricing mechanisms
for these contracts in Trinidad will remain the same in 2007. In 2006, a large majority of the wellhead natural gas
volumes from the United Kingdom were sold on the spot market. The remaining volumes were sold by means of
forward contracts. The marketing strategy for the wellhead natural gas volumes in the United Kingdom is expected to
remain the same in 2007.

Substantially all of EOG's wellhead crude oil and condensate is sold under various terms and arrangements at
market-responsive prices.

During 2006, sales to a major integrated oil and gas company with investment grade credit ratings accounted for
11% of EOG's oil and gas revenues. No other individual purchaser accounted for 10% or more of EOG's oil and gas
revenues for the same period. EOG does not believe that the loss of any single purchaser will have a material adverse
effect on its financial condition or results of operations.
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Wellhead Volumes and Prices

The following table sets forth certain information regarding EOG's wellhead volumes of and average prices for
natural gas per thousand cubic feet (Mcf), crude oil and condensate per barrel (Bbl) and natural gas liquids per Bbl.
The table also presents natural gas equivalent volumes on a thousand cubic feet equivalent basis (Mcfe - natural gas
equivalents are determined using the ratio of 6.0 Mcf of natural gas to 1.0 Bbl of crude oil, condensate or natural gas
liquids) delivered during each of the three years in the period ended December 31, 2006.

2006 2005 2004

Natural Gas
Volumes

(MMcfd) D
United 817 718 631
States
Canada 226 228 212
Trinidad 264 231 186
United 30 39 7
Kingdom
Total 1,337 1,216 1,036
Crude Oil
a n d
Condensate
Volumes
(MBbld) (D
United 207 215 21.1
States
Canada 2.5 2.4 2.7
Trinidad 4.8 4.5 3.6
United 0.1 0.2 -
Kingdom
Total 28.1 28.6 27.4
Natural Gas
Liquids
Volumes
(MBbld) (D
United 8.5 6.6 4.8
States
Canada 0.8 0.9 0.8
Total 9.3 7.5 5.6
Natural Gas
Equivalent
Volumes
(MMcfed)
)
United 992 886 786
States
Canada 246 248 233
Trinidad 292 259 207
United 31 40 7
Kingdom

10
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Total 1,561 1,433 1,233
Average
Natural Gas
Prices

($/Mcfh) ®

United$ 656% 7.86 $ 5.72
States

Canada 641 7.14 5.22

Trinidad 244 2204) 1.51
United 7.69 6.99 5.14
Kingdom

Composite 5.74 6.62 4.86
Average

Crude Oil

a n d

Condensate

Prices

($/Bbl) ®

Unite d$62.68%$54.57 $40.73
States

Canada 5732 5049  37.68
Trinidad 63.87 57.36  39.12
United 57.74 49.62 -
Kingdom
Composite 62.38 54.63  40.22
Average
Natural Gas
Liquids
Prices
($/Bbl) ®
Unite d$39.95$35.59 $27.79
States
Canada 43.69 35.59 23.23
Composite 40.25 35.59  27.13

(1) Million cubic feet per day or thousand barrels per day, as applicable.

(2) Million cubic feet equivalent per day, includes natural gas, crude oil, condensate and natural gas liquids.

(3) Dollars per thousand cubic feet or per barrel, as applicable.

(4) Includes $0.23 per Mcf as a result of a revenue adjustment related to an amended Trinidad take-or-pay contract.

6
Competition

EOG competes for reserve acquisitions and exploration/exploitation leases, licenses and concessions, frequently
against companies with substantially larger financial and other resources. To the extent EOG's exploration budget is
lower than that of certain of its competitors, EOG may be disadvantaged in effectively competing for certain reserves,
leases, licenses and concessions. Competitive factors include price, contract terms and quality of service, including
pipeline connection times and distribution efficiencies. In addition, EOG faces competition from other worldwide
energy supplies, such as liquefied natural gas imported into the United States from other countries. Please refer to
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ITEM 1A. Risk Factors beginning on page 13.

Regulation

United States Regulation of Natural Gas and Crude Oil Production.

Natural gas and crude oil production operations are subject to various types of regulation, including regulation in the United States by state and
federal agencies.

United States legislation affecting the oil and gas industry is under constant review for amendment or expansion.
Also, numerous departments and agencies, both federal and state, are authorized by statute to issue and have issued
rules and regulations which, among other things, require permits for the drilling of wells, regulate the spacing of
wells, prevent the waste of natural gas and liquid hydrocarbon resources through proration and restrictions on flaring,
require drilling bonds and regulate environmental and safety matters.

A substantial portion of EOG's oil and gas leases in Utah, Wyoming and the Gulf of Mexico, as well as some in
other areas, are granted by the federal government and administered by the Bureau of Land Management (BLM) and
the Minerals Management Service (MMS), both federal agencies. Operations conducted by EOG on federal oil and
gas leases must comply with numerous statutory and regulatory restrictions. Certain operations must be conducted
pursuant to appropriate permits issued by the BLM and the MMS.

BLM and MMS leases contain relatively standardized terms requiring compliance with detailed regulations and, in
the case of offshore leases, orders pursuant to the Outer Continental Shelf Lands Act (which are subject to change by
the MMS). Such offshore operations are subject to numerous regulatory requirements, including the need for prior
MMS approval for exploration, development, and production plans, stringent engineering and construction
specifications applicable to offshore production facilities, regulations restricting the flaring or venting of production,
and regulations governing the plugging and abandonment of offshore wells and the removal of all production
facilities. Under certain circumstances, the MMS may require operations on federal leases to be suspended or
terminated. Any such suspension or termination could adversely affect EOG's interests.

Sales of crude oil, condensate and natural gas liquids by EOG are made at unregulated market prices.

The transportation and sale for resale of natural gas in interstate commerce are regulated pursuant to the Natural Gas
Act of 1938 (NGA) and the Natural Gas Policy Act of 1978 (NGPA). These statutes are administered by the Federal
Energy Regulatory Commission (FERC). Effective January 1, 1993, the Natural Gas Wellhead Decontrol Act of 1989
deregulated natural gas prices for all "first sales" of natural gas, which includes all sales by EOG of its own
production. All other sales of natural gas by EOG, such as those of natural gas purchased from third parties, remain
jurisdictional sales subject to a blanket sales certificate under the NGA, which has flexible terms and conditions.
Consequently, all of EOG's sales of natural gas currently may be made at market prices, subject to applicable contract
provisions. EOG's jurisdictional sales, however, are subject to the future possibility of greater federal oversight,
including the possibility that the FERC might prospectively impose more restrictive conditions on such sales.

EOG owns, directly or indirectly, certain natural gas pipelines that it believes meet the traditional tests the FERC has
used to establish a pipeline's status as a gatherer not subject to FERC jurisdiction under the NGA. State regulation of
gathering facilities generally includes various safety, environmental, and in some circumstances, nondiscriminatory
take requirements, but does not generally entail rate regulation. EOG's gathering operations could be adversely
affected should they be subject in the future to the application of state or federal regulation of rates and services.

EOG's natural gas gathering operations also may be or become subject to safety and operational regulations relating

to the design, installation, testing, construction, operation, replacement, and management of facilities. Additional rules
and legislation pertaining to these matters are considered and/or adopted from time to time. Although EOG cannot
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predict what effect, if any, such legislation might have on its operations, the industry could be required to incur
additional capital expenditures and increased costs depending on future legislative and regulatory changes.

7

Proposals and proceedings that might affect the natural gas industry are considered from time to time by Congress,
the state legislatures, the FERC, the state regulatory commissions and the federal and state courts. EOG cannot predict
when or whether any such proposals or proceedings may become effective. It should also be noted that the natural gas
industry historically has been very heavily regulated; therefore, there is no assurance that the less regulated approach
currently being followed by the FERC will continue indefinitely.

Environmental Regulation - United States.

Various federal, state and local laws and regulations covering the discharge of materials into the environment, or otherwise relating to the
protection of the environment, affect EOG's operations and costs as a result of their effect on natural gas and crude oil exploration, development
and production operations and could cause EOG to incur remediation or other corrective action costs in connection with a release of regulated
substances, including crude oil, into the environment. In addition, EOG has acquired certain oil and gas properties from third parties whose
actions with respect to the management and disposal or release of hydrocarbons or other wastes were not under EOG's control. Under
environmental laws and regulations, EOG could be required to remove or remediate wastes disposed of or released by prior owners or operators.
In addition, EOG could be responsible under environmental laws and regulations for oil and gas properties in which EOG owns an interest but is
not the operator. Compliance with such laws and regulations increases EOG's overall cost of business, but has not had a material adverse effect
on EOG's operations or financial condition. It is not anticipated, based on current laws and regulations, that EOG will be required in the near
future to expend amounts that are material in relation to its total exploration and development expenditure program in order to comply with
environmental laws and regulations but, inasmuch as such laws and regulations are frequently changed, EOG is unable to predict the ultimate
cost of compliance. EOG also could incur costs related to the clean up of sites to which it sent regulated substances for disposal or to which it
sent equipment for cleaning, and for damages to natural resources or other claims related to releases of regulated substances at such sites.

EOG is aware of the increasing focus of local, national and international regulatory bodies on gaseous emissions and
climate change. EOG believes that its strategy, to reduce emissions throughout our operations, is in the best interest of
the environment and a generally good business practice. EOG will continue to review the risks to the company,
associated with all environmental matters, including global warming/climate change.

Canadian Regulation of Natural Gas and Crude Oil Production

. The crude oil and natural gas industry in Canada is subject to extensive controls and regulations imposed by various levels of government.
These regulatory authorities may impose regulations on or otherwise intervene in the oil and natural gas industry with respect to prices, taxes,
transportation rates, the exportation of the commodity and, possibly, expropriation or cancellation of contract rights. Such regulations may be
changed from time to time in response to complaints or economic or political conditions. The implementation of new regulations or the
modification of existing regulations affecting the oil and natural gas industry could reduce demand for these commodities, increase EOG's costs
and may have a material adverse impact on its operations.

It is not expected that any of these controls or regulations will affect EOG operations in a manner materially
different than they would affect other oil and gas companies of similar size. EOG is unable to predict what additional
legislation or amendments may be enacted.

In addition, each province has regulations that govern land tenure, royalties, production rates and other matters. The
royalty regime is a significant factor in the profitability of crude oil and natural gas production. Royalties payable on
production from private lands are determined by negotiations between the mineral owner and the lessee, although
production from such lands is also subject to certain provincial taxes and royalties. Crown royalties are determined by
government regulation and are generally calculated as a percentage of the value of the gross production, and the rate
of royalties payable generally depends in part on prescribed reference prices, well productivity, geographical location,
field discovery date and the type or quality of the petroleum product produced.

Environmental Regulation - Canada.
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All phases of the crude oil and natural gas industry in Canada are subject to environmental regulation pursuant to a variety of Canadian federal,
provincial, and municipal laws and regulations. Such laws and regulations impose, among other things, restrictions, liabilities and obligations in
connection with the generation, handling, use, storage, transportation, treatment and disposal of hazardous substances and wastes and in
connection with spills, releases and emissions of various substances to the environment. These laws and regulations also require that facility sites
and other properties associated with EOG's operations be operated, maintained, abandoned and reclaimed to the satisfaction of applicable
regulatory authorities. In addition, new projects or changes to existing projects may require the submission and approval of environmental
assessments or permit applications. These laws and regulations are subject to frequent change and the clear trend is to place increasingly
stringent limitations on activities that may affect the environment. While compliance with such

8

legislation can require significant expenditures, failure to comply with these environmental laws and regulations
could result in the assessment of administrative, civil or criminal penalties, suspension or revocation of licenses and,
in some instances, the issuance of injunctions to limit or cease operations.

Spills and releases from EOG's properties may have resulted or result in soil and groundwater contamination in
certain locations. Such contamination is not unusual within the crude oil and natural gas industry. Any contamination
found on, under or originating from the properties may be subject to remediation requirements under Canadian laws.
EOG could be required to remove or remediate wastes disposed of or released by prior owners or operators. In
addition, EOG could be held responsible for oil and gas properties in which EOG owns an interest but is not the
operator.

