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GLOSSARY OF OIL AND GAS TERMS
Unless indicated otherwise or the context otherwise requires, references in this Quarterly Report on Form 10-Q (“Quarterly Report”) to the "Company,"
“Extraction,” "us," "we," "our," or "ours" or like terms refer to Extraction Oil & Gas, Inc., together with its consolidated subsidiaries. When the context
requires, we refer to these entities separately.
The terms defined in this section are used throughout this Quarterly Report:
"Bbl" means one stock tank barrel, or 42 U.S. gallons liquid volume, used in reference to oil or other liquid hydrocarbons.
"Bbl/d" means Bbl per day.
"Btu" means one British thermal unit – a measure of the amount of energy required to raise the temperature of a one-pound mass of water one degree
Fahrenheit at sea level.
"BOE" means barrels of oil equivalent. Oil equivalents are determined using the ratio of six Mcf of gas (including gas liquids) to one Bbl of oil.
"BOE/d" means BOE per day.
"CIG" means Colorado Interstate Gas, which is calculated as NYMEX Henry Hub index price less the Rocky Mountains (CIGC) Inside FERC fixed price.
"Completion" means the installation of permanent equipment for the production of oil or natural gas.
"Field" means an area consisting of a single reservoir or multiple reservoirs all grouped on or related to the same individual geological structural feature or
stratigraphic condition.
"Fracturing" or "hydraulic fracturing" means a procedure to stimulate production by forcing a mixture of fluid and proppant (usually sand) into the formation
under high pressure. This creates artificial fractures in the reservoir rock, which increases permeability and porosity.
"Gas" or "Natural gas" means the lighter hydrocarbons and associated non-hydrocarbon substances occurring naturally in an underground reservoir, which
under atmospheric conditions are essentially gases but which may contain liquids.
"Gross Acres" or "Gross Wells" means the total acres or wells, as the case may be, in which we have a working interest.
"Henry Hub" means Henry Hub index. Natural gas distribution point where prices are set for natural gas futures contracts traded on the NYMEX.
"Horizontal drilling" or "horizontal well" means a wellbore that is drilled laterally.
"Leases" means full or partial interests in oil or gas properties authorizing the owner of the lease to drill for, produce and sell oil and natural gas in exchange
for any or all of rental, bonus and royalty payments. Leases are generally acquired from private landowners (fee leases) and from federal and state
governments on acreage held by them.
"MBbl" One thousand barrels of oil, condensate or NGL.
"MBoe" One thousand barrels of oil equivalent. Oil equivalents are determined using the ratio of six Mcf of gas (including gas liquids) to one Bbl of oil.
"Mcf" is an abbreviation for "1,000 cubic feet," which is a unit of measurement of volume for natural gas.
"MMBtu" One million Btus.
"MMcf" is an abbreviation for "1,000,000 cubic feet," which is a unit of measurement of volume for natural gas.
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"Net Acres" or "Net Wells" is the sum of the fractional working interests owned in gross acres or wells, as the case may be, expressed as whole numbers and
fractions thereof.
"NGL" means natural gas liquids.
"NYMEX" means New York Mercantile Exchange.
"Proved reserves" means those quantities of oil and gas, which, by analysis of geoscience and engineering data, can be estimated with reasonable certainty to
be economically producible—from a given date forward, from known reservoirs, and under existing economic conditions, operating methods and government
regulations—prior to the time at which contracts providing the right to operate expire, unless evidence indicates that renewal is reasonably certain, regardless
of whether deterministic or probabilistic methods are used for the estimation. The project to extract the hydrocarbons must have commenced or the operator
must be reasonably certain that it will commence the project within a reasonable time.
"Reasonable certainty" means a high degree of confidence that the reserves quantities will be recovered, when a deterministic method is used. A high degree
of confidence exists if the reserves quantity is much more likely to be achieved than not, and, as changes due to increased availability of geoscience
(geological, geophysical and geochemical), engineering and economic data are made to estimated ultimate recovery (“EUR”) with time, reasonably certain
EUR is much more likely to increase or remain constant than to decrease.
"Reservoir" means a porous and permeable underground formation containing a natural accumulation of producible natural gas and/or oil that is confined by
impermeable rock or water barriers and is individual and separate from other reservoirs.
"Royalty" means the share paid to the owner of mineral rights, expressed as a percentage of gross income from oil and natural gas produced and sold
unencumbered by expenses relating to the drilling, completing and operating of the affected well.
"SEC" means the Securities and Exchange Commission.
"Undeveloped leasehold acreage" means the leased acreage on which wells have not been drilled or completed to a point that would permit the production of
commercial quantities of oil and natural gas, regardless of whether such acreage contains estimated net proved reserves.
"Wattenberg Field" means the Greater Wattenberg Area within the Denver-Julesburg Basin of Colorado as defined by the Colorado Oil and Gas Conservation
Commission, which are the lands from and including Townships 2 South to 7 North and Ranges 61 West to 69 West, Six Principal Median.
"Working interest" means an interest in an oil and natural gas lease entitling the holder at its expense to conduct drilling and production operations on the
leased property and to receive the net revenues attributable to such interest, after deducting the landowner's royalty, any overriding royalties, production costs,
taxes and other costs.
"WTI" means the price of West Texas Intermediate oil on the NYMEX.

3

Table of Contents

PART I. FINANCIAL INFORMATION
ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS
EXTRACTION OIL & GAS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)
(Unaudited)
March 31,
2019

December 31,
2018

ASSETS
Current Assets:
Cash and cash equivalents

$

112,771

$

234,986

Accounts receivable
Trade

27,088

41,695

Oil, natural gas and NGL sales

88,244

91,225

27,804

26,816

226

48,907

Inventory and prepaid expenses
Commodity derivative asset
Assets held for sale

—

21,008

256,133

464,637

4,097,082

3,916,622

Unproved oil and gas properties

613,153

609,284

Wells in progress

130,135

144,323

Total Current Assets
Property and Equipment (successful efforts method), at cost:
Proved oil and gas properties

Less: accumulated depletion, depreciation and amortization
Net oil and gas properties
Gathering systems and facilities
Other property and equipment, net of accumulated depreciation
Net Property and Equipment

(1,267,393)

(1,152,590)

3,572,977

3,517,639

173,333

114,469

47,386

39,849

3,793,696

3,671,957

Non-Current Assets:
Commodity derivative asset
Other non-current assets
Total Non-Current Assets

388

8,432

46,782

21,001

47,170

Total Assets

29,433

$

4,096,999

$

4,166,027

$

193,111

$

186,218

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Accounts payable and accrued liabilities
Revenue payable

96,357

117,344

Production taxes payable

57,025

57,516

Commodity derivative liability

49,358

196

Accrued interest payable

17,820

22,249

Asset retirement obligations

15,189

15,729

Liabilities related to assets held for sale
Total Current Liabilities

—

3,146

428,860

402,398

Non-Current Liabilities:
Credit facility
Senior Notes, net of unamortized debt issuance costs
Production taxes payable
Commodity derivative liability

325,000

285,000

1,097,970

1,132,659

139,212

115,607

5,876

—

Other non-current liabilities

22,424

8,072

Asset retirement obligations

54,849

54,062

Deferred tax liability

80,176

109,176

Total Non-Current Liabilities

1,725,507

1,704,576

Total Liabilities

2,154,367

2,106,974

165,963

164,367

Commitments and Contingencies—Note 11
Series A Convertible Preferred Stock, $0.01 par value; 50,000,000 shares authorized; 185,280 issued and outstanding
Stockholders' Equity:
Common stock, $0.01 par value; 900,000,000 shares authorized; 164,112,268 and 171,666,485 issued and outstanding
Treasury stock, at cost, 12,367,312 and 4,543,262 shares
Additional paid-in capital
Accumulated deficit

1,601

1,678

(64,872)

(32,737)

2,157,923
(469,820)

2,153,661
(375,788)

Total Extraction Oil & Gas, Inc. Stockholders' Equity
Noncontrolling interest
Total Stockholders' Equity

1,624,832

1,746,814

151,837

147,872

1,776,669
$

Total Liabilities and Stockholders' Equity

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF
THESE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
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EXTRACTION OIL & GAS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)
(Unaudited)
For the Three Months Ended March 31,
2018

2019
Revenues:
Oil sales

$

165,424

$

180,263

Natural gas sales

35,892

24,081

NGL sales

20,601

25,871

221,917

230,215

Lease operating expenses

21,857

20,703

Transportation and gathering

10,365

7,539

Production taxes

18,129

20,323

Total Revenues
Operating Expenses:

Exploration expenses
Depletion, depreciation, amortization and accretion
Impairment of long lived assets
Gain on sale of oil and gas properties

6,194

7,267

118,770

96,207

8,248

—

(222)

General and administrative expenses
Total Operating Expenses
Operating Income

—

27,652

30,969

210,993

183,008

10,924

47,207

(122,091)

(50,328)

(13,008)

(63,302)

Other Income (Expense):
Commodity derivatives loss
Interest expense
Other income

1,143

Total Other Income (Expense)
Loss Before Income Taxes
Income tax benefit

328

(133,956)

(113,302)

(123,032)

(66,095)

29,000
$

Net Loss
Net income attributable to noncontrolling interest

(94,032)

14,100
$

3,975

Net Loss Attributable to Extraction Oil & Gas, Inc.
Adjustments to reflect Series A Preferred Stock dividends and accretion of discount
Net Loss Attributable to Common Shareholders

(51,995)
—

(98,007)

(51,995)

(4,317)

(4,159)

(102,324)

(56,154)

Loss Per Common Share (Note 10)
$

Basic and diluted

(0.60)

$

(0.32)

Weighted Average Common Shares Outstanding
170,702

Basic and diluted

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF
THESE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
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EXTRACTION OIL & GAS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN
STOCKHOLDERS’ EQUITY AND NONCONTROLLING INTEREST
(In thousands)
(Unaudited)

Common Stock

Balance at January 1, 2019

Noncontrolling
interest

Treasury Stock

Shares

Amount

Shares

Amount

Additional
Paid in
Capital

Accumulated
Deficit

Extraction
Oil & Gas,
Inc.
Stockholders'
Equity

Amount

Total
Stockholders'
Equity

176,210

$1,678

4,543

$(32,737)

$2,153,661

$(375,788)

$1,746,814

$147,872

$1,894,686

Preferred Units issuance costs and discount

—

—

—

—

—

—

—

(10)

(10)

Preferred Units commitment fees and dividends paid-in-kind

—

—

—

—

(3,975)

—

(3,975)

3,975

—

Stock-based compensation

—

—

—

—

13,008

—

13,008

—

13,008

Series A Preferred Stock dividends

—

—

—

—

(2,721)

—

(2,721)

—

(2,721)

Accretion of beneficial conversion feature on Series A Preferred Stock

—

—

—

—

(1,596)

—

(1,596)

—

(1,596)

Repurchase of common stock

—

(77)

7,824

(32,135)

—

—

(32,212)

—

(32,212)

Shares issued under LTIP, including payment of tax withholdings using
withheld shares

270

—

—

—

(454)

—

(454)

—

(454)

Net loss

—

—

—

—

—

(94,032)

(94,032)

—

(94,032)

176,480

$1,601

12,367

$(64,872)

$2,157,923

$(469,820)

$1,624,832

$151,837

$1,776,669

Balance at March 31, 2019

Common Stock

Shares
Balance at January 1, 2018

Noncontrolling
interest

Treasury Stock

Amount

Shares

Amount

172,060

1,718

165

2,794

—

—

—

15,721

Series A Preferred Stock dividends

—

—

—

—

Accretion of beneficial conversion feature on Series A Preferred Stock

—

—

—

—

Repurchase of common stock

—

—

166

852

—

—

—

—

—

—

—

175,706

1,718

331

Stock-based compensation

Shares issued under LTIP, including payment of tax withholdings using
withheld shares
Net loss
Balance at March 31, 2018

(2,105)

Additional
Paid in
Capital

(2,309)

(4,414)

2,114,795

Accumulated
Deficit
(497,643)

Amount

Total
Stockholders'
Equity

1,616,765

—

1,616,765

—

15,721

—

15,721

(2,721)

—

(2,721)

—

(2,721)

(1,438)

—

(1,438)

—

(1,438)

—

(2,309)

—

(2,309)

(2,305)

—

(2,305)

(51,995)

—

(51,995)

—
(2,305)

—

—

(51,995)

2,124,052

(549,638)

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF
THESE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
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EXTRACTION OIL & GAS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
(Unaudited)
For the Three Months Ended March 31,
2019

2018

Cash flows from operating activities:
Net loss

$

(94,032)

$

(51,995)

Reconciliation of net loss to net cash provided by operating activities:
Depletion, depreciation, amortization and accretion

118,770

96,207

Abandonment and impairment of unproved properties

3,893

3,923

Impairment of long lived assets

8,248

—

Gain on sale of oil and gas properties
Gain on repurchase of 2026 Senior Notes

(222)

—

(7,317)

—

Amortization of debt issuance costs

1,498

10,442

Non-cash lease expense

2,486

—

Deferred rent
Commodity derivatives loss
Settlements on commodity derivatives
Premiums paid on commodity derivatives
Earnings in unconsolidated subsidiaries
Distributions from unconsolidated subsidiaries
Make-whole premium expense on 2021 Senior Notes

—

785

122,091

50,328

(3,538)
—
(338)
1,751
—

(22,293)
(12,117)
(339)
339
35,600

Deferred income tax benefit

(29,000)

(14,100)

Stock-based compensation

13,008

15,721

11,908

(15,351)

2,981

1,627

Changes in current assets and liabilities:
Accounts receivable—trade
Accounts receivable—oil, natural gas and NGL sales
Inventory and prepaid expenses

136

(353)

Accounts payable and accrued liabilities

(10,638)

(24,046)

Revenue payable

(21,506)

26,660

Production taxes payable

22,919

24,845

Accrued interest payable

(4,429)

(4,702)

Asset retirement expenditures

(4,558)

Net cash provided by operating activities

(1,927)

134,111

119,254

(188,027)

(258,069)

Cash flows from investing activities:
Oil and gas property additions
Sale of oil and gas properties
Gathering systems and facilities additions

16,521

—

(49,175)

(5,996)

Other property and equipment additions

(8,213)

(1,157)

Investment in unconsolidated subsidiaries

(4,929)

—

1,448

137

Distributions from unconsolidated subsidiary, return of capital
Net cash (used in) provided by investing activities

(232,375)

(265,085)

Borrowings under credit facility

65,000

245,000

Repayments under credit facility

(25,000)

(235,000)

Cash flows from financing activities:

Proceeds from the issuance of 2026 Senior Notes

—

739,664

Repayments of 2021 Senior Notes

—

(550,000)

Make-whole premium paid on 2021 Senior Notes

—

(35,600)

Cash paid for repurchase of 2026 Senior Notes

(28,460)

—

Preferred Unit issuance costs

(10)

Repurchase of common stock

(32,212)

(2,309)

(454)

(2,305)

(2,721)

(2,721)

(94)

(2,303)

Payment of employee payroll withholding taxes
Dividends on Series A Preferred Stock
Debt and equity issuance costs
Net cash (used in) provided by financing activities

—

(23,951)

154,426

Increase (decrease) in cash, cash equivalents and restricted cash

(122,215)

8,595

Cash, cash equivalents and restricted cash at beginning of period

234,986

6,768

Cash, cash equivalents and restricted cash at end of the period

$

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF
THESE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
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Supplemental cash flow information:
Property and equipment included in accounts payable and accrued liabilities

$

143,168

$

137,443

Cash paid for interest

$

25,265

$

24,534

Accretion of beneficial conversion feature of Series A Preferred Stock

$

1,596

$

1,438

Preferred Units commitment fees and dividends paid-in-kind

$

3,975

$

—

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF
THESE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
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EXTRACTION OIL & GAS, INC.
NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Note 1—Business and Organization
Extraction Oil & Gas, Inc. (the “Company” or “Extraction”) is an independent oil and gas company focused on the acquisition, development and
production of oil, natural gas and NGL reserves in the Rocky Mountain region, primarily in the Wattenberg Field of the Denver-Julesburg Basin (the “DJ
Basin”) of Colorado. The Company and its subsidiaries are focused on the acquisition, development and production of oil, natural gas and NGL reserves in
the Rocky Mountain region, as well as the design and support of midstream assets to gather and process crude oil and gas production focused in the DJ Basin
of Colorado. Extraction is a public company listed for trading on the NASDAQ Global Select Market under the symbol "XOG".
Elevation Midstream, LLC (“Elevation”), a Delaware limited liability company and an unrestricted subsidiary of the Company, is focused on the
construction of gathering systems and facilities operations to serve the development of acreage in the Company’s Hawkeye and Southwest Wattenberg areas.
Midstream assets of Elevation are represented as the gathering systems and facilities line item within the condensed consolidated balance sheets. As of
March 31, 2019, these gathering systems and facilities operations are not in service, therefore, there are no associated revenues for the three months then
ended.
On November 19, 2018, the Company announced the Board of Directors had authorized a program to repurchase up to $100.0 million of the
Company's common stock ("Stock Repurchase Program"). On April 1, 2019, the Company announced the Board of Directors had authorized an extension and
increase in its ongoing Stock Repurchase Program ("Extended Stock Repurchase Program"). The Company had purchased approximately 13.0 million shares
of its common stock for $63.2 million under the Stock Repurchase Program, prior to the Extended Stock Repurchase Program. The Company is authorized to
repurchase an incremental $100.0 million in common stock from the date of the Extended Stock Repurchase Program, bringing the total amount authorized to
be repurchased to approximately $163.2 million. The Company's Stock Repurchase Program does not obligate it to acquire any specific number of shares and
will expire on December 31, 2019. The Company intends to conduct any open market stock repurchase activities in compliance with the safe harbor
provisions of Rule 10b-18 of the Securities Exchange Act of 1934, as amended (the "Exchange Act"). During the three months ended March 31, 2019, the
Company repurchased approximately 7.7 million shares of its common stock for $31.5 million. Subsequent to March 31, 2019 through the date of this filing,
the Company repurchased approximately 1.3 million additional shares of its common stock for $5.5 million.
Note 2—Basis of Presentation, Significant Accounting Policies and Recent Accounting Pronouncements
Basis of Presentation
The unaudited condensed consolidated financial statements include the accounts of the Company, including its wholly owned subsidiaries. All
significant intercompany balances and transactions have been eliminated in consolidation. The financial statements included herein were prepared from the
records of the Company in accordance with generally accepted accounting principles in the United States (“GAAP”) and the Securities and Exchange
Commission rules and regulation for interim financial reporting. In the opinion of management, all adjustments, consisting primarily of normal recurring
accruals that are considered necessary for a fair statement of the condensed consolidated financial information, have been included. However, operating
results for the period presented are not necessarily indicative of the results that may be expected for a full year. Interim condensed consolidated financial
statements and the year-end balance sheet do not include all of the information and notes required by GAAP for audited annual consolidated financial
statements. These unaudited condensed consolidated financial statements should be read in conjunction with the Company’s audited consolidated financial
statements and notes included in the Company’s Annual Report.
Significant Accounting Policies
The significant accounting policies followed by the Company are set forth in Note 2 to the Company’s consolidated financial statements in its
Annual Report and are supplemented by the notes to the unaudited condensed consolidated financial statements in this report. These unaudited condensed
consolidated financial statements should be read in conjunction with the consolidated financial statements and notes included in the Company’s Annual
Report.
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Leases
The Company accounts for leases in accordance with Accounting Standards Codification ("ASC") 842, Leases, which it adopted on January 1, 2019,
applying the modified retrospective transition approach as of the effective date of adoption (see "Recent Accounting Pronouncements" for impacts of
adoption).
The Company enters into operating leases for certain drilling equipment, completions equipment, equipment ancillary to drilling and completions,
office facilities, compressors and office equipment. Under ASC 842, a contract is or contains a lease when (i) the contract contains an explicitly or implicitly
identified asset and (ii) the customer obtains substantially all of the economic benefits from the use of that underlying asset and directs how and for what
purpose the asset is used during the term of the contract in exchange for consideration. The Company assess whether an arrangement is or contains a lease at
inception of the contract. All leases (operating leases), other than those that qualify for the short-term recognition exemption, are recognized as of the lease
commencement date on the balance sheet as a liability for its obligation related to the lease and a corresponding asset representing its right to use the
underlying asset over the period of use.
The Company's leases have remaining terms up to nine years. Certain of our lease agreements contain options to extend or early terminate the
agreement. The lease term used to calculate the lease asset and liability at commencement includes options to extend or terminate the lease when it is
reasonably certain that we will exercise that option. When determining whether it is reasonably certain that the Company will exercise an option at
commencement, it considers various economic factors, including capital expenditure strategies, the nature, length, and underlying terms of the agreement, as
well as the uncertainty of the condition of leased equipment at the end of the lease term. Based on these determinations, the Company generally determines
that the exercise of renewal options would not be reasonably certain in determining the expected lease term for leases, other than certain operating compressor
leases.
The discount rate used to calculate the present value of the future minimum lease payments is the rate implicit in the lease, when readily
determinable. As the Company's leases generally do not provide an implicit rate, the Company uses its incremental borrowing rate based on its revolving
credit facility, which includes consideration of the nature, term, and geographic location of the leased asset.
Certain of the Company's leases include variable lease payments, including payments that depend on an index or rate, as well as variable payments
for items such as property taxes, insurance, maintenance, and other operating expenses associated with leased assets. Payments that vary based on an index or
rate are included in the measurement of the Company's lease assets and liabilities at the rate as of the commencement date. All other variable lease payments
are excluded from the measurement of the Company's lease assets and liabilities and are recognized in the period in which the obligation for those payments
is incurred. The Company's lease agreements do not contain any material residual value guarantees or material restrictive covenants.
The Company has elected, for all classes of underlying assets, to not apply the balance sheet recognition requirements of ASC 842 to leases with a
term of one year or less, and instead, recognize the lease payments in the unaudited condensed consolidated statements of operations on a straight-line basis
over the lease term. The Company has also made the election, for its certain drilling equipment, completions equipment, equipment ancillary to drilling and
completions, compressors and office equipment classes of underlying assets, to account for lease and non-lease components in a contract as a single lease
component.
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For the three months ended March 31, 2019, lease costs, which represent the straight-line lease expense of right-of-use ("ROU") assets and shortterm leases, were as follows (in thousands):
Three Months
Ended March 31,
2019
Lease Costs included in the Condensed Consolidated Balance Sheets
Proved oil and gas properties, including drilling, completions and ancillary equipment (1)

$

57,200

$

5,792

Lease Costs included in the Condensed Consolidated Statements of Operations
Lease operating expenses (2)
General and administrative expenses (3)

804

Total operating lease costs

6,596
$

Total lease costs

63,796

(1) Represents short-term lease capital expenditures related to drilling rigs, completions equipment and other equipment ancillary to the drilling and
completion of wells.
(2) Includes $2.1 million of lease costs and $0.1 million of variable costs associated with operating leases.
(3) Includes $0.4 million of lease costs and $0.3 million of variable costs associated with operating leases, as well as $0.1 million of sublease income.
Supplemental cash flow information related to operating leases for the three months ended March 31, 2019, was as follows (in thousands):
Three Months
Ended March 31,
2019
Cash paid for amounts included in the measurements of lease liabilities
Operating cash flows from operating leases

$

(2,852)

Right-of-use assets obtained in exchange for lease obligations
Operating leases

$

283

Supplemental balance sheet information related to operating leases as of March 31, 2019, were as follows (in thousands, except lease term and
discount rate):
As of March 31,
2019