In December 2002, the Canadian federal government ratified the Kyoto Protocol to the United Nations Framework
Convention on Climate Change, which requires Canada to reduce its greenhouse gas emissions to 6% below 1990
levels over the 2008-2012 periods. The Climate Change Plan for Canada, which was released in November 2002,
outlined, in very general terms, the approach the Canadian government intended to take to implement its emissions
reduction commitment. The Canadian government issued a further climate change plan, Moving Forward on Climate
Change: A Plan for Honouring our Kyoto Commitment, in April of 2005. With the change in government at the
federal level since the issuance of the 2005 plan, it is unclear how Canada intends to meet its Kyoto Protocol
obligations. The final rules, once known, could affect operations and profitability.

Other International Regulation.

EOG's exploration and production operations outside the United States and Canada are subject to various types of regulations imposed by the
respective governments of the countries in which EOG's operations are conducted, and may affect EOG's operations and costs within that
country. EOG currently has operations in Trinidad and the United Kingdom.

Other Matters

Energy Prices.

Since EOG is primarily a natural gas producer, it is more significantly impacted by changes in prices of natural gas than changes in prices of
crude oil, condensate or natural gas liquids. Average United States and Canada wellhead natural gas prices have fluctuated, at times rather
dramatically, during the last three years. These fluctuations resulted in a 12% increase in the average wellhead natural gas price for production in
the United States and Canada received by EOG from 2003 to 2004, an increase of 37% from 2004 to 2005, and a decrease of 15% from 2005 to
2006. In 2006, a large majority of the wellhead natural gas volumes from Trinidad were sold under contracts with prices which were either
wholly or partially dependent on Caribbean ammonia index prices and/or methanol prices. The remaining volumes were sold under a contract at
prices partially dependent on the United States Henry Hub market prices. The pricing mechanisms for these contracts in Trinidad will remain the
same in 2007. In 2006, a large majority of the wellhead natural gas volumes from the United Kingdom were sold on the spot market. The
remaining volumes were sold by means of forward contracts. The marketing strategy for the wellhead natural gas volumes in the United
Kingdom is expected to remain the same in 2007. Crude oil and condensate prices also have fluctuated during the last three years. Due to the
many uncertainties associated with the world political environment, the availabilities of other world wide energy supplies and the relative
competitive relationships of the various energy sources in the view of consumers, EOG is unable to predict what changes may occur in natural
gas, crude oil and condensate, ammonia and methanol prices in the future.
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Assuming a totally unhedged position for 2007, based on EOG's tax position and the portion of EOG's anticipated
natural gas volumes for 2007 for which prices have not been determined under long-term marketing contracts, EOG's
price sensitivity for each $0.10 per Mcf change in wellhead natural gas price is approximately $27 million for net
income and operating cash flow. EOG's price sensitivity in 2007 for each $1.00 per barrel change in wellhead crude
oil price is approximately $6 million for net income and operating cash flow. Summarized below and in Note 11 to
Consolidated Financial Statements is information regarding EOG's current 2007 natural gas and crude oil hedge
position.

Risk Management.

EOG engages in price risk management activities from time to time. These activities are intended to manage EOG's exposure to fluctuations in
commodity prices for natural gas and crude oil. EOG utilizes financial commodity derivative instruments, primarily collar and price swap
contracts, as the means tomanage this price risk. EOG accounts for financial commodity derivative contracts using the mark-to-market
accounting method. In addition to financial transactions, EOG is a party to various physical commodity contracts for the sale of hydrocarbons
that cover varying periods of time and have varying pricing provisions. Under Statement of Financial Accounting Standards (SFAS) No. 133,
"Accounting for Derivative Instruments and Hedging Activities," as amended by SFAS Nos. 137, 138 and 149, these physical commodity
contracts qualify for the normal purchases and normal sales exception and therefore, are not subject to hedge accounting or mark-to-market
accounting. The
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financial impact of physical commodity contracts is included in revenues at the time of settlement, which in turn
affects average realized hydrocarbon prices. For a summary of EOG's financial commodity derivative contracts, see
ITEM 7. Management's Discussion and Analysis of Financial Condition and Results of Operations - Derivative
Transactions.

All of EOG's natural gas and crude oil activities are subject to the risks normally incident to the exploration for and
development and production of natural gas and crude oil, including blowouts, cratering and fires, each of which could
result in damage to life and/or property. Offshore operations are subject to usual marine perils, including hurricanes
and other adverse weather conditions. EOG's activities are also subject to governmental regulations as well as
interruption or termination by governmental authorities based on environmental and other considerations. In
accordance with customary industry practices, insurance is maintained by EOG against some, but not all, of the risks.
Losses and liabilities arising from such events could reduce revenues and increase costs to EOG to the extent not
covered by insurance.

EOG's operations outside of the United States are subject to certain risks, including expropriation of assets, risks of
increases in taxes and government royalties, renegotiation of contracts with foreign governments, political instability,
payment delays, limits on allowable levels of production and currency exchange and repatriation losses, as well as
changes in laws, regulations and policies governing operations of foreign companies. Please refer to Item 1A. Risk
Factors beginning on page 13 for further discussion of the risks to which EOG is subject.

Texas Severance Tax Rate Reduction.

Natural gas production from qualifying Texas wells spudded or completed after August 31, 1996, is entitled to a reduced severance tax rate for
the first 120 consecutive months of production. However, the cumulative value of the tax reduction cannot exceed 50 percent of the drilling and
completion costs incurred on a well-by-well basis. For the impact on EOG, see ITEM 7. Management's Discussion and Analysis of Financial
Condition and Results of Operations - Taxes Other Than Income Taxes.

Common Stock Rights Agreement. On February 14, 2000, EOG's Board of Directors (Board) declared a dividend of
one preferred share purchase right (a Right, and the agreement governing the terms of such Rights, the Rights
Agreement) for each outstanding share of common stock, par value $0.01 per share. The Board has adopted this
Rights Agreement to protect shareholders from coercive or otherwise unfair takeover tactics. The dividend was
distributed to the shareholders of record on February 24, 2000. In accordance with the Rights Agreement, each share

15



Edgar Filing: EOG RESOURCES INC - Form 10-K

of common stock issued in connection with the two-for-one stock split effective March 1, 2005, also had one Right
associated with it. Each Right, expiring February 24, 2010, represents a right to buy from EOG one hundredth (1/100)
of a share of Series E Junior Participating Preferred Stock (Series E) for $90, once the Rights become exercisable.
This portion of a Series E share will give the shareholder approximately the same dividend, voting, and liquidation
rights as would one share of common stock. Prior to exercise, the Right does not give its holder any dividend, voting,
or liquidation rights. If issued, each one hundredth (1/100) of a Series E share (i) will not be redeemable; (ii) will
entitle holders to quarterly dividend payments of $0.01 per share, or an amount equal to the dividend paid on one
share of common stock, whichever is greater; (iii) will entitle holders upon liquidation either to receive $1 per share or
an amount equal to the payment made on one share of common stock, whichever is greater; (iv) will have the same
voting power as one share of common stock; and (v) if shares of EOG's common stock are exchanged via merger,
consolidation, or a similar transaction, will entitle holders to a per share payment equal to the payment made on one
share of common stock.

The Rights will not be exercisable until ten days after a public announcement that a person or group has become an
acquiring person (Acquiring Person) by obtaining beneficial ownership of 10% or more of EOG's common stock, or if
earlier, ten business days (or a later date determined by EOG's Board before any person or group becomes an
Acquiring Person) after a person or group begins a tender or exchange offer which, if consummated, would result in
that person or group becoming an Acquiring Person. On February 24, 2005, the Rights Agreement was amended to
create an exception to the definition of Acquiring Person to permit a qualified institutional investor to hold 10% or
more, but less than 20%, of EOG's common stock without being deemed an Acquiring Person if the institutional
investor meets the following requirements: (i) the institutional investor is described in Rule 13d-1(b)(1) promulgated
under the Securities Exchange Act of 1934 and is eligible to report (and, if such institutional investor is the beneficial
owner of greater than 5% of EOG's common stock, does in fact report) beneficial ownership of common stock on
Schedule 13G; (ii) the institutional investor is not required to file a Schedule 13D (or any successor or comparable
report) with respect to its beneficial ownership of EOG's common stock; (iii) the institutional investor does not
beneficially own 15% or more of EOG's common stock (including in such calculation the holdings of all of the
institutional investor's affiliates and associates other than those which, under published interpretations of the United
States Securities and Exchange Commission or its staff, are eligible to file separate reports on Schedule 13G with
respect to their beneficial ownership of EOG's common stock); and (iv) the institutional investor does not beneficially
own 20% or more of EOG's common stock (including in such calculation the holdings of all of the
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institutional investor's affiliates and associates). On June 15, 2005, the Rights Agreement was amended again to
revise the exception to the definition of Acquiring Person to permit a qualified institutional investor to hold 10% or
more but less than 30% of EOG's common stock without being deemed an Acquiring Person if the institutional
investor meets the other requirements of the definition of qualified institutional investor described in the amendment.

If a person or group becomes an Acquiring Person, all holders of Rights, except the Acquiring Person may, for $90,
purchase shares of EOG's common stock with a market value of $180 based on the market price of the common stock
prior to such acquisition. If EOG is later acquired in a merger or similar transaction after the Rights become
exercisable, all holders of Rights except the Acquiring Person may, for $90, purchase shares of the acquiring
corporation with a market value of $180 based on the market price of the acquiring corporation's stock prior to such
merger.

EOG's Board may redeem the Rights for $0.005 per Right at any time before any person or group becomes an
Acquiring Person. If the Board redeems any Rights, it must redeem all of the Rights. Once the Rights are redeemed,
the only right of the holders of Rights will be to receive the redemption price of $0.005 per Right. The redemption
price has been adjusted for the two-for-one stock split effective March 1, 2005 and will be adjusted for any future
stock split or stock dividends of EOG's common stock. After a person or group becomes an Acquiring Person, but
before an Acquiring Person owns 50% or more of EOG's outstanding common stock, the Board may exchange the
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Rights for common stock or equivalent security at an exchange ratio of one share of common stock or an equivalent
security for each such Right, other than Rights held by the Acquiring Person.

Preferred Stock.

EOG currently has two authorized series of preferred stock. On February 14, 2000, EOG's Board, in connection with the Rights Agreement
described above, authorized 1,500,000 shares of the Series E with the rights and preferences described above. On February 24, 2005, EOG's
Board increased the authorized shares of Series E to 3,000,000 as a result of the two-for-one stock split of EOG's common stock effective March
1, 2005. Currently, there are no shares of the Series E outstanding.

On July 19, 2000, EOG's Board authorized 100,000 shares of Fixed Rate Cumulative Perpetual Senior Preferred
Stock, Series B, with a $1,000 Liquidation Preference per share (Series B). Dividends are payable on the shares only if
declared by EOG's Board and will be cumulative. If declared, dividends will be payable at a rate of $71.95 per share,
per year on March 15, June 15, September 15 and December 15 of each year beginning September 15, 2000. EOG
may redeem all or part of the Series B at any time beginning on December 15, 2009 at $1,000 per share, plus accrued
and unpaid dividends. The Series B is not convertible into, or exchangeable for, common stock of EOG. On October
11, 2006, EOG commenced a cash tender offer to purchase any and all of the 100,000 outstanding shares of the Series
B at a price of $1,074.01 per share plus accrued and unpaid dividends up to the date of purchase. The tender offer
expired on November 8, 2006, and on November 10, 2006, EOG redeemed 46,740 shares of the Series B for an
aggregate purchase price, including redemption premium, fees and dividends, of $51 million. EOG has included as a
component of preferred dividends the $4 million of premium and fees associated with the redemption of the Series B
shares. A total of 53,260 shares of the Series B remain outstanding at December 31, 2006.
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Current Executive Officers of the Registrant

The current executive officers of EOG and their names and ages are as follows:

Name Age Position
Mark G. Papa 60 Chairman of the Board and Chief Executive Officer;
Director

Loren M. Leiker 53 Senior Executive Vice President, Exploration
Edmund P. Segner, 111 53 Senior Executive Vice President and Chief of Staff;
Director

Gary L. Thomas 57 Senior Executive Vice President, Operations
Robert K. Garrison 54 Executive Vice President, Exploration

Barry Hunsaker, Jr. 57 Senior Vice President and General Counsel
Timothy K. Driggers 45 Vice President and Chief Accounting Officer

Mark G. Papa was elected Chairman of the Board and Chief Executive Officer of EOG in August 1999, President
and Chief Executive Officer and Director in September 1998, President and Chief Operating Officer in September
1997, President in December 1996 and was President-North America Operations from February 1994 to September
1998. Mr. Papa joined Belco Petroleum Corporation, a predecessor of EOG, in 1981. Mr. Papa is EOG's principal
executive officer.
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Loren M. Leiker was elected Senior Executive Vice President, Exploration on February 26, 2007. He was elected
Executive Vice President, Exploration in May 1998 and was subsequently named Executive Vice President,
Exploration and Development. He was previously Senior Vice President, Exploration. Mr. Leiker joined EOG in April
1989 as International Exploration Manager.