Classification
Operating Leases
Operating lease right-of-use assets

Other non-current assets

Current operating lease liabilities

Accounts payable and accrued liabilities

Non-current operating lease liabilities

Other non-current liabilities

Total operating lease liabilities

$

23,877
9,987
19,628

$

29,615

Weighted Average Remaining Lease Term in Years
Operating Leases

5.8

Weighted Average Discount Rate
Operating Leases

4.7%
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As of March 31, 2019, the Company had an insignificant amount of additional operating leases that have not yet commenced, of which none
included involvement with the construction or design of the underlying asset.
Recent Accounting Pronouncements
In February 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) No. 2016-02, which requires
lessee recognition on the balance sheet of a right of use asset and a lease liability, initially measured at the present value of the lease payments. It further
requires recognition in the income statement of a single lease cost, calculated so that the cost of the lease is allocated over the lease term on a generally
straight-line basis. Finally, it requires classification of all cash payments within operating activities in the statements of cash flows. It is effective for fiscal
years commencing after December 15, 2018. The FASB subsequently issued ASU No. 2017-13, ASU No. 2018-01, ASU No. 2018-10, ASU No. 2018-11 and
ASU No. 2019-01, which provided additional implementation guidance. The Company adopted the accounting standard using a modified retrospective
transition approach, which applies the provisions of the new guidance at the effective date without adjusting the comparative periods presented. The Company
has elected the package of practical expedients permitted under the transition guidance with the new standard, which among other things, requires no
reassessment of whether existing contracts are or contain leases as well as no reassessment of lease classification for existing leases upon adoption. The
Company has also elected the optional practical expedient permitted under the transition guidance within the new standard related to land easements that
allows it to carry forward its current accounting treatment for land easements on existing agreements upon adoption. The Company made an accounting
policy election to keep leases with an initial term of twelve months or less off of the consolidated balance sheet.
The adoption of this guidance resulted in the recognition of right-of-use ("ROU") assets of approximately $26.3 million, and current and non-current
lease liabilities for operating leases of approximately $10.1 million and $21.1 million, respectively, as of January 1, 2019, including immaterial
reclassifications of prepaid rent, deferred rent and lease incentive liability balances. The adoption of this guidance did not have a material impact to the
Company's cash flows from operating, investing, or financing activities.
In August 2018, the FASB issued Accounting Standards Update ASU No. 2018-13, which improves the disclosure requirements on fair value
measurements. For public entities, the new guidance is effective for fiscal years beginning after December 15, 2019, including interim reporting periods
within that reporting period. The Company is currently evaluating this new standard to determine the potential impact to its financial statements and related
disclosures.
Other than as disclosed above or in the Company’s Annual Report, there are no other accounting standards applicable to the Company that would
have a material effect on the Company’s consolidated financial statements and related disclosures that have been issued but not yet adopted by the Company
through the date of this filing.
Note 3—Acquisitions and Divestitures
March 2019 Divestiture
On March 27, 2019, the Company completed the sale of its interests in approximately 5,000 net acres of leasehold and producing properties for
aggregate sales proceeds of approximately $22.4 million. The effective date for the March 2019 Divestiture was July 1, 2018 with purchase price adjustments
calculated as of the closing date of $5.9 million, resulting in net proceeds of $16.5 million. No gain or loss was recognized for the March 2019 Divestiture.
The Company continues to explore divestitures, as part of our ongoing initiative to divest of non-strategic assets.
December 2018 Divestitures
In December 2018, the Company completed various sales of its interests in approximately 31,200 net acres of leasehold and primarily non-producing
properties, for aggregate sales proceeds of approximately $8.5 million, subject to customary purchase price adjustments, and recognized a loss of $6.1 million
for the year ended December 31, 2018.
August 2018 Divestiture
On August 3, 2018, Elevation received proceeds of $83.6 million and recognized a gain of $83.6 million for the year ended December 31, 2018,
upon the sale of assets of DJ Holdings, LLC, a subsidiary of Discovery Midstream Partners, LP, of which Elevation held a 10% membership interest. The
Company acquired its interest in exchange for the contribution of an acreage dedication, which is considered a nonfinancial asset.
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April 2018 Divestitures
In April 2018, the Company completed various sales of its interests in approximately 15,100 net acres of leasehold and primarily non-producing
properties for aggregate sales proceeds of approximately $72.3 million and recognized a gain of $59.3 million for the year ended December 31, 2018.
April 2018 Acquisition
On April 19, 2018, the Company acquired an unaffiliated oil and gas company's interest in approximately 1,000 net acres of non-producing leasehold
primarily located in Arapahoe County, Colorado, (the "April 2018 Acquisition"). Upon closing the seller received approximately $9.4 million in cash. This
transaction has been accounted for as an asset acquisition. The acquisition provided new development opportunities in the Core DJ Basin.
January 2018 Acquisition
On January 8, 2018, the Company acquired an unaffiliated oil and gas company's interest in approximately 1,200 net acres of non-producing
leasehold located in Arapahoe County, Colorado, (the "January 2018 Acquisition"). Upon closing the seller received approximately $11.6 million in cash.
This transaction has been accounted for as an asset acquisition. The acquisition provided new development opportunities in the Core DJ Basin.
Note 4—Long‑Term Debt
As of the dates indicated, the Company’s long‑term debt consisted of the following (in thousands):
March 31,
2019

Credit facility due August 16, 2022 (or an earlier time as set forth in the credit facility)

$

December 31,
2018

325,000

$

285,000

2024 Senior Notes due May 15, 2024

400,000

400,000

2026 Senior Notes due February 1, 2026

714,223

750,000

Unamortized debt issuance costs on Senior Notes

(16,253)

(17,341)

Total long-term debt

1,422,970

Less: current portion of long-term debt

1,417,659

—
$

Total long-term debt, net of current portion

1,422,970

—
$

1,417,659

Credit Facility
In August 2017, the Company entered into an amendment and restatement of its existing credit facility (prior to amendment and restatement, the
"Prior Credit Facility"), to provide aggregate commitments of $1.5 billion with a syndicate of banks, which is subject to a borrowing base. The credit facility
matures on the earlier of (a) August 16, 2022, (b) April 15, 2021, if (and only if) (i) the Series A Preferred Stock of the Company (the "Series A Preferred
Stock") have not been converted into common equity or redeemed prior to April 15, 2021, and (ii) prior to April 15, 2021, the maturity date of the Series A
Preferred Stock has not been extended to a date that is no earlier than six months after August 16, 2022 or (c) the earlier termination in whole of the
commitments. No principal payments are generally required until the credit agreement matures or in the event that the borrowing base falls below the
outstanding balance.
In January 2019, the Company amended its revolving credit facility to permit prepayments and redemptions of its unsecured bonds, subject to certain
term, conditions and financial thresholds.
As of March 31, 2019, the credit facility was subject to a borrowing base of $1.2 billion, subject to current elected commitments of $650.0 million.
As of March 31, 2019 and December 31, 2018, the Company had outstanding borrowings of $325.0 million and $285.0 million, respectively. As of March 31,
2019 and December 31, 2018, the Company had standby letters of credit of $35.7 million, which reduces the availability of the undrawn borrowing base. At
March 31, 2019, the undrawn balance under the credit facility was $325.0 million. As of the date of this filing, the Company has $375.0 million borrowings
outstanding under the credit facility.
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The amount available to be borrowed under the Company's revolving credit facility is subject to a borrowing base that is redetermined semiannually
on each May 1 and November 1, and will depend on the volumes of the Company's proved oil and gas reserves and estimated cash flows from these reserves
and other information deemed relevant by the administrative agent under the Company's revolving credit facility.
Interest on the credit facility is payable at one of the following two variable rates as selected by the Company: a base rate based on the Prime Rate or
the Eurodollar rate, based on LIBOR. Either rate is adjusted upward by an applicable margin, based on the utilization percentage of the facility as outlined in
the pricing grid below. Additionally, the credit facility provides for a commitment fee of 0.375% to 0.50%, depending on borrowing base usage. The grid
below shows the Base Rate Margin and Eurodollar Margin depending on the applicable Borrowing Base Utilization Percentage (as defined in the credit
facility) as of the date of this filing:
Borrowing Base Utilization Grid
Borrowing Base Utilization Percentage