Edmund P. Segner, III was elected Senior Executive Vice President and Chief of Staff on February 26, 2007. He
was elected President and Chief of Staff and Director of EOG in August 1999. He was elected Vice Chairman and
Chief of Staff of EOG in September 1997. He was a director of EOG from January 1997 to October 1997. Mr. Segner
is EOG's principal financial officer.

Gary L. Thomas was elected Senior Executive Vice President, Operations on February 26, 2007. He was elected
Executive Vice President, North America Operations in May 1998 and was subsequently named Executive Vice
President, Operations. He was previously Senior Vice President and General Manager in Midland. Mr. Thomas joined
a predecessor of EOG in July 1978.

Robert K. Garrison was elected Executive Vice President, Exploration on February 26, 2007. He previously was
elected Senior Vice President and General Manager in Corpus Christi in August 2004. Prior to that he was Vice
President and General Manager in Corpus Christi.

Barry Hunsaker, Jr. has been Senior Vice President and General Counsel since he joined EOG in May 1996.

Timothy K. Driggers was elected Vice President and Controller of EOG in October 1999 and was subsequently
named Vice President and Chief Accounting Officer in August 2003. He was previously Vice President, Accounting
and Land Administration. Mr. Driggers is EOG's principal accounting officer.

There are no family relationships among the officers listed, and there are no arrangements or understandings
pursuant to which any of them were elected as officers. Officers are appointed or elected annually by the Board of
Directors at its meeting immediately prior to the Annual Meeting of Shareholders, each to hold office until the
corresponding meeting of the Board in the next year or until a successor shall have been duly elected or appointed and
shall have qualified.

2
ITEM 1A. Risk Factors

Our business faces many risks. The risks described below may not be the only risks we face. Additional risks that we
do not yet know of, or that we currently think are immaterial, may also impair our business operations or financial
results. If any of the events or circumstances described below actually occurs, our business, financial condition or
results of operations could suffer and the trading price of our common stock could decline. The following risk factors
should be read in conjunction with the other information contained in this report, including the consolidated financial
statements and the related notes.

A substantial or extended decline in natural gas or crude oil prices would have a material adverse effect on us.

Prices for natural gas and crude oil fluctuate widely. Since we are primarily a natural gas company, we are more
significantly affected by changes in natural gas prices than changes in the prices for crude oil, condensate or natural
gas liquids. Among the factors that can cause these price fluctuations are:

e the level of consumer demand;

e weather conditions;

® domestic drilling activity;

e the price and availability of alternative fuels, including liquefied natural gas;
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e the proximity to, and capacity of, transportation facilities;

e worldwide economic and political conditions;

o the effect of worldwide energy conservation measures; and

o the nature and extent of governmental regulation and taxation.

Our cash flow and earnings depend to a great extent on the prevailing prices for natural gas and crude oil. Prolonged
or substantial declines in these commodity prices may adversely affect our liquidity, the amount of cash flow we have
available for capital expenditures and our ability to maintain our credit quality and access to the credit and capital
markets.

Our ability to sell our crude oil and natural gas production could be materially harmed if we fail to obtain adequate
services such as transportation and processing.

The sale of our crude oil and natural gas production depends on a number of factors beyond our control, including
the availability, proximity and capacity of pipelines, natural gas gathering systems and processing facilities. Any
significant change in market factors affecting these infrastructure facilities or our failure to obtain these services on
acceptable terms could materially harm our business. We deliver crude oil and natural gas through gathering systems
and pipelines that we do not own. These facilities may be temporarily unavailable due to market conditions or
mechanical reasons, or may not be available to us in the future.

Weather and climate may have a significant impact on our revenues and productivity.

Demand for natural gas and oil is, to a significant degree, dependent on weather and climate, which impacts the price
we receive for the commodities we produce. In addition, our exploration and development activities and equipment
can be adversely affected by severe weather, such as hurricanes in the Gulf of Mexico, which may cause a loss of
production from temporary cessation of activity or lost or damaged equipment.

Reserve estimates depend on many assumptions that may turn out to be inaccurate. Any material inaccuracies in our
underlying assumptions could cause the quantities of our reserves to be misstated.

Estimating quantities of proved crude oil and natural gas reserves is a complex process. It requires interpretations of
available technical data and various assumptions, including assumptions relating to economic factors. Any significant
inaccuracies in these interpretations or assumptions or changes of conditions could cause the quantities of our reserves
to be overstated or understated.

To prepare estimates of economically recoverable crude oil and natural gas reserves and future net cash flows, we
analyze many variable factors, such as historical production from the area compared with production rates from other
producing areas. We also analyze available geological, geophysical, production and engineering data, and the extent,
quality and reliability of this data can vary. The process also involves economic assumptions relating to commodity
prices, production costs, severance and excise taxes, capital expenditures and workover and remedial costs. Actual
results most likely will vary from our estimates. Any significant variance could reduce our estimated quantities and
present value of reserves.

I3

If we fail to acquire or find sufficient additional reserves, our reserves and production will decline from their current
levels.

The rate of production from crude oil and natural gas properties generally declines as reserves are depleted. Except

to the extent that we conduct successful exploration and development activities, acquire additional properties
containing proved reserves, or, through engineering studies, identify additional behind-pipe zones or secondary
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recovery reserves, our proved reserves will decline as reserves are produced. Future crude oil and natural gas
production is, therefore, highly dependent upon our level of success in acquiring or finding additional reserves.

Drilling crude oil and natural gas wells is a high-risk activity and subjects us to a variety of factors that we cannot
control.

Drilling crude oil and natural gas wells, including development wells, involves numerous risks, including the risk
that we may not encounter commercially productive crude oil and natural gas reservoirs. We may not recover all or
any portion of our investment in new wells. The presence of unanticipated pressures or irregularities in formations,
miscalculations or accidents may cause our drilling activities to be unsuccessful and result in a total loss of our
investment. In addition, we often are uncertain as to the future cost or timing of drilling, completing and operating
wells. Further, our drilling operations may be curtailed, delayed or canceled as a result of a variety of factors,
including:

¢ unexpected drilling conditions;

o title problems;

® pressure or irregularities in formations;

e equipment failures or accidents;

¢ adverse weather conditions;

e compliance with environmental and other governmental requirements, which may increase our costs or restrict our activities;
e costs of, or shortages or delays in the availability of, drilling rigs, tubular materials and equipment;

e Jack of infrastructure; and

® Jack of trained drilling personnel.

We incur certain costs to comply with government regulations, especially regulations relating to environmental
protection, and could incur even greater costs in the future.

Our exploration, production and marketing operations are regulated extensively at the federal, state and local levels,
as well as by other governments/authorities in countries in which we do business. We have and will continue to incur
costs in our efforts to comply with the requirements of environmental and other regulations. Further, the crude oil and
natural gas industry regulatory environment could change in ways that might substantially increase these costs.

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.

We do not insure against all potential losses and could be seriously harmed by unexpected liabilities.

The exploration for and production of crude 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. Offshore operations are
subject to usual marine perils, including hurricanes and other adverse weather conditions, and governmental
regulations as well as interruption or termination by governmental authorities based on environmental and other
considerations. We maintain insurance against many, but not all, potential losses or liabilities arising from our
operations in accordance with what we believe are customary industry practices and in amounts that we believe to be
prudent. Losses and liabilities arising from such events could reduce our revenues and increase our costs to the extent
not covered by insurance.
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The occurrence of any of these events and any costs incurred as a result of such events and the liabilities related
thereto, would reduce the funds available for exploration, drilling and production and could have a material adverse
effect on our financial position or results of operations.

Our hedging activities may prevent us from benefiting from price increases and may expose us to other risks.

From time to time, we use derivative instruments (primarily collars and price swaps) to hedge the impact of market
fluctuations of natural gas and crude oil prices on net income and cash flow. To the extent that we engage in hedging
activities, we may be prevented from realizing the benefits of price increases above the levels of the hedges. In
addition, we are subject to risks associated with differences in prices at different locations, particularly where

transportation constraints restrict our ability to deliver oil and gas volumes to the delivery point to which the hedging
transaction is indexed.

If we acquire oil and gas properties, our failure to fully identify potential problems, to properly estimate reserves or
production rates or costs, or to effectively integrate the acquired operations could seriously harm us.

From time to time, we seek to acquire oil and gas properties. Although we perform reviews of acquired properties
that we believe are consistent with industry practices, reviews of records and properties may not necessarily reveal
existing or potential problems, nor do they permit a buyer to become sufficiently familiar with the properties to assess
fully their deficiencies and potential. Even when problems with a property are identified, we often assume
environmental and other risks and liabilities in connection with acquired properties.

There are numerous uncertainties inherent in estimating quantities of proved oil and gas reserves and actual future
production rates and associated costs with respect to acquired properties. Actual results may vary substantially from
those assumed in the estimates.

In addition, acquisitions may have adverse effects on our operating results, particularly during the periods in which
the operations of acquired properties are being integrated into our ongoing operations.

Terrorist activities and military and other actions could adversely affect our business.

Terrorist attacks and the threat of terrorist attacks, whether domestic or foreign, as well as the military or other
actions taken in response to these acts, cause instability in the global financial and energy markets. The United States
government has issued public warnings that indicate that energy assets might be specific targets of terrorist
organizations. These actions could adversely affect us in unpredictable ways, including the disruption of fuel supplies
and markets, increased volatility in crude oil and natural gas prices, or the possibility that the infrastructure on which
we rely could be a direct target or an indirect casualty of an act of terror.

Competition in the oil and gas exploration and production industry is intense, and many of our competitors have
greater resources than we have.

We compete with major integrated and other independent oil and gas companies for acquisition of oil and gas leases,
properties and reserves, equipment and labor required to explore, develop and operate those properties and the
marketing of crude oil and natural gas production. Higher recent crude oil and natural gas prices have increased the
costs of properties available for acquisition and there are a greater number of companies with the financial resources
to pursue acquisition opportunities.

Many of our competitors have financial and other resources substantially larger than those we possess and have
established strategic long-term positions and maintain strong governmental relationships in countries in which we may
seek new or expanded entry. As a consequence, we may be at a competitive disadvantage in bidding for drilling rights.
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In addition, many of our larger competitors may have a competitive advantage when responding to factors that affect
demand for crude oil and natural gas production, such as changing worldwide prices and levels of production, the cost
and availability of alternative fuels and the application of government regulations. We also compete in attracting and
retaining personnel, including geologists, geophysicists, engineers and other specialists.

We have substantial capital requirements, and we may be unable to obtain needed financing on satisfactory terms.

We make, and will continue to make, substantial capital expenditures for the acquisition, development, production,
exploration and abandonment of our oil and gas reserves. We intend to finance our capital expenditures primarily
through cash flow from operations, commercial paper and to a lesser extent and if necessary, bank borrowings, public
and private equity and debt offerings. Lower crude oil and natural gas prices, however, would

I5

reduce our cash flow. Further, if the condition of the capital markets materially declines, we might not be able to
obtain financing on terms we consider acceptable. In addition, a substantial rise in interest rates would decrease our
net cash flows available for reinvestment.

ITEM 1B. Unresolved Staff Comments

None.

ITEM 2. Properties
Oil and Gas Exploration and Production Properties and Reserves

Reserve Information.

For estimates of EOG's net proved and proved developed reserves of natural gas and liquids, including crude oil, condensate and natural gas
liquids, see Supplemental Information to Consolidated Financial Statements.