Utilization

Eurodollar
Margin

Base Rate
Margin

Commitment
Fee Rate

Level 1

< 25%

1.50%

0.50%

0.375%

Level 2

≥ 25% < 50%

1.75%

0.75%

0.375%

Level 3

≥ 50% < 75%

2.00%

1.00%

0.500%

Level 4

≥ 75% < 90%

2.25%

1.25%

0.500%

Level 5

≥ 90%

2.50%

1.50%

0.500%

The credit facility contains representations, warranties, covenants, conditions and defaults customary for transactions of this type, including but not
limited to: (i) limitations on liens and incurrence of debt covenants; (ii) limitations on dividends, distributions, redemptions and restricted payments
covenants; (iii) limitations on investments, loans and advances covenants; and (iv) limitations on the sale of property, mergers, consolidations and other
similar transactions covenants. Additionally, the credit facility limits the Company entering into hedges in excess of 85% of its anticipated production
volumes.
The credit facility also contains financial covenants requiring the Company to comply with a current ratio of its consolidated current assets (includes
availability under the revolving credit facility and unrestricted cash and excludes derivative assets) to its consolidated current liabilities (excludes obligations
under the revolving credit facility, senior notes and certain derivative liabilities), of not less than 1.0 to 1.0 and to maintain, on the last day of each quarter, a
ratio of consolidated debt less cash balances to its consolidated EBITDAX (EBITDAX is defined as net income adjusted for certain cash and non-cash items
including DD&A, exploration expense, gains/losses on derivative instruments, amortization of certain debt issuance costs, non-cash compensation expense,
interest expense and prepayment premiums on extinguishment of debt) for the four fiscal quarter period most recently ended, of not greater than 4.0:1.0. The
Company was in compliance with all financial covenants under the credit facility as of March 31, 2019 and through the filing of this report.
Any borrowings under the credit facility are collateralized by substantially all of the assets of the Company and certain of its subsidiaries, including
oil and gas properties, personal property and the equity interests of those subsidiaries. The Company has entered into oil and natural gas hedging transactions
with several counterparties that are also lenders under the credit facility. The Company’s obligations under these hedging contracts are secured by the
collateral securing the credit facility. Elevation is a separate entity and the assets and credit of Elevation are not available to satisfy the debts and other
obligations of the Company or its other subsidiaries. As of March 31, 2019, $90.9 million of cash was held by Elevation and is earmarked for construction of
pipeline infrastructure to serve the development of acreage in its Hawkeye and Southwest Wattenberg areas.
2021 Senior Notes
In July 2016, the Company issued at par $550.0 million principal amount of 7.875% Senior Notes due July 15, 2021 (the “2021 Senior Notes” and
the offering, the “2021 Senior Notes Offering”). The 2021 Senior Notes bore an annual interest rate of 7.875%. The interest on the 2021 Senior Notes was
payable on January 15 and July 15 of each year commencing on January 15, 2017. The Company received net proceeds of approximately $537.2 million after
deducting discounts and fees.
Concurrent with the 2026 Senior Notes Offering (as defined below), the Company commenced a cash tender offer to purchase any and all of its 2021
Senior Notes. On January 24, 2018, the Company received approximately $500.6 million aggregate principal amount of the 2021 Senior Notes which were
validly tendered (and not validly withdrawn). As a result, on January 25, 2018, the Company made a cash payment of approximately $534.2 million, which
includes a principal of
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approximately $500.6 million, a make-whole premium of approximately $32.6 million and accrued and unpaid interest of approximately $1.0 million.
On February 17, 2018, the Company redeemed approximately $49.4 million aggregate principal amount of the 2021 Senior Notes that remained
outstanding after the Tender Offer and made a cash payment of approximately $52.7 million to the remaining holders of the 2021 Senior Notes, which
included a make-whole premium of $3.0 million and accrued and unpaid interest of approximately $0.3 million.
2024 Senior Notes
In August 2017, the Company issued at par $400.0 million principal amount of 7.375% Senior Notes due May 15, 2024 (the “2024 Senior Notes”
and the offering, the “2024 Senior Notes Offering”). The 2024 Senior Notes bear an annual interest rate of 7.375%. The interest on the 2024 Senior Notes is
payable on May 15 and November 15 of each year which commenced on November 15, 2017. The Company received net proceeds of approximately $392.6
million after deducting fees.
The Company's 2024 Senior Notes are its senior unsecured obligations and rank equally in right of payment with all of its other senior indebtedness
and senior to any of its subordinated indebtedness. The Company's 2024 Senior Notes are fully and unconditionally guaranteed on a senior unsecured basis by
certain of the Company's current subsidiaries and by certain future restricted subsidiaries that guarantees its indebtedness under a credit facility (the “2024
Senior Note Guarantors”). The notes are effectively subordinated to all of the Company's secured indebtedness (including all borrowings and other
obligations under its revolving credit facility) to the extent of the value of the collateral securing such indebtedness, and structurally subordinated in right of
payment to all existing and future indebtedness and other liabilities (including trade payables) of any of its future subsidiaries that do not guarantee the notes.
The 2024 Senior Notes also contain affirmative and negative covenants that, among other things, limit the Company's and the Guarantors' ability to
make investments; declare or pay any dividend or make any other payment to holders of the Company’s or any of its Guarantors’ equity interests; repurchase
or redeem any equity interests of the Company; repurchase or redeem subordinated indebtedness; incur additional indebtedness or issue preferred stock;
create liens; sell assets; enter into agreements that restrict dividends or other payments by restricted subsidiaries; consolidate, merge or transfer all or
substantially all of the assets of the Company; engage in transactions with the Company's affiliates; engage in any business other than the oil and gas
business; and create unrestricted subsidiaries. The indenture governing the 2024 Senior Notes (the “2024 Senior Notes Indenture”) also contains customary
events of default. Upon the occurrence of events of default arising from certain events of bankruptcy or insolvency, the 2024 Senior Notes shall become due
and payable immediately without any declaration or other act of the trustee or the holders of the 2024 Senior Notes. Upon the occurrence of certain other
events of default, the trustee or the holders of at least 25% in aggregate principal amount of the then outstanding 2024 Senior Notes may declare all
outstanding 2024 Senior Notes to be due and payable immediately.
2026 Senior Notes
In January 2018, the Company issued at par $750.0 million principal amount of 5.625% Senior Notes due February 1, 2026 (the “2026 Senior Notes”
and the offering, the “2026 Senior Notes Offering”). The 2026 Senior Notes bear an annual interest rate of 5.625%. The interest on the 2026 Senior Notes is
payable on February 1 and August 1 of each year commencing on August 1, 2018. The Company received net proceeds of approximately $737.9 million after
deducting fees. The Company used $534.2 million of the net proceeds from the 2026 Senior Notes Offering to fund the tender offer for its 2021 Senior Notes,
$52.7 million to redeem any 2021 Senior Notes not tendered and the remainder for general corporate purposes.
The Company's 2026 Senior Notes are the Company's senior unsecured obligations and rank equally in right of payment with all of the Company's
other senior indebtedness and senior to any of the Company's subordinated indebtedness. The Company's 2026 Senior Notes are fully and unconditionally
guaranteed on a senior unsecured basis by certain of the Company's current subsidiaries and by certain future restricted subsidiaries that guarantee the
Company's indebtedness under a credit facility. The 2026 Senior Notes are effectively subordinated to all of the Company's secured indebtedness (including
all borrowings and other obligations under the Company's revolving credit facility) to the extent of the value of the collateral securing such indebtedness, and
structurally subordinated in right of payment to all existing and future indebtedness and other liabilities (including trade payables) of certain of the Company's
future restricted subsidiaries that do not guarantee the 2026 Senior Notes.
The 2026 Senior Notes also contain affirmative and negative covenants that, among other things, limit the Company’s and the Guarantors’ ability to
make investments; declare or pay any dividend or make any other payment to holders of the
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Company’s or any of its Guarantors’ equity interests; repurchase or redeem any equity interests of the Company; repurchase or redeem subordinated
indebtedness; incur additional indebtedness or issue preferred stock; create liens; sell assets; enter into agreements that restrict dividends or other payments by
restricted subsidiaries; consolidate, merge or transfer all or substantially all of the assets of the Company; engage in transactions with the Company’s
affiliates; engage in any business other than the oil and gas business; and create unrestricted subsidiaries. The indenture governing the 2026 Senior Notes (the
“2026 Senior Notes Indenture”) also contains customary events of default. Upon the occurrence of events of default arising from certain events of bankruptcy
or insolvency, the 2026 Senior Notes shall become due and payable immediately without any declaration or other act of the trustee or the holders of the 2026
Senior Notes. Upon the occurrence of certain other events of default, the trustee or the holders of at least 25% in aggregate principal amount of the then
outstanding 2026 Senior Notes may declare all outstanding 2026 Senior Notes to be due and payable immediately.
Debt Issuance Costs
As of March 31, 2019, the Company had debt issuance costs, net of accumulated amortization, of $3.0 million related to its credit facility which has
been reflected on the Company’s balance sheet within the line item other non‑current assets. As of March 31, 2019, the Company had debt issuance costs, net
of accumulated amortization, of $16.3 million related to its 2024 and 2026 Senior Notes (collectively, the "Senior Notes") which has been reflected on the
Company's consolidated balance sheet within the line item Senior Notes, net of unamortized debt issuance costs. Debt issuance costs include origination,
legal, engineering and other fees incurred in connection with the Company’s credit facility and Senior Notes. For the three months ended March 31, 2019, the
Company recorded amortization expense related to debt issuance costs of $1.5 million as compared to $10.4 million for the three months ended March 31,
2018. Debt issuance costs for the three months ended March 31, 2018 included $9.4 million of acceleration of amortization expense upon the repayment of
the Company's 2021 Senior Notes. The repayment of the Company's 2021 Senior Notes had no impact to amortization expense for the three months ended
March 31, 2019.
Interest Incurred on Long‑Term Debt
For the three months ended March 31, 2019, the Company incurred interest expense on long‑term debt of $20.8 million as compared to $19.9 million
for the three months ended March 31, 2018. For the three months ended March 31, 2019, the Company capitalized interest expense on long term debt of $2.0
million as compared to $2.6 million for the three months ended March 31, 2018, which has been reflected in the Company’s condensed consolidated financial
statements. Also included in interest expense for the three months ended March 31, 2018 was a make-whole premium of $35.6 million related to the
Company's repayment of its 2021 Senior Notes in January and February 2018. The repayment of the Company's 2021 Senior Notes had no impact to interest
expense for the three months ended March 31, 2019.
Senior Note Repurchase Program
On January 4, 2019, the Board of Directors authorized a program, subject to the amendment to the Company's revolving credit facility, to repurchase
up to $100.0 million of the Company’s Senior Notes. The Company’s Senior Notes Repurchase Program does not obligate it to acquire any specific nominal
amount of Senior Notes. For the three months ended March 31, 2019, the Company repurchased 2026 Senior Notes with a nominal value of $35.8 million for
$28.5 million in connection with the Senior Notes Repurchase Program. Interest expense for the three months ended March 31, 2019 included $7.3 million of
gain on debt repurchase, related to the Company's Senior Note Repurchase Program. The Senior Note Repurchase Program had no impact to interest expense
for three months ended March 31, 2018. Subsequent to March 31, 2019 through the date of this filing, the Company repurchased 2026 Senior Notes with a
nominal value of $11.0 million for $8.4 million in connection with the Senior Notes Repurchase Program.
Note 5—Commodity Derivative Instruments
The Company has entered into commodity derivative instruments, as described below. The Company has utilized swaps, put options and call options
to reduce the effect of price changes on a portion of the Company’s future oil and natural gas production.
A swap has an established fixed price. When the settlement price is below the fixed price, the counterparty pays the Company an amount equal to the
difference between the settlement price and the fixed price multiplied by the hedged contract volume. When the settlement price is above the fixed price, the
Company pays its counterparty an amount equal to the difference between the settlement price and the fixed price multiplied by the hedged contract volume.
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A put option has an established floor price. The buyer of the put option pays the seller a premium to enter into the put option. When the settlement
price is below the floor price, the seller pays the buyer an amount equal to the difference between the settlement price and the strike price multiplied by the
hedged contract volume. When the settlement price is above the floor price, the put option expires worthless. Some of the Company’s purchased put options
have deferred premiums. For the deferred premium puts, the Company agrees to pay a premium to the counterparty at the time of settlement.
A call option has an established ceiling price. The buyer of the call option pays the seller a premium to enter into the call option. When the
settlement price is above the ceiling price, the seller pays the buyer an amount equal to the difference between the settlement price and the strike price
multiplied by the hedged contract volume. When the settlement price is below the ceiling price, the call option expires worthless.
The Company combines swaps, purchased put options, purchased call options, sold put options and sold call options in order to achieve various
hedging strategies. Some examples of the Company’s hedging strategies are collars which include purchased put options and sold call options, three-way
collars which include purchased put options, sold put options and sold call options, and enhanced swaps, which include either sold put options or sold call
options with the associated premiums rolled into an enhanced fixed price swap.
The objective of the Company’s use of commodity derivative instruments is to achieve more predictable cash flows in an environment of volatile oil
and gas prices and to manage its exposure to commodity price risk. While the use of these commodity derivative instruments limits the downside risk of
adverse price movements, such use may also limit the Company’s ability to benefit from favorable price movements. The Company may, from time to time,
add incremental derivatives to hedge additional production, restructure existing derivative contracts or enter into new transactions to modify the terms of
current contracts in order to realize the current value of the Company’s existing positions. The Company does not enter into derivative contracts for
speculative purposes.
The use of derivatives involves the risk that the counterparties to such instruments will be unable to meet the financial terms of such contracts. The
Company’s derivative contracts are currently with eleven counterparties. The Company has netting arrangements with the counterparties that provide for the
offset of payables against receivables from separate derivative arrangements with the counterparties in the event of contract termination. The derivative
contracts may be terminated by a non-defaulting party in the event of default by one of the parties to the agreement. There are no credit risk related contingent
features or circumstances in which the features could be triggered in derivative instruments that are in a net liability position at the end of the reporting period.
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The Company’s commodity derivative contracts as of March 31, 2019 are summarized below:
2019

2020

2021

NYMEX WTI Crude Swaps:
Notional volume (Bbl)

5,550,000

Weighted average fixed price ($/Bbl)

$

55.69

2,400,000
$

60.01

—
$

—

NYMEX WTI Crude Purchased Puts:
Notional volume (Bbl)

4,200,000

Weighted average purchased put price ($/Bbl)

$

53.34

8,100,000
$

54.30

1,200,000
$

55.00

NYMEX WTI Crude Sold Calls:
Notional volume (Bbl)

4,200,000

Weighted average sold call price ($/Bbl)

$

61.68

8,100,000
$

61.75

1,200,000
$

63.05

NYMEX WTI Crude Sold Puts:
Notional volume (Bbl)

6,175,000

Weighted average sold put price ($/Bbl)

$

41.45

10,500,000
$

42.51

1,200,000
$

43.00

NYMEX HH Natural Gas Swaps:
Notional volume (MMBtu)

27,000,000

Weighted average fixed price ($/MMBtu)

$

2.75

11,400,000
$

2.74

—
$

—

NYMEX HH Natural Gas Purchased Puts:
Notional volume (MMBtu)

—

Weighted average purchased put price ($/MMBtu)

$

—

600,000
$

2.90

—
$

—

NYMEX HH Natural Gas Sold Calls:
Notional volume (MMBtu)

—

Weighted average sold call price ($/MMBtu)

$

—

600,000
$

—

3.48

$

—

21,600,000

$

—

CIG Basis Gas Swaps:
Notional volume (MMBtu)

28,800,000

Weighted average fixed basis price ($/MMBtu)

$

18

(0.74)

$

(0.62)

—
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The following tables detail the fair value of the Company’s derivative instruments, including the gross amounts and adjustments made to net the
derivative instruments for the presentation in the condensed consolidated balance sheets (in thousands):
As of March 31, 2019
Gross Amounts of
Recognized Assets and
Liabilities

Location on Balance Sheet

Current assets (4)

$

Non-current assets
Current liabilities (4)
Non-current liabilities

Gross Amounts Offsets
in the Balance Sheet(1)

Net Amounts of Assets
and Liabilities Presented
in the Balance Sheet

42,708

$

(42,482)

$

$

44,196

$

(43,808)

$

$

(91,840)

$

42,482

$

(49,358)

$

(49,684)

$

43,808

$

(5,876)

Gross Amounts not
Offset in the Balance
Sheet(2)

226

$

388

Net Amounts(3)

(388)

$

$

—

$

$

388

$

$

—

$

226
—
(54,846)
—

As of December 31, 2018
Gross Amounts of
Recognized Assets and
Liabilities

Location on Balance Sheet

Current assets

(5)

Non-current assets
Current liabilities

(5)

Non-current liabilities

Gross Amounts Offsets
in the Balance Sheet(1)

Net Amounts of Assets
and Liabilities Presented
in the Balance Sheet

Gross Amounts not
Offset in the Balance
Sheet(2)

Net Amounts(3)

$

115,852

$

(66,945)

$

48,907

$

(192)

$

57,147

$

17,217

$

(8,785)

$

8,432

$

—

$

—

$

(67,141)

$

66,945

$

(196)

$

192

$

(4)

$

(8,785)

$

8,785

$

—

$

—

$

—

(1) Agreements are in place with all of the Company’s financial trading counterparties that allow for the financial right of offset for derivative assets and
derivative liabilities at settlement or in the event of a default under the agreements.
(2) Netting for balance sheet presentation is performed by current and non‑current classification. This adjustment represents amounts subject to an
enforceable master netting arrangement, which are not netted on the condensed consolidated balance sheets. There are no amounts of related financial
collateral received or pledged.
(3) Net amounts are not split by current and non‑current. All counterparties in a net asset position are shown in the current asset line item and all
counterparties in a net liability position are shown in the current liability line item.
(4) Gross current liabilities include a deferred premium liability of $5.6 million related to the Company's deferred premiums. Gross current assets include a
deferred premium asset of $0.8 million related to the Company's deferred premiums.
(5) Gross current liabilities include a deferred premium liability of $7.7 million related to the Company's deferred put premiums. Gross current assets include
a deferred premium asset of $0.8 million related to the Company's deferred put premiums.
The table below sets forth the commodity derivatives loss for the three months ended March 31, 2019 and 2018 (in thousands). Commodity
derivatives loss is included under the other income (expense) line item in the condensed consolidated statements of operations.
For the Three Months Ended March 31,
2019

Commodity derivatives loss

$

(122,091)

2018

$

(50,328)

Note 6—Asset Retirement Obligations
The Company follows accounting for asset retirement obligations in accordance with ASC 410, Asset Retirement and Environmental Obligations,
which requires that the fair value of a liability for an asset retirement obligation be recognized in the period in which it was incurred if a reasonable estimate
of fair value could be made. The Company’s asset retirement obligations primarily represent the estimated present value of the amounts expected to be
incurred to plug, abandon and remediate producing and shut‑in wells at the end of their productive lives in accordance with applicable local, state and federal
laws, and applicable lease terms. The Company determines the estimated fair value of its asset retirement obligations by calculating the present value of
estimated cash flows related to plugging and abandonment liabilities. The significant inputs used to calculate such liabilities include estimates of costs to be
incurred, the Company’s credit adjusted discount rates,
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inflation rates and estimated dates of abandonment. The asset retirement liability is accreted to its present value each period and the capitalized asset
retirement costs are depleted with proved oil and gas properties using the unit of production method.
The following table summarizes the activities of the Company’s asset retirement obligations for the period indicated (in thousands):
For the Three Months
Ended March 31, 2019

Balance beginning of period

$

69,791

Liabilities incurred or acquired

105

Liabilities settled

(4,983)

Revisions in estimated cash flows

3,895

Accretion expense

1,231
$

Balance end of period

70,039

Note 7—Fair Value Measurements
ASC 820, Fair Value Measurement and Disclosure, establishes a hierarchy for inputs used in measuring fair value that maximizes the use of
observable inputs and minimizes the use of unobservable inputs by requiring that the most observable inputs be used when available. Observable inputs are
inputs that market participants would use in pricing the asset or liability developed based on market data obtained from sources independent of the Company.
Unobservable inputs are inputs that reflect the Company’s assumptions of what market participants would use in pricing the asset or liability developed based
on the best information available in the circumstances. The hierarchy is broken down into three levels based on the reliability of the inputs as follows:
•

Level 1: Quoted prices are available in active markets for identical assets or liabilities;

•

Level 2: Quoted prices in active markets for similar assets and liabilities that are observable for the asset or liability;

•

Level 3: Unobservable pricing inputs that are generally less observable from objective sources, such as discounted cash flow models or
valuations.

The financial assets and liabilities are classified based on the lowest level of input that is significant to the fair value measurement. The Company’s
assessment of the significance of a particular input to the fair value measurement requires judgment and may affect the valuation of the fair value of assets
and liabilities and their placement within the fair value hierarchy levels. There were no transfers between levels during any periods presented below.
The following table presents the Company’s financial assets and liabilities that were accounted for at fair value on a recurring basis as of March 31,
2019 and December 31, 2018 by level within the fair value hierarchy (in thousands):
Fair Value Measurements at
March 31, 2019 Using
Level 1

Level 2

Level 3

Total

Financial Assets:
Commodity derivative assets

$

—

$

614

$

—

$

614

$

—

$

55,234

$

—

$

55,234

Financial Liabilities:
Commodity derivative liabilities
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Fair Value Measurements at
December 31, 2018 Using
Level 1

Level 2

Level 3

Total

Financial Assets:
Commodity derivative assets

$

—

$

57,339

$

—

$

57,339

$

—

$

196

$

—

$

196

Financial Liabilities:
Commodity derivative liabilities

The following methods and assumptions were used to estimate the fair value of the assets and liabilities in the table above:
Commodity Derivative Instruments
The Company determines its estimate of the fair value of derivative instruments using a market-based approach that takes into account several
factors, including quoted market prices in active markets, implied market volatility factors, quotes from third parties, the credit rating of each counterparty
and the Company’s own credit rating. In consideration of counterparty credit risk, the Company assessed the possibility of whether each counterparty to the
derivative would default by failing to make any contractually required payments. Additionally, the Company considers that it is of substantial credit quality
and has the financial resources and willingness to meet its potential repayment obligations associated with the derivative transactions. Derivative instruments
utilized by the Company consist of swaps, put options and call options. The oil and natural gas derivative markets are highly active. Although the Company’s
derivative instruments are valued using public indices, the instruments themselves are traded with third party counterparties and are not openly traded on an
exchange. As such, the Company has classified these instruments as Level 2.
Fair Value of Financial Instruments
The Company’s financial instruments consist primarily of cash and cash equivalents, accounts receivable, accounts payable, commodity derivative
instruments (discussed above) and long-term debt. The carrying values of cash and cash equivalents, accounts receivable and accounts payable are
representative of their fair values due to their short-term maturities. The carrying amount of the Company’s credit facility approximated fair value as it bears
interest at variable rates over the term of the loan. The fair values of the 2024 Senior Notes and 2026 Senior Notes were derived from available market data.
As such, the Company has classified the 2024 Senior Notes and 2026 Senior Notes as Level 2. Please refer to Note 4 - Long‑Term Debt for further
information. The Company’s policy is to recognize transfers between levels at the end of the period. This disclosure (in thousands) does not impact the
Company’s financial position, results of operations or cash flows.

At March 31, 2019
Carrying Amount

At December 31, 2018

Fair Value

Carrying Amount

Fair Value

Credit Facility

$

325,000

$

325,000

$

285,000

$

285,000

2024 Senior Notes(1)

$

394,099

$

335,000

$

393,866

$

330,000

2026 Senior Notes(2)

$

703,871

$

553,523

$

738,793

$

558,750

(1) The carrying amount of the 2024 Senior Notes includes unamortized debt issuance costs of $5.9 million and $6.1 million as of March 31, 2019 and
December 31, 2018, respectively.
(2) The carrying amount of the 2026 Senior Notes includes unamortized debt issuance costs of $10.4 million and $11.2 million unamortized debt issuance
costs as of March 31, 2019 and December 31, 2018, respectively.
Non‑Recurring Fair Value Measurements
The Company applies the provisions of the fair value measurement standard on a non-recurring basis to its non-financial assets and liabilities,
including proved property and goodwill. These assets and liabilities are not measured at fair value on a recurring basis, but are subject to fair value
adjustments when facts and circumstances arise that indicate a need for remeasurement.
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The Company utilizes fair value on a non-recurring basis to review its proved oil and gas properties for potential impairment when events and
circumstances indicate, and at least annually, a possible decline in the recoverability of the carrying value of such property. The Company uses an income
approach analysis based on the net discounted future cash flows of producing property. The future cash flows are based on Management’s estimates for the
future. Unobservable inputs include estimates of oil and gas production, as the case may be, from the Company’s reserve reports, commodity prices based on
the sales contract terms and forward price curves, operating and development costs and a discount rate based on a market-based weighted average cost of
capital (all of which are Level 3 inputs within the fair value hierarchy). For the three months ended March 31, 2019, the Company recognized $8.2 million in
impairment expense on its proved oil and gas properties related to impairment of assets in its northern field. The fair value did not exceed the Company's
carrying amount associated with its proved oil and gas properties in its northern field. No impairment expense was recognized for the three months ended
March 31, 2018 on proved oil and gas properties.
The Company’s other non-recurring fair value measurements include the purchase price allocations for the fair value of assets and liabilities acquired
through business combinations. The fair value of assets and liabilities acquired through business combinations is calculated using a discounted cash flow
approach using level 3 inputs. Cash flow estimates require forecasts and assumptions for many years into the future for a variety of factors, including riskadjusted oil and gas reserves, commodity prices, development costs and operating costs, based on market participant assumptions. The fair value of assets or
liabilities associated with purchase price allocations is on a non-recurring basis and is not measured in periods after initial recognition.
Note 8—Income Taxes
The Company computes an estimated annual effective rate each quarter based on the current and forecasted operating results. The income tax
expense or benefit associated with the interim period is computed using the most recent estimated annual effective rate applied to the year-to-date ordinary
income or loss, plus the tax effect of any significant discrete or infrequently occurring items recorded during the interim period. The computation of the
annual estimated effective tax rate at each interim period requires certain estimates and significant judgment including, but not limited to, the expected
operating income (loss) for the year, projections of the proportion of income earned and taxed in various jurisdictions, permanent differences and the
likelihood of recovering deferred tax assets generated in the current year. The accounting estimates used to compute the provision for income taxes may
change as new events occur, more experience is obtained, and additional information becomes known or as the tax environment changes.
The effective combined U.S. federal and state income tax rate for the three months ended March 31, 2019 was 23.6%. During the three months
ended March 31, 2019, the Company recognized income tax benefit of $29.0 million. The effective rate for the three months ended March 31, 2019 differs
from the statutory U.S. federal income tax rate of 21.0% primarily due to state income taxes and estimated permanent differences. The most significant
difference during the three months ended March 31, 2019 was a discrete item regarding the tax deficiency of the stock-based compensation compared to the
compensation recognized for financial reporting purposes. The Company anticipates the potential for increased periodic volatility in future effective tax rates
from the impact of stock-based compensation tax deductions as they are treated as discrete tax items.
Note 9—Stock‑Based Compensation
Extraction Long Term Incentive Plan
In October 2016, the Company’s board of directors adopted the Extraction Oil & Gas, Inc. 2016 Long Term Incentive Plan (the “2016 Plan” or
“LTIP”), pursuant to which employees, consultants and directors of the Company and its affiliates performing services for the Company are eligible to receive
awards. The 2016 Plan provides for the grant of stock options, stock appreciation rights, restricted stock, restricted stock units, bonus stock, dividend
equivalents, other stock-based awards, substitute awards, annual incentive awards and performance awards intended to align the interests of participants with
those of stockholders. The Company reserved 20.2 million shares of common stock for issuance pursuant to awards under the LTIP. Extraction has granted
awards under the LTIP to certain directors, officers and employees, including stock options, restricted stock units and performance stock awards.
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Restricted Stock Units
Restricted stock units granted under the LTIP (“RSUs”) generally vest over either a one or three-year service period, with 100% vesting in year one
or 25%, 25% and 50% of the units vesting in year one, two and three, respectively. Grant date fair value was determined based on the value of Extraction’s
common stock on the date of issuance. The Company assumed a forfeiture rate of zero as part of the grant date estimate of compensation cost.
The Company recorded $6.9 million of stock-based compensation costs related to RSUs for the three months ended March 31, 2019, as compared to
$6.0 million for the three months ended March 31, 2018. These costs were included in the condensed consolidated statements of operations within the general
and administrative expenses line item. As of March 31, 2019, there was $25.1 million of total unrecognized compensation cost related to the unvested RSUs
granted to certain directors, officers and employees that is expected to be recognized over a weighted average period of 1.1 years.
The following table summarizes the RSU activity from January 1, 2019 through March 31, 2019 and provides information for RSUs outstanding at
the dates indicated.
Weighted Average
Grant Date
Fair Value