There are numerous uncertainties inherent in estimating quantities of proved reserves and in projecting future rates
of production and timing of development expenditures, including many factors beyond the control of the producer.
The reserve data set forth in Supplemental Information to Consolidated Financial Statements represent only estimates.
Reserve engineering is a subjective process of estimating underground accumulations of natural gas, crude oil,
condensate and natural gas liquids that cannot be measured in an exact manner. The accuracy of any reserve estimate
is a function of the amount and quality of available data and of engineering and geological interpretation and
judgment. As a result, estimates of different engineers normally vary. In addition, results of drilling, testing and
production subsequent to the date of an estimate may justify revision of such estimate (upward or downward).
Accordingly, reserve estimates are often different from the quantities ultimately recovered. The meaningfulness of
such estimates is highly dependent upon the accuracy of the assumptions upon which they were based.

In general, production from EOG's oil and gas properties declines as reserves are depleted. Except to the extent EOG
acquires additional properties containing proved reserves or conducts successful exploration, exploitation and
development activities, the proved reserves of EOG will decline as reserves are produced. Volumes generated from
future activities of EOG are therefore highly dependent upon the level of success in finding or acquiring additional
reserves and the costs incurred in so doing. EOG's estimates of reserves filed with other federal agencies agree with
the information set forth in Supplemental Information to Consolidated Financial Statements.
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The following table summarizes EOG's developed and undeveloped acreage at December 31, 2006. Excluded is acreage in which EOG's interest
is limited to owned royalty, overriding royalty and other similar interests.

Developed

Gross

United
States
Texas 641,774
Wyoming 203,441
Oklahoma 257,904
New 108,176

Mexico
Offshore 192,519
Gulf of
Mexico
Utah 88,118

Montana 153,292
Pennsylvani®2,831

North 3,973
Dakota

Nevada -
Louisiana 17,343
Ohio 60,097
West 38,263
Virginia

Colorado 22,944
Mississippi 29,207
New 2,038
York
California 8,907
Alabama -
Virginia 998
Kansas 12,692
Michigan -
Arkansas -
Total 1,924,517
United
States

Canada
Alberta 1,396,660
Northwest 978
Territories
Nova -
Scotia
Saskatchew3iig8,405
British 1,326
Columbia

Net

Undeveloped

Gross

Net

401,143 2,053,312 1,247,510

142,191
149,570
72,413

71,556

59,439
18,103
71,400

1,240

10,206
56,684
30,290

1,309
18,974
1,088

5,872

963
11,302

373,914
294,512
241,028

124,375

227,493
123,578
164,216
214,771

207,637
118,146
69,350
82,914

96,943
72,781
88,199

69,804
75,267
38,160
19,358
3,588
834

234,665
219,918
147,980

82,277

148,876

69,997
144,938
142,972

207,070
76,674
63,372
55,278

70,482
20,104
78,512

60,235
55,225
37,841
16,455
3,588
132

1,123,743 4,760,180 3,184,101

1,135,065
258

349,207
834

766,882
887,198

749,213

89,776
140,506

701,717
233,979

374,606

85,903
127,273

Total
Gross

2,695,086 1,

577,355
552,416
349,204

316,894

315,611
276,870
247,047
218,744

207,637
135,489
129,447
121,177

119,887
101,988
90,237

78,711
75,267
39,158
32,050
3,588
834

6,684,697 4,

2,163,542 1,

888,176
749,213

468,181
141,832

Net

648,653
376,856
369,488
220,393

153,833

208,315

88,100
216,338
144,212

207,070
86,880
120,056
85,568

71,791
39,078
79,600

66,107
55,225
38,804
27,157
3,588
132
307,844

836,782
234,237

374,606

435,110
128,107
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Manitoba 15,738 15,135 44,462 44,342 60,200 59,477

New 219 33 - - 219 33
Brunswick

Total 1,793,326 1,500,532 2,678,037 1,567,820 4,471,363 3,068,352
Canada

Trinidad 49,642 44,160 251,714 208,723 301,356 252,883

United 10,230 2,946 589,678 352,434 599,908 355,380
Kingdom

Total 3,777,715 2,671,381 8,279,609 5,313,078 12,057,324 7,984,459
Producing Well Summary.

The following table reflects EOG's ownership in producing natural gas and crude oil wells located in the United States, Canada, Trinidad and the

United Kingdom at December 31, 2006. Gross natural gas and crude oil wells include 2,365 with multiple completions.

Productive Wells
Gross Net
Natural Gas 20,512 17,252
Crude Oil 1,837 1,263
Total 22,349 18,515
17

Drilling and Acquisition Activities.

During the years ended December 31, 2006, 2005 and 2004, EOG expended $2,996 million, $1,878 million and $1,510 million, respectively, for
exploratory and development drilling and acquisition of leases and producing properties, including asset retirement obligations of $22 million,

$20 million and $16 million, respectively. EOG drilled, participated in the drilling of or acquired wells as set out in the table below for the
periods indicated:

2006 2005 2004
Gross Net Gross Net Gross Net
Development
Wells
Completed
United
States
and
Canada
Gas 2,240 1,921.5 1,523 1,241.3 1,839 1,623.3
Oil 60 499 79 68.6 92 79.3
Dry 66 57.2 80 70.0 104 86.9
2,366 2,028.6 1,682 1,379.9 2,035 1,789.5
Total
Outside
United
States
and
Canada
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Gas 1 0.3 2 0.6 5 4.1
Oil - - - - - -
Dry - - - - - -
1 0.3 2 0.6 5 4.1
Total
Total 2,367 2,028.9 1,684 1,380.5 2,040 1,793.6
Development
Exploratory
Wells
Completed
United
States
and
Canada
Gas 53 44.8 61 47.0 49 442
Oil 2 1.8 3 2.6 5 3.0
Dry 21 17.0 23 17.5 41 29.2
76 63.6 87 67.1 95 76.4
Total
Outside
United
States
and
Canada
Gas 2 1.8 - - 1 1.0
Oil - - - - - -
Dry - - 3 0.7 3 1.9
2 1.8 3 0.7 4 2.9
Total
Total 78 65.4 90 67.8 99 79.3
Exploratory
2,445 2,094.3 1,774 1,448.3 2,139 1,872.9
Total
Wells 221 1809 160 123.9 63 494
in
Progress
at end
of
period
2,666 22752 1,934 1,572.2 2,202 1,922.3
Total
Wells
Acquired™®
Gas 114 1064 37 204 249 151.7
Oil 1 1.0 - - 8 7.3
115 1074 37 204 257 159.0
Total

(1) Includes the acquisition of additional interests in certain wells in which EOG previously owned an interest.
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All of EOG's drilling activities are conducted on a contract basis with independent drilling contractors. EOG owns
no drilling equipment.

ITEM 3. Legal Proceedings

The information required by this Item is included in this report as set forth in the Contingencies section in Note 7 of
Notes to Consolidated Financial Statements on page F-23.

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 2006.
18
PART II

ITEM 5. Market for Registrant's Common Equity, Related Shareholder Matters and Issuer Purchases of Equity
Securities

The following table sets forth, for the periods indicated, the high and low price per share for the common stock of
EOQG, as reported on the New York Stock Exchange Composite Tape, and the amount of common stock dividend
declared per share.

Price Range
High Low Dividend

Declared
2006
First$8691 $64.12 $ 0.06
Quarter
Second 79.24 56.31 0.06
Quarter
Third 7556 58.45 0.06
Quarter
Fourth 72.27 59.88 0.06
Quarter
2005
First$48.84 $32.05 $ 0.04
Quarter
Second 57.94 4240 0.04
Quarter
Third 77.00 57.18 0.04
Quarter
Fourth 82.00 59.96 0.04
Quarter

On February 1, 2006, EOG's Board of Directors (Board) increased the quarterly cash dividend on the common stock
from the previous $0.04 per share to $0.06 per share.
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On January 31, 2007, the Board increased the quarterly cash dividend on the common stock from the previous $0.06
per share to $0.09 per share.

As of February 16, 2007, there were approximately 260 record holders of EOG's common stock, including individual
participants in security position listings. There are an estimated 123,000 beneficial owners of EOG's common stock,
including shares held in street name.

EOG currently intends to continue to pay quarterly cash dividends on its outstanding shares of common stock.
However, the determination of the amount of future cash dividends, if any, to be declared and paid will depend upon,
among other things, the financial condition, funds from operations, level of exploration, exploitation and development
expenditure opportunities and future business prospects of EOG.

The following table sets forth, for the periods indicated, EOG's repurchase activity:

(©
(a) Total Number of (d)
Total (b) Shares Purchased Maximum Number
Number of Average as of Shares that May Yet
Shares Price Paid Part of Publicly Be Purchased Under
Period Purchased™®) per Share Announced Plans the Plans or Programs®
or
Programs
October 1, 2006 - October 31, 2006 - - 6,386,200
November 1, 2006 - November 30, - - 6,386,200
2006
December 1, 2006 - December 31, 3,759 $69.19 - 6,386,200
2006
Total 3,759 $69.19

(1) The quarterly total number of shares of 3,759 consists solely of 1,430 shares (23,232 shares for the full year 2006)
that were returned to EOG in

payment of the exercise price of employee stock options and 2,329 shares (241,931 shares for the full year 2006)
that were withheld by or returned

to EOG to satisfy tax withholding obligations that arose upon the exercise of employee stock options or the
vesting of restricted stock or units.
(2) In September 2001, the Board authorized the repurchase of up to 10,000,000 shares of EOG's common stock.
During 2006, EOG did not repurchase

any shares under the Board authorized repurchase program.
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ITEM 6. Selected Financial Data

(In Thousands, Except Per Share Data)

Year Ended December 31 2006 2005 2004 2003 2002
Statement of Income Data:

27



Edgar Filing: EOG RESOURCES INC

Net Operating Revenues $ 3,904,415 $ 3,620,213
Operating Income 1,895,426 1,991,815
Net Income Before Cumulative Effect of

Change in Accounting Principle 1,299,885 1,259,576

Cumulative Effect of Change in Accounting
Principle, Net of Income Tax() - -

Net Income 1,299,885 1,259,576
Preferred Stock Dividends 10,995 7,432
Net Income Available to Common $ 1,288,890 $ 1,252,144
Net Income Per Share Available to
Common®
Basic
Net Income Available to
Common
Before Cumulative
Effect of Change
in Accounting Principle $ 533 % 5.24
Cumulative Effect of
Change in
Accounting Principle,
Net of

Income Tax(D - -
Net Income Per Share
Available to
Common $ 533 $ 5.24
Diluted
Net Income Available to
Common
Before Cumulative
Effect of Change
in Accounting Principle $ 524 % 5.13
Cumulative Effect of
Change in
Accounting Principle,
Net of
Income Tax( - -
Net Income Per Share
Available to
Common $ 524 $ 5.13
Dividends Per Common Share® $ 0.240 $ 0.160
Average Number of Common Shares®
Basic 241,782 238,797
Diluted 246,100 243,975

- Form 10-K
$ 2,271,225
979,195
624,855
624,855
10,892

$ 613,693
$ 2.63
$ 2.63
$ 2.58
$ 2.58
$ 0.120
233,751
238,376

$ 1,744,675

$

$
$

697,314
437,276

(7,131)
430,145

11,032
419,113

1.86

(0.03)

1.83

1.83

(0.03)
1.80
0.095

229,194
233,037

1,094,682
180,977

87,173

87,173
11,032
76,141

0.33

0.33

0.32

0.32
0.080

230,669
234,491

(1) EOG adopted Statement of Financial Accounting Standards (SFAS) No. 143, "Accounting for Asset Retirement

Obligations" on January 1, 2003. Pro forma net

income for 2002 is not presented since the pro forma application of SFAS No. 143 to the prior periods would not

result in pro forma net income materially
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different from the actual amount reported.
(2) Years 2002 through 2004 restated for two-for-one stock split effective March 1, 2005.

At December 31 2006 2005 2004 2003 2002

Balance Sheet Data:

Net Oil and Gas Properties $ 7944047 $ 6,087,179 $ 5,101,603 $ 4248917 $ 3,321,548

Total Assets 9,402,160 7,753,320 5,798,923 4,749,015 3,813,568

Current and Long-Term Debt 733,442 985,067 1,077,622 1,108,872 1,145,132

Shareholders' Equity 5,599,671 4,316,292 2,945,424 2,223,381 1,672,395
20

ITEM 7. Management's Discussion and Analysis of Financial Condition and Results of Operations
Overview

EOG Resources, Inc. (EOG) is one of the largest independent (non-integrated) oil and natural gas companies in the
United States with proved reserves in the United States, Canada, offshore Trinidad and the United Kingdom North
Sea. EOG operates under a consistent business and operational strategy that focuses predominantly on achieving a
strong reinvestment rate of return, drilling internally generated prospects, delivering long-term production growth and
maintaining a strong balance sheet.