Number of Shares

Non-vested RSUs at January 1, 2019
Granted
Forfeited
Vested
Non-vested RSUs at March 31, 2019

3,102,335

$

16.91

26,400

$

4.32

(10,825)

$

13.64

(345,334)

$

13.76

2,772,576

$

17.20

Stock Options
Expense on the stock options is recognized on a straight-line basis over the service period of the award less awards forfeited. The fair value of the
stock options was measured at the grant date using the Black-Scholes valuation model. The Company utilizes the "simplified" method to estimate the
expected term of the stock options granted as there is limited historical exercise data available in estimating the expected term of the stock options. Expected
volatility is based on the volatility of the historical stock prices of the Company’s peer group. The risk-free rates are based on the yields of U.S. Treasury
instruments with comparable terms. A dividend yield and forfeiture rate of zero were assumed. Stock options granted under the LTIP vest ratably over three
years and are exercisable immediately upon vesting through the tenth anniversary of the grant date. To fulfill options exercised, the Company will issue new
shares.
The Company recorded $3.8 million of stock-based compensation costs related to the stock options for the three months ended March 31, 2019, as
compared to $3.7 million for the three months ended March 31, 2018. These costs were included in the condensed consolidated statements of operations
within the general and administrative expenses line item. As of March 31, 2019, there was $8.4 million of unrecognized compensation cost related to the
stock options that is expected to be recognized over a weighted average period of 0.6 years.
The following table summarizes the stock option activity from January 1, 2019 through March 31, 2019 and provides information for stock options
outstanding at the dates indicated.
Weighted Average
Exercise Price

Number of Options

Non-vested Stock Options at January 1, 2019

1,748,148

$

18.50

Granted

—

$

—

Forfeited

—

$

—

—

$

—

1,748,148

$

18.50

Vested
Non-vested Stock Options at March 31, 2019
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Performance Stock Awards
The Company granted performance stock awards ("PSAs") to certain executives under the LTIP in October 2017 and March 2018. The number of
shares of the Company's common stock that may be issued to settle PSAs ranges from zero to one times the number of PSAs awarded. Generally, the shares
issued for PSAs are determined based on the satisfaction of a time-based vesting schedule and a weighting of one or more of the following: (i) absolute total
stockholder return ("ATSR"), (ii) relative total stockholder return ("RTSR"), as compared to the Company's peer group and (iii) cash return on capital invested
("CROCI") measured over a three-year period and vest in their entirety at the end of the three-year measurement period. Any PSAs that have not vested at the
end of the applicable measurement period are forfeited. The vesting criterion that is associated with the RTSR is based on a comparison of the Company's
total shareholder return for the measurement period compared to that of a group of peer companies for the same measurement period. As the ATSR and RTSR
vesting criteria are linked to the Company's share price, they each are considered a market condition for purposes of calculating the grant-date fair value of
the awards. The vesting criterion that is associated with the CROCI is considered a performance condition for purposes of calculating the grant-date fair value
of the awards.
The fair value of the PSAs was measured at the grant date with a stochastic process method using a Monte Carlo simulation. A stochastic process is a
mathematically defined equation that can create a series of outcomes over time. Those outcomes are not deterministic in nature, which means that by iterating
the equations multiple times, different results will be obtained for those iterations. In the case of the Company's PSAs, the Company cannot predict with
certainty the path its stock price or the stock prices of its peer will take over the performance period. By using a stochastic simulation, the Company can
create multiple prospective stock pathways, statistically analyze these simulations, and ultimately make inferences regarding the most likely path the stock
price will take. As such, because future stock prices are stochastic, or probabilistic with some direction in nature, the stochastic method, specifically the
Monte Carlo Model, is deemed an appropriate method by which to determine the fair value of the PSAs. Significant assumptions used in this simulation
include the Company's expected volatility, risk-free interest rate based on U.S. Treasury yield curve rates with maturities consistent with the measurement
period as well as the volatilities for each of the Company's peers.
The Company recorded $1.5 million of stock-based compensation costs related to PSAs for the three months ended March 31, 2019. The Company
recorded $1.1 million of stock-based compensation related to PSAs for the three months ended March 31, 2018. These costs were included in the condensed
consolidated statements of operations within the general and administrative expenses line item. The outstanding and unvested shares were included in the
condensed consolidated statement of stockholders' equity within the stock-based compensation line item. As of March 31, 2019, there was $7.6 million of
total unrecognized compensation cost related to the unvested PSAs granted to certain executives that is expected to be recognized over a weighted average
period of 1.5 years.
The following table summarizes the PSA activity from January 1, 2019 through March 31, 2019 and provides information for PSAs outstanding at
the dates indicated.

Number of Shares

Non-vested PSAs at January 1, 2019
Granted

$

Forfeited
Vested
Non-vested PSAs at March 31, 2019

Weighted Average
Grant Date
Fair Value

(1)

2,794,083

$

9.00

—

$

—

—

$

—

—

$

—

2,794,083

$

9.00

(1) The number of awards assumes that the associated maximum vesting condition is met at the target amount. The final number of shares of the Company's
common stock issued may vary depending on the performance multiplier, which ranges from zero to one, depending on the level of satisfaction of the
vesting condition.
Incentive Restricted Stock Units
Officers of the Company contributed 2.7 million shares of common stock to Extraction Employee Incentive, LLC (“Employee Incentive”), which is
owned solely by certain officers of the Company. Employee Incentive issued restricted stock units (“Incentive RSUs”) to certain employees. Incentive RSUs
vested over a three-year service period, with 25%, 25% and 50% of the units vesting in year one, two and three, respectively. On July 17, 2017, the partners of
Employee Incentive
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amended the vesting schedule in which 25% vested immediately and the remaining Incentive RSUs vest 25%, 25% and 25% each six months thereafter, over
the remaining 18-month service period. Grant date fair value was determined based on the value of Extraction’s common stock on the date of issuance. The
Company assumed a forfeiture rate of zero as part of the grant date estimate of compensation cost. As the vesting of any Incentive RSUs will be satisfied with
shares of common stock that are already issued and outstanding, the Incentive RSUs do not have any impact on the Company’s diluted earnings per share
calculation.
The Company recorded $0.8 million of stock-based compensation costs related to Incentive RSUs for the three months ended March 31, 2019. The
Company recorded $4.9 million of stock-based compensation costs related to Incentive RSUs for the three months ended March 31, 2018. These costs were
included in the condensed consolidated statements of operations within the general and administrative expenses line item. As of March 31, 2019, there is no
remaining unrecognized compensation costs related to the Incentive RSUs granted to certain employees.
The following table summarizes the Incentive RSU activity from January 1, 2019 through March 31, 2019 and provides information for Incentive
RSUs outstanding at the dates indicated.
Weighted Average
Grant Date
Fair Value

Number of Shares

Non-vested Incentive RSUs at January 1, 2019

476,000

$

20.45

Granted

—

$

—

Forfeited

—
$

20.45

Vested

(476,000)
—

Non-vested Incentive RSUs at March 31, 2019

—
—

Note 10—Earnings (Loss) Per Share
Basic earnings per share (“EPS”) includes no dilution and is computed by dividing net income (loss) available to common shareholders by the
weighted average number of shares outstanding during the period. Diluted EPS reflects the potential dilution of securities that could share in the earnings of
the Company.
The Company uses the “if-converted” method to determine potential dilutive effects of the Company’s outstanding Series A Preferred Stock (the
“Series A Preferred Stock”) and the treasury method to determine the potential dilutive effects of outstanding restricted stock awards and stock options. The
basic weighted average shares outstanding calculation is based on the actual days in which the shares were outstanding for the three months ended March 31,
2019 and 2018.
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The components of basic and diluted EPS were as follows (in thousands, except per share data):
For the Three Months Ended
March 31,
2019

2018

Basic and Diluted Loss Per Share
Net Loss

$

(94,032)

Less: Noncontrolling Interest

(3,975)

Less: Adjustment to reflect Series A Preferred Stock dividends

(2,721)

Less: Adjustment to reflect accretion of Series A Preferred Stock discount

$

—
(2,721)

(1,596)
$

Adjusted net loss available to common shareholders, basic and diluted

(102,324)

(51,995)

(1,438)
$

(56,154)

Denominator:
Weighted average common shares outstanding, basic and diluted (1) (2)

170,702

174,213

Loss Per Common Share
Basic and diluted

$

(0.60)

$

(0.32)

(1) For the three months ended March 31, 2019, 8,017,004 potentially dilutive shares were not included in the calculation above, as they had an anti-dilutive
effect on EPS, including restricted stock awards and stock options outstanding. Additionally, 11,472,445 common shares associated with the assumed
conversion of Series A Preferred Stock were also excluded, as they would have had an anti-dilutive effect on EPS.
(2) For the three months ended March 31, 2018, 8,933,600 potentially dilutive shares were not included in the calculation above, as they had an anti-dilutive
effect on EPS, including restricted stock awards and stock options outstanding. Additionally, 11,472,445 common shares associated with the assumed
conversion of Series A Preferred Stock were also excluded, as they would have had an anti-dilutive effect on EPS.
Note 11—Commitments and Contingencies
General
The Company is subject to contingent liabilities with respect to existing or potential claims, lawsuits, and other proceedings, including those
involving environmental, tax and other matters, certain of which are discussed more specifically below. The Company accrues liabilities when it is probable
that future costs will be incurred and such costs can be reasonably estimated. Such accruals are based on developments to date and the Company’s estimates
of the outcomes of these matters and its experience in contesting, litigating and settling other matters. As the scope of the liabilities becomes better defined,
there will be changes in the estimates of future costs, which management currently believes will not have a material effect on the Company’s financial
position, results of operations or cash flows.
As is customary in the oil and gas industry, the Company may at times have commitments in place to reserve or earn certain acreage positions or
wells. If the Company does not meet such commitments, the acreage positions or wells may be lost, or the Company may be required to pay damages if
certain performance conditions are not met.
Leases
The Company has entered into operating leases for certain office facilities, compressors and office equipment. On January 1, 2019, the Company
adopted ASC Topic 842, Leases, using the modified retrospective approach. Refer to Note 2—Leases for additional information.
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Maturities of operating lease liabilities, associated with ROU assets and including imputed interest, as of March 31, 2019, were as follows (in
thousands):
Operating Leases
2019 - remaining

$

8,489

2020

7,596

2021

3,013

2022

2,196

2023

2,246

Thereafter

10,574

Total lease payments
Less imputed interest

34,114

(1)

(4,499)
$

Present value of lease liabilities (2)

29,615

(1) Calculated using the estimated interest rate for each lease.
(2) Of the total present value of lease liabilities, $10.0 million was recorded in "Accounts payable and accrued liabilities" and $19.6 million was recorded in
"Other non-current liabilities" on the condensed consolidated balance sheets.
As of December 31, 2018, minimum future contractual payments for operating leases under the scope of ASC 840 for certain office facilities and
drilling rigs are as follows (in thousands):
Operating Leases
2019 - remaining

$

12,713

2020

3,371

2021

3,385

2022

3,360

2023

3,411

Thereafter

15,719
$

Total lease payments

41,959

Drilling Rigs—Short-Term Leases
As of March 31, 2019, the Company was subject to commitments on three drilling rigs, contracted through May 2019, September 2019, and
November 2019 respectively. In the event of early termination of these contracts, the Company would be obligated to pay an aggregate amount of
approximately $8.2 million as of March 31, 2019, as required under the terms of the contracts. These costs are capitalized within proved oil and gas properties
on the condensed consolidated balance sheets and are included as short-term lease costs in Note 2—Basis of Presentation, Significant Accounting Policies and
Recent Accounting Pronouncements, Leases.
Delivery Commitments
As of March 31, 2019, the Company’s oil marketer was subject to a firm transportation agreement that commenced in November 2016 and has a tenyear term with a monthly minimum delivery commitment of 45,000 Bbl/d in year one, 55,800 Bbl/d in year two, 61,800 Bbl/d in years three through seven
and 58,000 Bbl/d in years eight through ten. In May 2017, the Company amended its agreement with its oil marketer that requires it to sell all of its crude oil
from an area of mutual interest in exchange for a make-whole provision that allows the Company to satisfy any minimum volume commitment deficiencies
incurred by its oil marketer with future barrels of crude oil in excess of their minimum volume commitment through October 31, 2018. In December 2017, the
Company extended the term of this agreement through October 31, 2019 and has posted a letter of credit in the amount of $35.0 million. The Company is
currently in the process of amending and extending this agreement. The Company evaluates its contracts for loss contingencies and accrues for such losses, if
the loss can be reasonably estimated and deemed probable.
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The Company has two long-term crude oil gathering commitments with an unconsolidated subsidiary, in which the Company has a minority
ownership interest, and a long-term gas gathering agreement with a third party midstream provider. The summary of these minimum volume commitments as
of March 31, 2019, was as follows (in thousands):
Oil (MBbl)

Gas (MMcf)

Total (MBOE)

2019 - Remaining

188

5,185

1,053

2020

293

33,550

5,884

2021

340

46,540

8,097

2022

300

49,758

8,593

2023

312

41,850

7,287

Thereafter

1,276

74,420

13,679

Total

2,709

251,303

44,593

The aggregate amount of estimated remaining payments under these agreements is $413.0 million.
Also, in collaboration with several other producers and a midstream provider, on December 15, 2016 and August 7, 2017, the Company agreed to
participate in expansions of natural gas gathering and processing capacity in the DJ Basin. The plan includes two new processing plants as well as the
expansion of related gathering systems. The first plant commenced operations in August 2018 and the second plant is expected to be completed by mid-2019,
although the exact start-up date is undetermined at this time. The Company’s share of these commitments will require 51.5 and 20.6 MMcf per day,
respectively, to be delivered after the plants' in-service dates for a period of seven years thereafter. The Company may be required to pay a shortfall fee for
any volumes under these commitments. These contractual obligations can be reduced by the Company’s proportionate share of the collective volumes
delivered to the plants by other third-party incremental volumes available to the midstream provider at the new facilities that are in excess of the total
commitments. The Company is also required for the first three years of each contract to guarantee a certain target profit margin on these volumes sold. The
Company also has a long-term gas gathering agreement with a third party midstream provider that will commence in or around January 2020 and has a term
of ten years with an annual minimum volume commitment of 13.0 Bcf in years one through ten. We may be required to pay an annual shortfall fee for any
volume deficiencies under this commitment, calculated based on the weighted average sales price during the corresponding annual period. Under its current
drilling plans, the Company expects to meet these volume commitments.
Legal Matters
From time to time, the Company is party to ongoing legal proceedings in the ordinary course of business. While the outcome of these proceedings
cannot be predicted with certainty, the Company does not believe the results of these proceedings, individually or in the aggregate, will have a material
adverse effect on the Company's business, financial condition, results of operations or liquidity.
Note 12—Related Party Transactions
Office Lease with Related Affiliate
In April 2016, the Company subleased office space to Star Peak Capital, LLC, of which a member of the board of directors is an owner, for $1,400
per month. The sublease commenced on May 1, 2016 and expires on February 28, 2020.
2026 Senior Notes
Several holders of the 2026 Senior Notes are also 5% stockholders of the Company. As of the initial issuance in January 2018 of the $750.0 million
principal amount on the 2026 Senior Notes, such stockholders held $56.2 million.
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Note 13—Segment Information
Beginning in the fourth quarter of 2018, the Company has two operating segments, (i) the exploration, development and production of oil, natural
gas and NGL (the "exploration and production segment") and (ii) the construction and support of midstream assets to gather and process crude oil and gas
production (the "gathering and facilities segment"). Prior to the fourth quarter of 2018, the Company had a single operating segment. The gathering systems
and facilities operating segment is currently under development. Capital expenditures associated with gathering systems and facilities are being incurred to
develop midstream infrastructure to support the Company's development of its oil and gas leasehold along with third-party activity.
The Company's exploration and production segment revenues are derived from third parties. The Company’s gathering and facilities segment is
currently in the construction phase and no revenue generating activities have commenced.
Financial information of the Company's reportable segments was as follows for the three months ended March 31, 2019 and 2018 (in thousands).
For the Three Months Ended March 31, 2019
Exploration and
Production

Elimination of
Intersegment
Transactions

Gathering and
Facilities

Consolidated Total

Revenues:
Revenues from external customers

$

221,917

$

221,917

$

—

$

$

(118,751)

$

(19)

$

Intersegment revenues
Total Revenues

$

—

—

$

—

—

$

221,917

—

$

221,917

—

$

(118,770)

—

—

Operating Expenses and Other Income (Expense):
Depletion, depreciation, amortization and accretion
Interest income

154

Interest expense

(13,008)

Earnings in unconsolidated subsidiaries
Subtotal Operating Expenses and Other Income
(Expense):

—
$

(131,605)

625

—

—

—

338

—

779
(13,008)
338

$

944

$

—

$

(130,661)

Segment Assets

$

3,813,513

$

284,200

$

(714)

$

4,096,999

Capital Expenditures

$

158,622

$

58,863

$

—

$

217,485

Investment in Equity Method Investees

$

—

$

17,555

$

—

$

17,555

Segment EBITDAX

$

138,339

$

$

—

$

138,187

29

(152)

Table of Contents

For the Three Months Ended March 31, 2018
Exploration and
Production

Elimination of
Intersegment
Transactions

Gathering and
Facilities

Consolidated Total

Revenues:
Revenues from external customers

$

230,215

Intersegment revenues
Total Revenues

$

—

—

$

—

—

$

—

230,215
—

$

230,215

$

—

$

—

$

230,215

$

(96,207)

$

—

$

—

$

(96,207)

Operating Expenses and Other Income (Expense):
Depletion, depreciation, amortization and accretion
Interest income

49

Interest expense

(63,302)

Earnings in unconsolidated subsidiaries
Subtotal Operating Expenses and Other Income
(Expense):

—
$

(159,460)

—

—

—

—

339

—

49
(63,302)
339

$

339

$

—

$

(159,121)

Segment Assets

$

3,555,206

$

9,993

$

—

$

3,565,199

Capital Expenditures

$

247,704

$

5,574

$

—

$

253,278

Investment in Equity Method Investees

$

—

$

8,172

$

—

$

8,172

Segment EBITDAX

$

140,632

$

339

$

—

$

140,971
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The following table presents a reconciliation of Adjusted EBITDAX by segment to the GAAP financial measure of income (loss) before income
taxes for the three months ended March 31, 2019 and 2018 (in thousands).

For the Three
Months Ended
March 31, 2019

For the Three
Months Ended
March 31, 2018

Reconciliation of Adjusted EBITDAX to Loss Before Income Taxes
Exploration and production segment EBITDAX

$

Gathering and facilities segment EBITDAX

138,339

$

(152)

Subtotal of Reportable Segments

140,632
339

$

138,187

$

140,971

$

(118,770)

$

(96,207)

Less:
Depletion, depreciation, amortization and accretion
Impairment of long lived assets

(8,248)

Exploration expenses

(6,194)

Gain on sale of oil and gas properties

—
(7,267)

222

Loss on commodity derivatives
Settlements on commodity derivative instruments
Premiums paid for derivatives that settled during the period

—

(122,091)

(50,328)

10,329

23,253

9,549

2,506

Stock-based compensation expense

(13,008)

(15,721)

Amortization of debt issuance costs

(1,497)

(10,442)

Make-whole premium on 2021 Senior Notes

—

Gain on repurchase of 2026 Senior Notes

(35,600)

7,317

Interest expense

—

(18,828)
$

Loss Before Income Taxes
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS
This Quarterly Report on Form 10-Q (“Quarterly Report”) contains "forward-looking statements." All statements, other than statements of historical
facts, included or incorporated by reference herein concerning, among other things, planned capital expenditures, increases in oil and gas production, the
number of anticipated wells to be drilled or completed after the date hereof, future cash flows and borrowings, pursuit of potential acquisition opportunities,
our financial position, business strategy and other plans and objectives for future operations, are forward-looking statements. These forward-looking
statements are identified by their use of terms and phrases such as ''may," "expect," "estimate," "project," "plan," "believe," "intend," "achievable,"
"anticipate," ''will," "continue," ''potential," "should," "could," and similar terms and phrases. For such statements, we claim the protection of the safe harbor
for forward-looking statements contained in the Private Securities Litigation Reform Act of 1995. Although we believe that the expectations reflected in these
forward-looking statements are reasonable, they do involve certain assumptions, risks and uncertainties. Our results could differ materially from those
anticipated in these forward-looking statements as a result of certain factors, including, among others:
•

federal and state regulations and laws;

•

capital requirements and uncertainty of obtaining additional funding on terms acceptable to us;

•

risks and restrictions related to our debt agreements;

•

our ability to use derivative instruments to manage commodity price risk;

•

realized oil, natural gas and NGL prices;

•

a decline in oil, natural gas and NGL production, and the impact of general economic conditions on the demand for oil, natural gas and NGL and the
availability of capital;

•

unsuccessful drilling and completion activities and the possibility of resulting write-downs;

•

geographical concentration of our operations;

•

constraints in the DJ Basin of Colorado with respect to gathering, transportation and processing facilities and marketing;

•

our ability to meet our proposed drilling schedule and to successfully drill wells that produce oil or natural gas in commercially viable quantities;

•

shortages of oilfield equipment, supplies, services and qualified personnel and increased costs for such equipment, supplies, services and personnel;

•

adverse variations from estimates of reserves, production, production prices and expenditure requirements, and our inability to replace our reserves
through exploration and development activities;

•

incorrect estimates associated with properties we acquire relating to estimated proved reserves, the presence or recoverability of estimated oil and
natural gas reserves and the actual future production rates and associated costs of such acquired properties;

•

drilling operations associated with the employment of horizontal drilling techniques, and adverse weather and environmental conditions;

•

limited control over non-operated properties;

•

title defects to our properties and inability to retain our leases;

•

our ability to successfully develop our large inventory of undeveloped operated and non-operated acreage;

•

our ability to retain key members of our senior management and key technical employees;

•

risks relating to managing our growth, particularly in connection with the integration of significant acquisitions;

•

impact of environmental, health and safety, and other governmental regulations, and of current or pending legislation;

•

changes in tax laws;

•

effects of competition; and
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•

seasonal weather conditions.