Net income available to common for 2006 of $1,289 million was up 3% compared to 2005 net income available to
common of $1,252 million. At December 31, 2006, EOG's total reserves were 6.8 trillion cubic feet equivalent, an
increase of 607 billion cubic feet equivalent (Bcfe) from December 31, 2005.

Operations
Several important developments have occurred since January 1, 2006.

United States and Canada. EOG's effort to identify plays with larger reserve potential has proven a successful
supplement to its base development and exploitation program in the United States and Canada. EOG plans to continue
to drill numerous wells in large acreage plays, which in the aggregate are expected to contribute substantially to
EOG's crude oil and natural gas production. Production in the United States and Canada accounted for approximately
79% of total company production in both 2006 and 2005. Based on current trends, EOG expects its 2007 production
profile to be similar. EOG's major producing areas are in Louisiana, New Mexico, Oklahoma, Texas, Utah, Wyoming
and western Canada.

International.

Although EOG continues to focus on United States and Canada natural gas, EOG sees an increasing linkage between United States and Canada
natural gas demand and Trinidad natural gas supply. For example, liquefied natural gas (LNG) imports from existing and planned facilities in
Trinidad are contenders to meet increasing United States natural gas demand. In addition, ammonia, methanol and chemical production has been
relocating from the United States and Canada to Trinidad, driven by attractive natural gas feedstock prices in the island nation. EOG believes
that its existing position with the supply contracts to two ammonia plants, a methanol plant and the Atlantic LNG Train 4 (ALNG) plant will
continue to give its portfolio an even broader exposure to United States and Canada natural gas fundamentals.

Beginning December 2005, ALNG began taking start-up gas and remained in the start-up phase through December
2006. In the first quarter of 2006, a subsidiary of EOG, EOG Resources Trinidad Block 4(a) Unlimited, drilled two
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successful wells on Block 4(a). The subsidiary obtained approval to develop Block 4(a) under a production sharing
contract with the Government of Trinidad and Tobago signed in July 2005.

A subsidiary of EOG, EOG Resources Trinidad Limited, and the other participants in the South East Coast
Consortium (SECC) Block signed a farm-out agreement covering the SECC Deep Ibis prospect with BP Trinidad and
Tobago LLC (BP) during 2004. The SECC Deep Ibis well spud in April 2006, was drilled to a depth of approximately
19,000 feet and was abandoned and classified as a dry hole in the third quarter of 2006. BP paid the entire cost for
drilling the SECC Deep Ibis exploratory well.

During 2006, notwithstanding difficulties in accessing rig slots in the Southern Gas Basin of the United Kingdom
North Sea, Arthur 3 was drilled and completed and began producing in early third quarter. In addition to EOG's
ongoing production from Valkyrie and Arthur Fields, EOG participated in the drilling and successful testing of the
Columbus prospect in the Central North Sea Block 23/16f. The Columbus well was a farm-in opportunity, and its
future appraisal and development is currently being evaluated.

I
Capital Structure

One of management's key strategies is to maintain a strong balance sheet with a consistently below average
debt-to-total capitalization ratio as compared to those in EOG's peer group. At December 31, 2006, EOG's
debt-to-total capitalization ratio was 12%, down from 19% at year-end 2005. By primarily utilizing cash on hand and
cash provided from its operating activities, EOG funded its $2,974 million exploration and development expenditures,
paid down $317 million of debt, paid dividends to common shareholders of $60 million and redeemed $47 million of
preferred stock. As management continues to assess price forecast and demand trends for 2007, EOG believes that
operations and capital expenditure activity can be largely funded by cash from operations.

For 2007, EOG's estimated exploration and development expenditure budget is approximately $3.4 billion,
excluding acquisitions. United States and Canada natural gas drilling activity continues to be a key component of
these expenditures. When it fits EOG's strategy, EOG will make acquisitions that bolster existing drilling programs or
offer EOG incremental exploration and/or production opportunities. Management continues to believe EOG has one
of the strongest prospect inventories in EOG's history.

On September 15, 2006, EOG filed an automatically effective shelf registration statement on Form S-3 (New
Registration Statement) for the offer and sale from time to time of up to $688,237,500 of EOG's debt securities,
preferred stock and common stock. The New Registration Statement was filed to replace EOG's existing shelf
registration statement declared effective by the Securities and Exchange Commission (SEC) in October 2000, under
which EOG had sold no securities. As of February 26, 2007, the entire amount registered remains available under the
New Registration Statement.

On October 11, 2006, EOG commenced a cash tender offer to purchase any and all of the 100,000 outstanding shares
of the 7.195% Fixed Rate Cumulative Perpetual Senior Preferred Stock, Series B, with a $1,000 Liquidation
Preference per share (Series B), at a price of $1,074.01 per share plus accrued and unpaid dividends up to the date of
purchase. The tender offer expired on November 8, 2006, and on November 10, 2006, EOG redeemed 46,740 shares
of the Series B for an aggregate purchase price, including redemption premium, fees and dividends, of $51 million.
EOG has included as a component of preferred dividends the $4 million of premium and fees associated with the
redemption of the Series B shares. A total of 53,260 shares of the Series B remain outstanding at December 31, 2006.

Stock-Based Compensation.
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EOG adopted Statement of Financial Accounting Standards (SFAS) No. 123(R), "Share-Based Payment" effective January 1, 2006 using the
modified prospective application method and accordingly has not restated any of its prior year results. See Note 6 to Consolidated Financial
Statements. Prior to the adoption of SFAS No. 123(R), EOG recognized compensation expense for its stock-based compensation plans under the
provisions of Accounting Principles Board (APB) Opinion No. 25, "Accounting for Stock Issued to Employees." Stock-based compensation
expense prior to January 1, 2006 consisted of amounts recognized in connection with grants of restricted stock and units. The adoption of SFAS
No. 123(R) resulted in EOG recognizing compensation expense on grants made under its employee stock option plans and its employee stock
purchase plan. For periods subsequent to January 1, 2006, stock-based compensation expense is included in the Consolidated Statements of
Income based upon job functions of employees receiving the grants. For the years ended December 31, 2006, 2005 and 2004, EOG
compensation expense related to its stock-based compensation plans was as follows (in millions):

2006 2005 2004
Lease and Well $ 10 $ -3 -
Exploration Costs 11 - -
General and Administrative 29 12 10
Total $ 50 $ 12 $ 10
22

Results of Operations

The following review of operations for each of the three years in the period ended December 31, 2006 should be
read in conjunction with the consolidated financial statements of EOG and notes thereto beginning with page F-1.

Net Operating Revenues

During 2006, net operating revenues increased $284 million, or 8%, to $3,904 million from $3,620 million in 2005.
Total wellhead revenues, which are revenues generated from sales of natural gas, crude oil, condensate and natural gas
liquids, decreased $42 million, or 1%, to $3,565 million from $3,607 million in 2005. Wellhead volume and price
statistics for the years ended December 31, were as follows:

2006 2005 2004
Natural Gas Volumes (MMcfd) (D
United States 817 718 631
Canada 226 228 212
Trinidad 264 231 186
United Kingdom 30 39 7
Total 1,337 1,216 1,036
Average Natural Gas Prices ($/Mcf) @
United States $ 656 % 786 $ 5.72
Canada 6.41 7.14 5.22
Trinidad 2.44 2.20 (4) 1.51
United Kingdom 7.69 6.99 5.14
Composite 5.74 6.62 4.86
Crude Oil and Condensate Volumes (MBbld) (D
United States 20.7 21.5 21.1
Canada 2.5 2.4 2.7
Trinidad 4.8 4.5 3.6
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United Kingdom 0.1 0.2 -
Total 28.1 28.6 274

Average Crude Oil and Condensate Prices ($/Bbl) @

United States $ 6268 $ 5457 $ 40.73
Canada 57.32 50.49 37.68
Trinidad 63.87 57.36 39.12
United Kingdom 57.74 49.62 -

Composite 62.38 54.63 40.22

Natural Gas Liquids Volumes (MBbld) (1)

United States 8.5 6.6 4.8
Canada 0.8 0.9 0.8

Total 9.3 7.5 5.6

Average Natural Gas Liquids Prices ($/Bbl) @

United States $ 39095 $ 3559 $ 2779
Canada 43.69 35.59 23.23
Composite 40.25 35.59 27.13
Natural Gas Equivalent Volumes (MMcfed) ®)
United States 992 886 786
Canada 246 248 233
Trinidad 292 259 207
United Kingdom 31 40 7
Total 1,561 1,433 1,233
Total Bcfe @ Deliveries 569.9 523.0 451.5

(1) Million cubic feet per day or thousand barrels per day, as applicable.
(2) Dollars per thousand cubic feet or per barrel, as applicable.
(3) Million cubic feet equivalent per day or billion cubic feet equivalent, as applicable; includes natural gas, crude oil,
condensate and

natural gas liquids. Natural gas equivalents are determined using the ratio of 6.0 thousand cubic feet of natural gas
to 1.0 barrel of crude oil,

condensate or natural gas liquids.
(4) Includes $0.23 per Mcf as a result of a revenue adjustment related to an amended Trinidad take-or-pay contract.

23

JO06 compared to 2005.

Wellhead natural gas revenues for 2006 decreased $136 million, or 5%, to $2,803 million from $2,939 million for 2005 due to a lower
composite average wellhead natural gas price ($407 million) and a second quarter 2005 revenue adjustment related to an amended Trinidad
take-or-pay contract ($19 million), partially offset by increased natural gas deliveries ($290 million). The composite average wellhead natural
gas price decreased 13% to $5.74 per Mcf for 2006 from $6.62 per Mcf in 2005. The Trinidad take-or-pay contract adjustment increased the
average Trinidad wellhead natural gas price by $0.23 per Mcf for 2005.

Natural gas deliveries increased 121 MMcfd, or 10%, to 1,337 MMcfd for 2006 from 1,216 MMcfd in 2005. The
increase was due to higher production of 99 MMcfd in the United States and 33 MMcfd in Trinidad, partially offset by
lower production of 9 MMcfd in the United Kingdom and 2 MMcfd in Canada. The increase in the United States was
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primarily attributable to increased production from Texas (83 MMcfd), the Rocky Mountain area (24 MMcfd) and
Kansas (7 MMcfd), partially offset by decreased production in the Gulf of Mexico (16 MMcfd). The decrease in Gulf
of Mexico production was partially due to continued shut-in production caused by infrastructure damage from
hurricanes Katrina and Rita. The increase in Trinidad was due to the commencement of two contracts late in the fourth
quarter of 2005 (43 MMcfd) and increased contractual demand (34 MMcfd), partially offset by a decrease in volumes
as a result of the December 2005 completion of a cost recovery arrangement (44 MMcfd). The decrease in production
in the United Kingdom was a result of production declines in both the Arthur and Valkyrie fields.

Wellhead crude oil and condensate revenues increased $54 million, or 9%, to $625 million from $571 million as
compared to 2005, due to an increase in the composite average wellhead crude oil and condensate price ($78 million),
partially offset by a decrease in the wellhead crude oil and condensate deliveries ($24 million). The composite average
wellhead crude oil and condensate price for 2006 was $62.38 per barrel compared to $54.63 per barrel for 2005.

Natural gas liquids revenues increased $40 million, or 41%, to $137 million from $97 million as compared to 2005,
due to increases in deliveries ($24 million) and the composite average price ($16 million).

During 2006, EOG recognized gains on mark-to-market financial commodity derivative contracts of $334 million,
which included realized gains of $215 million. During 2005, EOG recognized gains on mark-to-market financial
commodity derivative contracts of $10 million, which included realized gains of $10 million.

JOO5 compared to 2004.

Wellhead natural gas revenues for 2005 increased $1,097 million, or 60%, to $2,939 million from $1,842 million for 2004 due to a higher
composite average wellhead natural gas price ($763 million), increased natural gas deliveries ($315 million) and a second quarter 2005 revenue
adjustment related to an amended Trinidad take-or-pay contract ($19 million). The composite average wellhead natural gas price increased 36%
to $6.62 per Mcf for 2005 from $4.86 per Mcf in 2004. Excluding the aforementioned adjustment, the composite average wellhead natural gas
price increased 35% to $6.58 per Mcf for 2005. This adjustment increased the average Trinidad wellhead natural gas price by $0.23 per Mcf for
2005.

Natural gas deliveries increased 180 MMcfd, or 17%, to 1,216 MMcfd for 2005 from 1,036 MMcfd in 2004. The
increase was due to higher production of 87 MMcfd in the United States, 45 MMcfd in Trinidad, 32 MMcfd in the
United Kingdom and 16 MMcfd in Canada. The increase in the United States was primarily attributable to increased
production from Texas (63 MMcfd) and Louisiana (20 MMcfd). The increase in Trinidad was due to the increased
contractual requirements and demand related to the ammonia and methanol plants. The increase in the United
Kingdom was due to the commencement of production from the Arthur field in January 2005 (24 MMcfd) and the full
year production from the Valkyrie field, which commenced production in August 2004 (8§ MMcfd). The increase in
Canada was attributable to the drilling program, primarily in the Wapiti, Drumheller and Connorsville areas.

Wellhead crude oil and condensate revenues increased $168 million, or 42%, to $571 million from $403 million as
compared to 2004, due to increases in both the composite average wellhead crude oil and condensate price ($151
million) and the wellhead crude oil and condensate deliveries ($17 million). The composite average wellhead crude oil
and condensate price for 2005 was $54.63 per barrel compared to $40.22 per barrel for 2004.

Natural gas liquids revenues increased $42 million, or 76%, to $97 million from $55 million as compared to 2004,
due to increases in the composite average price ($23 million) and deliveries ($19 million).

J4

During 2005, EOG recognized gains on mark-to-market financial commodity derivative contracts of $10 million,
which included realized gains of $10 million. During 2004, EOG recognized losses on mark-to-market financial
commodity derivative contracts of $33 million, which included realized losses of $82 million and collar premium
payments of $1 million.
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Operating and Other Expenses

2006 compared to 2005. During 2006, operating expenses of $2,009 million were $381 million higher than the
$1,628 million incurred in 2005. The following table presents the costs per Mcfe for the years ended December 31:

2006 2005

Lease and Well $0.66 $0.54
Transportation Costs 0.19 0.17
Depreciation, Depletion and Amortization (DD&A) 1.44 1.25
General and Administrative (G&A) 0.29 0.24
Taxes Other Than Income 0.35 0.38
Net Interest Expense 0.08 0.12

Total Per-Unit Costs () $3.01 $2.70

(1) Total per-unit costs do not include exploration costs, dry hole costs and impairments.

The change in per-unit rates of lease and well, transportation costs, DD&A, G&A, taxes other than income and net
interest expense for 2006 as compared to 2005 were due primarily to the reasons set forth below.

Lease and well expenses include expenses for EOG operated properties, as well as expenses billed to EOG from
other operators where EOG is not the operator of a property. Lease and well expenses can be divided into the
following categories: costs to operate and maintain EOG's oil and natural gas wells, the cost of workovers, and lease
and well administrative expenses. Operating and maintenance expenses include, among other things, pumping
services, salt water disposal, equipment repair and maintenance, compression expense, lease upkeep, and fuel and
power. Workovers are costs of operations to restore or maintain production from existing wells.

Each of these categories of costs individually fluctuates from time to time as EOG attempts to maintain and increase
production while maintaining efficient, safe and environmentally responsible operations. EOG continues to increase
its operating activities by drilling new wells in existing and new areas. Operating costs within these existing and new
areas, as well as the costs of services charged to EOG by vendors, fluctuate over time.

Lease and well expenses of $373 million in 2006 were $86 million higher than 2005 due primarily to higher
operating and maintenance expenses in the United States ($34 million) and Canada ($16 million); higher lease and
well administrative expenses ($21 million), including stock-based compensation expense ($10 million); changes in the
Canadian exchange rate ($6 million); and higher workover expenditures in the United States ($6 million).

Transportation costs represent costs incurred directly by EOG from third-party carriers associated with the delivery
of hydrocarbon products from the lease to a down-stream point of sale. Transportation costs include the cost of
compression (compressing natural gas to meet pipeline pressure requirements), dehydration (removing water from
natural gas to meet pipeline requirements), gathering fees, fuel costs and transportation fees.

Transportation costs of $110 million in 2006 were $23 million higher than 2005 due primarily to increased
production in the Fort Worth Basin Barnett Shale play.

DD&A of the cost of proved oil and gas properties is calculated using the unit-of-production method. EOG's DD&A
rate and expense are the composite of numerous individual field calculations. There are several factors that can impact
EOG's composite DD&A rate and expense, such as field production profiles; drilling or acquisition of new wells;
disposition of existing wells; reserve revisions (upward or downward) primarily related to well performance; and
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impairments. Changes to these factors may cause EOG's composite DD&A rate and expense to fluctuate from year to
year.

J5

DD&A expenses of $817 million in 2006 were $163 million higher than 2005 primarily due to higher unit rates
described below and as a result of increased production in the United States ($56 million) and Trinidad ($3 million),
partially offset by a decrease in production in the United Kingdom ($4 million). DD&A rates increased due primarily
to a gradual proportional increase in production from higher cost properties in the United States ($78 million) and
Canada ($11 million), and a downward reserve revision in the United Kingdom ($11 million). The Canadian exchange
rate also contributed to the DD&A expense increase ($9 million).

G&A expenses of $165 million in 2006 were $39 million higher than 2005 due primarily to higher employee-related
costs ($31 million) and higher insurance costs ($4 million). The increase in employee-related costs primarily reflects
higher stock-based compensation expenses ($17 million).

Taxes other than income include severance/production taxes, ad valorem/property taxes, payroll taxes, franchise
taxes and other miscellaneous taxes. Taxes other than income of $201 million in 2006 were $2 million higher than
2005.

Severance taxes in the United States decreased primarily due to increased credits taken for Texas high cost gas
severance tax rate reductions ($14 million). Severance/production taxes in Trinidad increased due primarily to
increased wellhead revenues from crude oil and condensate ($12 million), partially offset by changes to the tax
legislation governing the Supplemental Petroleum Tax ($7 million). Ad valorem/property taxes increased primarily
due to higher property valuation in the United States ($7 million) and Canada ($2 million).

Net interest expense of $43 million in 2006 decreased $19 million compared to 2005 primarily due to lower average
debt balance ($9 million), costs in 2005 associated with the early retirement of the 6.00% Notes due 2008 ($8
million), and higher capitalized interest ($5 million).

Exploration costs of $155 million in 2006 were $22 million higher than 2005 due primarily to higher
employee-related costs, including stock-based compensation expenses.

Impairments include amortization of unproved leases, as well as impairments under SFAS No. 144, "Accounting for
the Impairment or Disposal of Long-Lived Assets," which requires an entity to compute impairments to the carrying
value of long-lived assets based on future cash flow analysis. Impairments of $108 million in 2006 were $30 million
higher than 2005 due primarily to increased SFAS No. 144 related impairments in the United States ($17 million) and
Canada ($7 million) and higher amortization of unproved leases in Canada ($4 million) and the United States ($2
million). EOG recorded impairments of $55 million and $31 million for 2006 and 2005, respectively, under SFAS No.
144 for properties in the United States and Canada.

Other income, net was $60 million in 2006 compared to $36 million in 2005. The increase of $24 million was
primarily due to higher interest income ($19 million), settlements received related to the Enron Corp. bankruptcy ($4
million) and increased net foreign currency transaction gains ($3 million), partially offset by lower gains on sales of
properties ($5 million).

Income tax provision of $613 million in 2006 decreased $93 million compared to 2005 due primarily to a net
decrease in foreign income taxes ($37 million), largely related to a Canadian federal tax rate reduction ($19 million)
and an Alberta, Canada corporate tax rate reduction ($13 million), partially offset by a United Kingdom corporate tax
rate increase ($7 million); reduced income taxes associated with the repatriation of foreign earnings in 2005 ($24
million); decreased pretax income ($18 million); and reduced state income taxes ($18 million), partially offset by a
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decrease in the Domestic Production Activities Deduction ($7 million). The effective tax rate for 2006 decreased to
32% from 36% in 2005.

26

2005 compared to 2004. During 2005, operating expenses of $1,628 million were $336 million higher than the
$1,292 million incurred in 2004. The following table presents the costs per Mcfe for the years ended December 31:

2005 2004
Lease and Well, including Transportation $0.71 $0.60
DD&A 1.25 1.12
G&A 0.24 0.25
Taxes Other Than Income 0.38 0.30
Interest Expense, Net 0.12 0.14
Total Per-Unit Costs (1) $2.70 $2.41

(1) Total per-unit costs do not include exploration costs, dry hole costs and impairments.

The per-unit rates of lease and well, including transportation, DD&A, taxes other than income and interest expense,
net for 2005 compared to 2004 were due primarily to the reasons set forth below.

Lease and well expenses, including transportation, of $373 million were $102 million higher than 2004 due primarily
to higher operating and maintenance expenses in the United States ($40 million); increased transportation related costs
in the United States ($28 million) and the United Kingdom ($7 million); higher lease and well administrative expenses
in the United States ($11 million); changes in the Canadian exchange rate ($6 million); and higher workover
expenditures in the United States ($3 million) and Trinidad ($2 million).

DD&A expenses of $654 million in 2005 were $150 million higher than 2004 primarily as a result of increased
production in the United States ($46 million), Canada ($6 million) and Trinidad ($5 million) and the commencement
of production in the United Kingdom ($14 million). DD&A rates increased in the United States due to a gradual
proportional increase in production from higher cost properties ($59 million) and in Canada predominantly from the
development of acquired proved reserves ($9 million). The Canadian exchange rate also contributed to the DD&A
expense increase ($8 million).

Taxes other than income of $199 million in 2005 were $65 million higher than 2004. Severance/production taxes
increased due primarily to increased wellhead revenues in the United States ($41 million), Trinidad ($7 million) and
Canada ($3 million), partially offset by the increase in credits taken for Texas high cost gas severance tax rate
reductions ($10 million) and a production tax audit lawsuit in the first quarter of 2004 ($5 million). Other items
contributing to the increase were an additional Trinidadian Supplemental Petroleum Tax expense as a result of 2005
tax legislation that increased the tax expense retroactively to January 2004 ($7 million) and 2004 production tax relief
in Trinidad ($6 million). Ad valorem/property taxes increased primarily due to higher property valuation in the United
States ($11 million).

Net interest expense in 2005 included costs associated with the early retirement of the 2008 Notes ($8 million) (see
Note 2 to Consolidated Financial Statements). Excluding these early retirement costs, the 2005 net interest expense
decreased $8 million compared to 2004 primarily due to higher capitalized interest ($5 million), an interest charge
related to the results of a production tax audit lawsuit in the first quarter of 2004 ($2 million) and lower average debt
balance in the United States ($1 million).
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Exploration costs of $133 million in 2005 were $39 million higher than 2004 due primarily to increased geological
and geophysical expenditures in the Fort Worth Basin Barnett Shale play.

Impairments of $78 million were $4 million lower than 2004 due primarily to lower amortization of unproved leases
in the United States ($12 million) and lower impairments to the carrying value of certain long-lived assets in Canada
($8 million), partially offset by higher impairments to the carrying value of certain long-lived assets in the United
States ($14 million) and higher amortization of unproved leases in Canada ($2 million). EOG recorded impairments of
$31 million and $25 million for 2005 and 2004, respectively, under SFAS No. 144 for certain properties in the United
States and Canada.

Other income, net of $36 million in 2005 increased $26 million compared to 2004 primarily as a result of higher
gains on sales of properties ($7 million), interest income ($6 million) and equity income from investments in the
Caribbean Nitrogen Company Limited (CNCL) and Nitrogen (2000) Unlimited (N2000) ammonia plants in 2005
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($5 million); decreased net foreign currency transaction losses ($4 million); and a gain on the sale of part of EOG's
interest in the N2000 ammonia plant in the first quarter of 2005 ($2 million).

Income tax provision of $706 million increased $404 million as compared to 2004, due primarily to higher pretax
income ($383 million) and income taxes associated with the repatriation of foreign earnings ($24 million). The
effective tax rate for 2005 increased to 36% from 33% in 2004.

Capital Resources and Liquidity
Cash Flow

The primary sources of cash for EOG during the three-year period ended December 31, 2006 included funds
generated from operations, funds from new borrowings, proceeds from sales of treasury stock attributable to employee
stock option exercises and the employee stock purchase plan, and proceeds from the sale of oil and gas properties. The
primary uses of cash were funds used in operations, exploration and development expenditures, repayment of debt,
dividend payments to shareholders and redemption of preferred stock.

JO06 compared to 2005.

Net cash provided by operating activities of $2,579 million in 2006 increased $209 million compared to 2005 primarily reflecting a favorable
change in the net cash flows from settlement of financial commodity derivative contracts ($205 million), favorable changes in working capital
and other liabilities ($162 million) and a decrease in cash paid for income taxes and interest expense ($54 million), partially offset by an increase
in cash operating expenses ($173 million) and a decrease in wellhead revenues ($42 million).

Net cash used in investing activities of $2,710 million in 2006 increased by $1,032 million compared to 2005 due
primarily to increased additions to oil and gas properties ($1,094 million) and decreased proceeds from sales of oil and
gas properties ($51 million), partially offset by favorable changes in working capital related to investing activities
($125 million). Changes in Components of Working Capital Associated with Investing Activities included changes in
accounts payable associated with the accrual of exploration and development expenditures and changes in inventories
which represent material and equipment used in drilling and related activities.

Cash used in financing activities of $299 million in 2006 increased $227 million compared to 2005. Cash used by
financing activities for 2006 included repayments of long-term debt borrowings ($317 million), cash dividend
payments ($60 million) and redemption of preferred stock, including premium paid ($50 million). Cash provided by
financing activities for 2006 included borrowing under a revolving credit facility ($65 million), proceeds from sales of
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treasury stock attributable to employee stock option exercises and the employee stock purchase plan ($36 million) and
excess tax benefits from stock-based compensation expenses ($28 million).

JOO5 compared to 2004.

Net cash provided by operating activities of $2,369 million in 2005 increased $925 million as compared to 2004 primarily reflecting an increase
in wellhead revenues ($1,306 million), a favorable change in the net cash flows from settlement of financial commodity derivative contracts
($93 million) and favorable changes in working capital and other liabilities ($35 million), partially offset by an increase in cash operating
expenses ($217 million) and an increase in cash paid for income taxes ($279 million).

Net cash used in investing activities of $1,678 million in 2005 increased by $281 million as compared to 2004 due
primarily to increased additions to oil and gas properties ($308 million) and unfavorable changes in working capital
related to investing activities ($28 million), partially offset by an increase in proceeds from the sale of oil and gas
properties in 2005 ($40 million) and the sale of part of EOG's interest in the N2000 ammonia plant in 2005 ($18
million). Changes in Components of Working Capital Associated with Investing Activities included changes in
accounts payable associated with the accrual of exploration and development expenditures and changes in inventories
which represent material and equipment used in drilling and related activities.

Cash used in financing activities of $72 million in 2005 increased $29 million as compared to 2004. Cash provided
by financing activities for 2005 included a long-term debt borrowing ($250 million) and proceeds from sales of
treasury stock attributable to employee stock option exercises and the employee stock purchase plan ($65 million).
Cash used by financing activities for 2005 included repayments of long-term debt borrowings ($343 million) and cash
dividend payments ($43 million).
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Total Exploration and Development Expenditures

The table below sets out components of total exploration and development expenditures for the years ended December 31, 2006, 2005 and 2004,
along with the total budgeted for 2007, excluding acquisitions (in millions):

Actual Budgeted
2007
2006 2005 2004  (excluding
acquisitions)
Expenditure
Category
Capital
Drilling and  $2,472$1,458$1,120
Facilities
Leasehold 225 131 143
Acquisitions
Producing 22 56 52
Property
Acquisitions
Capitalized 20 15 10
Interest
Subtotal 2,739 1,660 1,325
Exploration 155 133 94
Costs
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Dry Hole Costs 80 65 92
Exploration 2,974 1,858 1,511 Approximately
and $3,400
Development
Expenditures

Asset 22 20 16

Retirement

Costs

Deferred - - 3an

Income Tax on

Acquired

Properties

Total
Exploration
and
Development
$2,996$1,878% 1,510
Expenditures

Exploration and development expenditures of $2,974 million for 2006 were $1,116 million higher than the prior year
due primarily to increased drilling and facilities expenditures of $1,014 million resulting from higher drilling and
facilities expenditures in the United States ($843 million), Trinidad ($79 million), Canada ($57 million) and the
United Kingdom ($13 million); increased lease acquisitions in the United States ($74 million) and Canada ($16
million); and changes in the Canadian exchange rate ($28 million). The 2006 exploration and development
expenditures of $2,974 million includes $2,228 million in development, $704 million in exploration, $22 million in
property acquisitions and $20 million in capitalized interest. The 2005 exploration and development expenditures of
$1,858 million includes $1,300 million in development, $487 million in exploration, $56 million in property
acquisitions and $15 million in capitalized interest. The 2004 exploration and development expenditures of $1,511
million includes $1,009 million in development, $440 million in exploration, $52 million in property acquisitions and
$10 million in capitalized interest.

The level of exploration and development expenditures, including acquisitions, will vary in future periods depending
on energy market conditions and other related economic factors. EOG has significant flexibility with respect to
financing alternatives and the ability to adjust its exploration and development expenditure budget as circumstances
warrant. While EOG has certain continuing commitments associated with expenditure plans related to operations in
the United States, Canada, Trinidad and the United Kingdom, such commitments are not expected to be material when
considered in relation to the total financial capacity of EOG.

Derivative Transactions

During 2006, EOG recognized gains on mark-to-market financial commodity derivative contracts of $334 million, which included realized gains
of $215 million. During 2005, EOG recognized gains on mark-to-market financial commodity derivative contracts of $10 million, which
included realized gains of $10 million. (See Note 11 to Consolidated Financial Statements.)

29
Presented below is a comprehensive summary of EOG's 2007 natural gas and crude oil financial price swap contracts

at February 26, 2007, with prices expressed in dollars per million British thermal units ($/MMBtu) and in dollars per
barrel ($/Bbl), as applicable, and notional volumes in million British thermal units per day (MMBtud) and in barrels
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per day (Bbld), as applicable. Currently, EOG is not a party to any financial collar contracts. EOG accounts for these
price swap contracts using the mark-to-market accounting method.

Financial Price Swap Contracts

Natural Gas Crude Oil
Weighted Weighted
Volume Average Volume Average
Price Price

Month (MMBtud)($/MMBtu) (Bbld) ($/Bbl)

January 120,000 $1091 4,000 $78.42
(closed)

February 120,000 10.93 4,000  78.55
€]

March 120,000 10.75 4,000 78.58
April 120,000 8.81 4,000 78.57
May 120,000 8.65 4,000 78.50
June 120,000 8.74 4,000 78.40
July 120,000 8.84 4,000 78.28
August 120,000 8.92 4,000 78.16
September 120,000 9.00 4,000 78.03
October 120,000 9.14 4,000 77.91
November 120,000 994 4,000 77.75

December 120,000 10.70 4,000 77.57

(1) The natural gas contracts for February 2007 are closed. The crude oil contracts
for February 2007 will close on February 28, 2007.

Financing

EOG's debt-to-total capitalization ratio was 12% as of December 31, 2006 compared to 19% as of December 31,
2005.

During 2006, total debt decreased $252 million to $733 million (see Note 2 to Consolidated Financial Statements).
The estimated fair value of EOG's debt at December 31, 2006 and 2005 was $754 million and $1,025 million,
respectively. The estimated fair value was based upon quoted market prices and, where such prices were not available,
upon interest rates available to EOG at year-end. EOG's debt is primarily at fixed interest rates. At December 31,
2006, a 1% decline in interest rates would result in a $39 million increase in the estimated fair value of the fixed rate
obligations (see Note 11 to Consolidated Financial Statements).

During 2006 and 2005, EOG utilized cash provided by operating activities and commercial paper to fund its
operations. While EOG maintains a $600 million commercial paper program, the maximum outstanding at any time
during 2006 was $172 million, and the amount outstanding at year-end was zero. EOG considers this excess
availability, which is backed by the $600 million Revolving Credit Agreement with domestic and foreign lenders
described in Note 2 to Consolidated Financial Statements, combined with approximately $688 million of availability
under its shelf registration described below, to be ample to meet its ongoing operating needs.

During 2006, EOG repaid the $126 million, 6.70% Notes due in 2006 primarily with cash generated from operating

activities. In 2006, a foreign subsidiary of EOG repaid $190 million of the $250 million borrowed in 2005 (see Note 2
to Consolidated Financial Statements). The foreign subsidiary has the option to pay off the remaining $60 million of
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the $250 million borrowed in 2005 at any time prior to maturity. EOG plans to replace the $98 million, 6.50% Notes
due 2007 with other long-term debt.

On October 11, 2006, EOG commenced a cash tender offer to purchase any and all of the 100,000 outstanding shares
of the 7.195% Fixed Rate Cumulative Perpetual Senior Preferred Stock, Series B, with a $1,000 Liquidation
Preference per share (Series B), at a price of $1,074.01 per share plus accrued and unpaid dividends up to the date of
purchase. The tender offer expired on November 8, 2006, and on November 10, 2006, EOG redeemed 46,740 shares
of the Series B for an aggregate purchase price, including redemption premium, fees and dividends, of

KO
$51 million. EOG has included as a component of preferred dividends the $4 million of premium and fees associated
with the redemption of the Series B shares. A total of 53,260 shares of the Series B remain outstanding at December
31, 2006.

Contractual Obligations

The following table summarizes EOG's contractual obligations at December 31, 2006 (in thousands):

2013 &
Contractual Total 2007 2008 - 2011- Beyond
Obligations 2010 2012
@
Long-Term $ 733,442% -$125,000$318,442% 290,000
Debt
Non-cancelable 189,533 17,627 50,927 29,141 91,838
Operating
Leases
Interest

Payments on
351,416 45,441 102,712 48,270 154,993
Long-Term
Debt
Pipeline
Transportation
Service
1,675,148 78,005 478,822 342,990 775,331
Commitments
@)
Drilling Rig 472,253 229,991 240,372 1,890 -
Commitments
3
Seismic 2,322 2,322 - - -
Purchase
Obligations
Other 36,602 35916 686 - -
Purchase
Obligations
Total $3,460,716$409,302$998,519$740,733$1,312,162
Contractual
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Obligations

(1) This table does not include the liability for dismantlement, abandonment and restoration costs of oil and gas
properties. In addition,

this table does not include EOG's pension or postretirement benefit obligations (see Note 6 to Consolidated
Financial Statements).
(2) Amounts shown are based on current pipeline transportation rates and the foreign currency exchange rates used to
convert Canadian

Dollars and British Pounds into United States Dollars at December 31, 2006. Management does not believe that
any future changes

in these rates before the expiration dates of these commitments will have a material adverse effect on the financial
condition or results

of operations of EOG.
(3) Amounts shown represent minimum future expenditures for drilling rig services.

Shelf Registration

On September 15, 2006, EOG filed an automatically effective shelf registration statement on Form S-3 (New
Registration Statement) for the offer and sale from time to time of up to $688,237,500 of EOG's debt securities,
preferred stock and common stock. The New Registration Statement was filed to replace EOG's existing shelf
registration statement declared effective by the SEC in October 2000, under which EOG had sold no securities. As of
February 26, 2007, the entire amount registered remains available under the New Registration Statement.

Off-Balance Sheet Arrangements

EOG does not participate in financial transactions that generate relationships with unconsolidated entities or
financial partnerships. Such entities, often referred to as variable interest entities (VIE) or special purpose entities
(SPE), are generally established for the purpose of facilitating off-balance sheet arrangements or other contractually
narrow or limited purposes. EOG was not involved in any unconsolidated VIE or SPE financial transactions or any
other off-balance sheet arrangements during any of the reporting periods in this document and has no intention to
participate in such transactions or arrangements in the foreseeable future.

Foreign Currency Exchange Rate Risk

During 2006, EOG was exposed to foreign currency exchange rate risk inherent in its operations in foreign countries,
including Canada, Trinidad and the United Kingdom. The foreign currency most significant to EOG's operations
during 2006 was the Canadian Dollar. The fluctuation of the Canadian Dollar in 2006 impacted both the revenues and
expenses of EOG's Canadian subsidiaries. However, since the Canadian natural gas prices are largely correlated to
United States prices, the changes in the Canadian currency exchange rate have less of an impact on the Canadian
revenues than the Canadian expenses. EOG continues to monitor the foreign currency exchange rates of countries in
which it is currently conducting business and may implement measures to protect against the foreign currency
exchange rate risk.
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Effective March 9, 2004, EOG entered into a foreign currency swap transaction with multiple banks to eliminate any
exchange rate impacts that may result from the notes offered by one of the Canadian subsidiaries on the same date (see
Note 2 to Consolidated Financial Statements). EOG accounts for the foreign currency swap transaction using the
hedge accounting method, pursuant to the provisions of SFAS No. 133, "Accounting for Derivative Instruments and
Hedging Activities," as amended by SFAS Nos. 137, 138 and 149. Under those provisions, as of December 31, 2006,
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EOG recorded the fair value of the swap of $36 million in Other Liabilities on the Consolidated Balance Sheets.
Changes in the fair value of the foreign currency swap resulted in no net impact to Net Income Available to Common
on the Consolidated Statements of Income and Comprehensive Income. The after-tax net impact from the foreign
currency swap transaction resulted in a negative change of $1 million for the year ended December 31, 2006. This
amount is included in Accumulated Other Comprehensive Income in the Shareholders' Equity section of the
Consolidated Balance Sheets.

Outlook

Natural gas prices historically have been volatile, and this volatility is expected to continue. Uncertainty continues to
exist as to the direction of future United States and Canada natural gas and crude oil price trends, and there remains a
rather wide divergence in the opinions held by some in the industry. Being primarily a natural gas producer, EOG is
more significantly impacted by changes in natural gas prices than by changes in crude oil and condensate prices.
Longer term natural gas prices will be determined by the supply and demand for natural gas as well as the prices of
competing fuels, such as oil and coal.

Assuming a totally unhedged position for 2007, based on EOG's tax position and the portion of EOG's anticipated
natural gas volumes for 2007 for which prices have not been determined under long-term marketing contracts, EOG's
price sensitivity for each $0.10 per Mcf change in wellhead natural gas price is approximately $27 million for net
income and operating cash flow. EOG's price sensitivity in 2007 for each $1.00 per barrel change in wellhead crude
oil price is approximately $6 million for net income and operating cash flow. For information regarding EOG's natural
gas and crude oil hedge position as of December 31, 2006, see Note 11 to Consolidated Financial Statements.

EOG plans to continue to focus a substantial portion of its exploration and development expenditures in its major
producing areas in the United States and Canada. However, in order to diversify its overall asset portfolio and as a
result of its overall success realized in Trinidad and the United Kingdom North Sea, EOG anticipates expending a
portion of its available funds in the further development of opportunities outside the United States and Canada. In
addition, EOG expects to conduct exploratory activity in other areas outside of the United States and Canada and will
continue to evaluate the potential for involvement in additional exploitation type opportunities. Budgeted 2007
exploration and development expenditures, excluding acquisitions, are approximately $3.4 billion and are structured
to maintain the flexibility necessary under EOG's strategy of funding its exploration, development, exploitation and
acquisition activities primarily from available internally generated cash flow.

The level of exploration and development expenditures may vary in 2007 and will vary in future periods depending
on energy market conditions and other related economic factors. Based upon existing economic and market
conditions, EOG believes net operating cash flow and available financing alternatives in 2007 will be sufficient to
fund its net investing cash requirements for the year. However, EOG has significant flexibility with respect to its
financing alternatives and adjustment of its exploration, exploitation, development and acquisition expenditure plans if
circumstances warrant. While EOG has certain continuing commitments associated with expenditure plans related to
operations in the United States, Canada, Trinidad and the United Kingdom, such commitments are not expected to be
material when considered in relation to the total financial capacity of EOG.

Environmental Regulations

Various foreign, federal, state and local laws and regulations covering the discharge of materials into the environment, or otherwise relating to
the protection of the environment, affect EOG's operations and costs as a result of their effect on natural gas and crude oil exploration,
development and production operations and could cause EOG to incur remediation or other corrective action costs in connection with a release
of regulated substances, including crude oil, into the environment. In addition, EOG has acquired certain oil and gas properties from third parties
whose actions with respect to the management and disposal or release of hydrocarbons or other wastes were not under EOG's control. Under
environmental laws and regulations, EOG could be required to remove or remediate wastes disposed of or released by prior owners or operators.
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In addition, EOG could be responsible under environmental laws and regulations for oil and gas properties in which EOG owns an interest but is
not the operator. Compliance with such
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laws and regulations increases EOG's overall cost of business, but has not had a material adverse effect on EOG's
operations or financial condition. It is not anticipated, based on current laws and regulations, that EOG will be
required in the near future to expend amounts that are material in relation to its total exploration and development
expenditure program in order to comply with environmental laws and regulations but, inasmuch as such laws and
regulations are frequently changed, EOG is unable to predict the ultimate cost of compliance. EOG also could incur
costs related to the clean up of sites to which it sent regulated substances for disposal or to which it sent equipment for
cleaning, and for damages to natural resources or other claims related to releases of regulated substances at such sites.

Summary of Critical Accounting Policies

EOG prepares its financial statements and the accompanying notes in conformity with accounting principles
generally accepted in the United States of America, which requires management to make estimates and assumptions
about future events that affect the reported amounts in the financial statements and the accompanying notes. EOG
identifies certain accounting policies as critical based on, among other things, their impact on the portrayal of EOG's
financial condition, results of operations or liquidity, and the degree of difficulty, subjectivity and complexity in their
deployment. Critical accounting policies cover accounting matters that are inherently uncertain because the future
resolution of such matters is unknown. Management routinely discusses the development, selection and disclosure of
each of the critical accounting policies. Following is a discussion of EOG's most critical accounting policies:

Proved Oil and Gas Reserves

EOG's engineers estimate proved oil and gas reserves, which directly impact financial accounting estimates,
including depreciation, depletion and amortization. Proved reserves represent estimated quantities of natural gas,
crude oil, condensate and natural gas liquids that geological and engineering data demonstrate, with reasonable
certainty, to be recoverable in future years from known reservoirs under economic and operating conditions existing at
the time the estimates were made. The process of estimating quantities of proved oil and gas reserves is very complex,
requiring significant subjective decisions in the evaluation of all available geological, engineering and economic data
for each reservoir. The data for a given reservoir may also change substantially over time as a result of numerous
factors including, but not limited to, additional development activity, evolving production history and continual
reassessment of the viability of production under varying economic conditions. Consequently, material revisions
(upward or downward) to existing reserve estimates may occur from time to time.

Oil and Gas Exploration Costs

Oil and gas exploration costs, other than the costs of drilling exploratory wells, are charged to expense as incurred.
The costs of drilling exploratory wells are capitalized pending determination of whether they have discovered proved
commercial reserves. Exploratory drilling costs are capitalized when drilling is complete if it is determined that there
is economic producibility supported by either actual production, a conclusive formation test or by certain technical
data if the discovery is located offshore in the Gulf of Mexico. If proved commercial reserves are not discovered, such
drilling costs are expensed. In some circumstances, it may be uncertain whether proved commercial reserves have
been found when drilling has been completed. Such exploratory well drilling costs may continue to be capitalized if
the reserve quantity is sufficient to justify its completion as a producing well and sufficient progress in assessing the
reserves and the economic and operating viability of the project is being made. As of December 31, 2006 and 2005,
EOG had exploratory drilling costs related to two projects that have been deferred for more than one year (see Note 15
to Consolidated Financial Statements). These costs meet the accounting requirements outlined above for continued
capitalization. Costs to develop proved reserves, including the costs of all development wells and related equipment
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used in the production of natural gas and crude oil, are capitalized.
Impairments

Oil and gas lease acquisition costs are capitalized when incurred. Unproved properties with individually significant
acquisition costs are assessed quarterly on a property-by-property basis, and any impairment in value is recognized.
Unproved properties with acquisition costs that are not individually significant are aggregated, and the portion of such
costs estimated to be nonproductive, based on historical experience, is amortized over the average holding period. If
the unproved properties are determined to be productive, the appropriate related costs are transferred to proved oil and
gas properties. Lease rentals are expensed as incurred.

When circumstances indicate that a producing asset may be impaired, EOG compares expected undiscounted future
cash flows at a producing field level to the unamortized capitalized cost of the asset. If the future
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undiscounted cash flows, based on EOG's estimate of future crude oil and natural gas prices, operating costs,
anticipated production from proved reserves and other relevant data, are lower than the unamortized capitalized cost,
the capitalized cost is reduced to fair value. Fair value is calculated by discounting the future cash flows at an
appropriate risk-adjusted discount rate.

Depreciation, Depletion and Amortization for Oil and Gas Properties

The quantities of estimated proved oil and gas reserves are a significant component of our calculation of depletion
expense and revisions in such estimates may alter the rate of future expense. Holding all other factors constant, if
reserves were revised upward or downward, earnings would increase or decrease respectively.

Depreciation, depletion and amortization of the cost of proved oil and gas properties is calculated using the
unit-of-production method. The reserve base used to calculate depletion, depreciation or amortization is the sum of
proved developed reserves and proved undeveloped reserves for leasehold acquisition costs and the cost to acquire
proved properties. With respect to lease and well equipment costs, which include development costs and successful
exploration drilling costs, the reserve base includes only proved developed reserves. Estimated future dismantlement,
restoration and abandonment costs, net of salvage values, are taken into account. Certain other assets are depreciated
on a straight-line basis.

Assets are grouped in accordance with paragraph 30 of SFAS No. 19, "Financial Accounting and Reporting by Oil
and Gas Producing Companies." The basis for grouping is a reasonable aggregation of properties with a common
geological structural feature or stratigraphic condition, such as a reservoir or field.

Amortization rates are updated quarterly to reflect: 1) the addition of capital costs, 2) reserve revisions (upwards or
downwards) and additions, 3) property acquisitions and/or property dispositions, and 4) impairments.

Stock-Based Compensation

Effective January 1, 2006, EOG accounts for stock-based compensation under the provisions of SFAS No. 123(R),
"Share Based Payment." SFAS No. 123(R) requires a public entity to measure the cost of employee services received
in exchange for an award of equity instruments based on the grant-date fair value of the award, eliminating the
exception to account for such awards using the intrinsic method previously allowable under APB Opinion No. 25,
"Accounting for Stock Issued to Employees." In applying the provisions of SFAS 123(R), judgments and estimates are
made regarding, among other things, the appropriate valuation methodology to follow in valuing stock compensation
awards and the related inputs required by those valuation methodologies. Assumptions regarding expected volatility of
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EOG's common stock, the level of risk free interest rates, expected dividend yields on EOG's stock, the expected term
of the awards and other valuation inputs are subject to change. Any such changes could result in different valuations
and thus impact the amount of stock-based compensation expense recognized in the Consolidated Statements of
Income and Comprehensive Income.

34
Information Regarding Forward-Looking Statements

This Annual Report on Form 10-K includes forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. All statements other than statements
of historical facts, including, among others, statements regarding EOG's future financial position, business strategy,
budgets, reserve information, projected levels of production, projected costs and plans and objectives of management
for future operations, are forward-looking statements. EOG typically uses words such as "expect," "anticipate,"
"estimate," "strategy," "intend," "plan," "target" and "believe" or the negative of those terms or other variations of
them or by comparable terminology to identify its forward-looking statements. In particular, statements, express or
implied, concerning future operating results, the ability to replace or increase reserves or to increase production, or the
ability to generate income or cash flows are forward-looking statements. Forward-looking statements are not
guarantees of performance. Although EOG believes its expectations reflected in forward-looking statements are based
on reasonable assumptions, no assurance can be given that these expectations will be achieved. Important factors that
could cause actual results to differ materially from the expectations reflected in the forward-looking statements
include, among others: the timing and extent of changes in commodity prices for crude oil, natural gas and related
products, foreign currency exchange rates and interest rates; the timing and impact of liquefied natural gas imports
and changes in demand or prices for ammonia or methanol; the extent and effect of any hedging activities engaged in
by EOG; 