Reserve engineering is a process of estimating underground accumulations of oil, natural gas, and NGL that cannot be measured in an exact way.
The accuracy of any reserve estimate depends on the quality of available data, the interpretation of such data and price and cost assumptions made by reserve
engineers and management. In addition, the results of drilling, testing and production activities may justify revisions of estimates that were made previously.
If significant, such revisions would change the schedule of any further production and development drilling. Accordingly, reserve estimates may differ
significantly from the quantities of oil, natural gas and NGL that are ultimately recovered.
In addition to the other information and risk factors set forth in this Quarterly Report, you should carefully consider the risk factors and other
cautionary statements described under the heading “Risk Factors” included in our Annual Report on Form 10-K for the year ended December 31, 2018 (our
“Annual Report”) and in our other filings with the Securities Exchange Commission, which could materially affect our business, financial condition or future
results. Additional risks and uncertainties not currently known to us or that we currently deem to be immaterial also may materially adversely affect our
business, financial condition or future results. Other than as set forth in this Quarterly Report, there have been no material changes in our risk factors from
those described in our Annual Report.
All forward-looking statements attributable to us or persons acting on our behalf are expressly qualified in their entirety by the cautionary statements
in this section and elsewhere in this Quarterly Report. Except as required by law, we do not assume a duty to update these forward-looking statements,
whether as a result of new information, subsequent events or circumstances, changes in expectations or otherwise.
Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) is intended to provide the reader of the
financial statements with a narrative from the perspective of management on the financial condition, results of operations, liquidity and certain other factors
that may affect the Company’s operating results. MD&A should be read in conjunction with the Condensed Consolidated Financial Statements and related
Notes included in Part I, Item 1 of this Quarterly Report. The following information updates the discussion of the Company’s financial condition provided in
its Annual Report and analyzes the changes in the results of operations between the three months ended March 31, 2019 and 2018.
EXECUTIVE SUMMARY
We are an independent oil and gas company focused on the acquisition, development and production of oil, natural gas and NGL reserves in the
Rocky Mountain region, primarily in the Wattenberg Field of the DJ Basin. We have developed an oil, natural gas and NGL asset base of proved reserves, as
well as a portfolio of development drilling opportunities on high resource‑potential leasehold on contiguous acreage blocks in some of the most productive
areas of what we consider to be the core of the DJ Basin. We are focused on growing our proved reserves and production primarily through the development
of our large inventory of identified liquids‑rich horizontal drilling locations, as well as the design and support of midstream assets to gather and process crude
oil and gas production focused in the DJ Basin.
Financial Results
For the three months ended March 31, 2019, crude oil, natural gas and NGL sales, coupled with the impact of settled derivatives, decreased to
$202.0 million as compared to $204.5 million in the same prior year period due to a decrease of $5.04 in realized price per BOE, including settled derivatives,
partially offset by an increase in sales volumes of 1,037 MBoe.
For the three months ended March 31, 2019, we had net loss of $94.0 million as compared to net loss of $52.0 million for the three months ended
March 31, 2018. The change to net loss for the three months ended March 31, 2019 from the three months ended March 31, 2018 was primarily driven by a
decrease in sales revenues of $8.3 million, an increase in operating expenses of $28.0 million and an increase in commodity derivative loss of $71.8 million,
partially offset by a decrease in interest expense of $50.3 million related to the redemption of the Company's 2021 Senior Notes during the three months
ended March 31, 2018.
Adjusted EBITDAX was $138.2 million for the three months ended March 31, 2019 as compared to $141.0 million for the three months ended
March 31, 2018, reflecting a 2.0% decrease. Adjusted EBITDAX is a non-GAAP financial measure. For a definition of Adjusted EBITDAX and a
reconciliation to our most directly comparable financial measure calculated and presented in accordance with GAAP, please read “—Adjusted EBITDAX.”
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Operational Results
During the three months ended March 31, 2019, our aggregate drilling, completion, and leasehold capital expenditures, totaled $158.6 million, of
which $139.5 million was drilling and completion additions and $19.1 million was leasehold and surface acreage additions. This excludes the impact of the
increase in outstanding elections of $11.6 million. In addition, Elevation Midstream, LLC, our wholly owned midstream subsidiary, incurred $58.9 million of
capital expenditures during the three months ended March 31, 2019. These capital expenditures are funded entirely by the Elevation Midstream, LLC
Securities Purchase Agreement.
During the three months ended March 31, 2019, we drilled 31 gross (21 net) wells with an average length of approximately 6,900 feet and completed
40 gross (31 net) wells with an average lateral length of approximately 7,300 feet. We turned to sales 7 gross (6 net) wells with an average lateral length of
approximately 9,500 feet. We also added 8 net drilled wells, 1 net completed well and 1 net well to sales during the period through strategic swaps, polling
completion, etc.
Recent Developments
Senate Bill 19-181 "Protect Public Welfare Oil And Gas Operations"
On April 16, 2019, Senate Bill 19-181 (“SB181”) became law, increasing the regulatory authority of local governments in Colorado over the surface
impacts of oil and gas development in a reasonable manner. Among other things, SB181 (i) repeals a prior law restricting local government land use authority
over oil and gas mineral extraction areas to areas designated by the Colorado Oil and Gas Conservation Commission, (ii) directs the Colorado Air Quality
Control Commission to review its leak detection and repair rules and to adopt rules to minimize emissions of certain air pollutants, (iii) clarifies that local
governments have authority to regulate the siting of oil and gas locations in a reasonable manner, including the ability to inspect oil and gas facilities, impose
fines for leaks, spills, and emissions, and impose fees on operators or owners to cover regulation and enforcement costs, (iv) allows local governments or oil
and gas operators to request a technical review board to evaluate the effect of the local government’s preliminary or final determination on the operator’s
application and (v) repeals an exemption for oil and gas production from counties’ authority to regulate noise. Although industry trade associations opposed
SB181, management believes that Extraction can continue to successfully operate our business. However, the enactment of SB181 could lead to delays and
additional costs to our business.
March 2019 Divestiture
On March 27, 2019, we completed the sale of our interests in approximately 5,000 net acres of leasehold and producing properties primarily in Weld
County, Colorado (the "March 2019 Divestiture") for aggregate sales proceeds of approximately $22.4 million. The effective date for the March 2019
Divestiture was July 1, 2018 with purchase price adjustments calculated as of the closing date of $5.9 million, resulting in net proceeds of $16.5 million. We
continue to explore divestitures, as part of our ongoing initiative to divest of non-strategic assets.
January 2019 Credit Facility Amendment
On January 8, 2019, we amended our revolving credit facility to permit prepayments and redemptions of our unsecured bonds, subject to certain
term, conditions and financial thresholds.
Senior Notes Repurchase Program
On January 4, 2019, our Board of Directors authorized a program, subject to the amendment to our revolving credit facility, to repurchase up to
$100.0 million of our Senior Notes (“Senior Notes Repurchase Program”). Our Senior Notes Repurchase Program does not obligate us to acquire any specific
nominal amount of Senior Notes. For the three months ended March 31, 2019, we repurchased 2026 Senior Notes with a nominal value of $35.8 million for
$28.5 million in connection with the Senior Notes Repurchase Program. Subsequent to March 31, 2019 through the date of this filing, we repurchased 2026
Senior Notes with a nominal value of $11.0 million for $8.4 million in connection with the Senior Notes Repurchase Program.
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Stock Repurchase Program
On November 19, 2018, we announced the Board of Directors had authorized a program to repurchase up to $100.0 million of our common stock
("Stock Repurchase Program"). On April 1, 2019, we announced the Board of Directors had authorized an extension and increase in our ongoing Stock
Repurchase Program ("Extended Stock Repurchase Program"). We have purchased approximately 13.0 million shares of its common stock for $63.2 million
under the Stock Repurchase Program, prior to the Extended Stock Repurchase Program. We are authorized to repurchase an incremental $100.0 million in
common stock from the date of the Extended Stock Repurchase Program, bringing the total amount authorized to be repurchased to approximately $163.2
million. Our Stock Repurchase Program does not obligate us to acquire any specific number of shares and will expire on December 31, 2019. We intend to
conduct any open market stock repurchase activities in compliance with the safe harbor provisions of Rule 10b-18 of the Securities Exchange Act of 1934, as
amended (the "Exchange Act"). During the three months ended March 31, 2019, we repurchased approximately 7.7 million shares of our common stock for
$31.5 million. Subsequent to March 31, 2019 through the date of this filing, we repurchased approximately 1.3 million additional shares of our common stock
for $5.5 million.
How We Evaluate Our Operations
We use a variety of financial and operational metrics to assess the performance of our oil and gas operations, including:
•

Sources of revenue;

•

Sales volumes;

•

Realized prices on the sale of oil, natural gas and NGL, including the effect of our commodity derivative contracts;

•

Lease operating expenses (“LOE”);

•

Capital expenditures; and

•

Adjusted EBITDAX (a Non-GAAP measure).

Sources of Revenues
Our revenues are derived from the sale of our oil and natural gas production, as well as the sale of NGL that are extracted from our natural gas
during processing. Our oil, natural gas and NGL revenues do not include the effects of derivatives. For the three months ended March 31, 2019, our revenues
were derived 75% from oil sales, 16% from natural gas sales and 9% from NGL sales. For the three months ended March 31, 2018, our revenues were derived
78% from oil sales, 11% from natural gas sales and 11% from NGL sales. Our revenues may vary significantly from period to period as a result of changes in
volumes of production sold or changes in commodity prices.
Sales Volumes
The following table presents historical sales volumes for our properties for the periods indicated:
For the Three Months Ended
March 31,
2019

Oil (MBbl)

2018

3,583

3,245

13,959

10,404

NGL (MBbl)

1,327

1,220

Total (MBoe)

7,236

6,199

80,401

68,874

Natural gas (MMcf)

Average net sales (BOE/d)

As reservoir pressures decline, production from a given well or formation decreases. Growth in our future production and reserves will depend on
our ability to continue to add or develop proved reserves in excess of our production. Accordingly, we plan to maintain our focus on adding reserves through
organic growth as well as acquisitions. Our ability to add reserves through development projects and acquisitions is dependent on many factors, including
takeaway capacity in our areas of
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operation and our ability to raise capital, obtain regulatory approvals, procure contract drilling rigs and personnel and successfully identify and consummate
acquisitions. Please read “Risks Related to the Oil, Natural Gas and NGL Industry and Our Business” in Item 1A. of our Annual Report for a further
description of the risks that affect us.
Realized Prices on the Sale of Oil, Natural Gas and NGL
Our results of operations depend upon many factors, particularly the price of oil, natural gas and NGL and our ability to market our production
effectively. Oil, natural gas and NGL prices are among the most volatile of all commodity prices. For example, during the period from January 1, 2014 to
March 31, 2019, NYMEX West Texas Intermediate oil prices ranged from a high of $107.26 per Bbl to a low of $26.21 per Bbl. Average daily prices for
NYMEX Henry Hub gas ranged from a high of $6.15 per MMBtu to a low of $1.64 per MMBtu during the same period. Declines in, and continued
depression of, the price of oil and natural gas occurring during 2015 also during 2018 and 2019 are due to a combination of factors including increased U.S.
supply, global economic concerns and geopolitical risks. These price variations can have a material impact on our financial results and capital expenditures.
Oil pricing is predominately driven by the physical market, supply and demand, financial markets and national and international politics. The
NYMEX WTI futures price is a widely used benchmark in the pricing of domestic and imported oil in the United States. The actual prices realized from the
sale of oil differ from the quoted NYMEX WTI price as a result of quality and location differentials. In the DJ Basin, oil is sold under various purchase
contracts with monthly pricing provisions based on NYMEX pricing, adjusted for differentials.
Natural gas prices vary by region and locality, depending upon the distance to markets, availability of pipeline capacity and supply and demand
relationships in that region or locality. The NYMEX Henry Hub price of natural gas is a widely used benchmark for the pricing of natural gas in the United
States. Similar to oil, the actual prices realized from the sale of natural gas differ from the quoted NYMEX Henry Hub price as a result of quality and location
differentials. For example, wet natural gas with a high Btu content sells at a premium to low Btu content dry natural gas because it yields a greater quantity of
NGL. Location differentials to NYMEX Henry Hub prices result from variances in transportation costs based on the natural gas’ proximity to the major
consuming markets to which it is ultimately delivered. Also affecting the differential is the processing fee deduction retained by the natural gas processing
plant, generally in the form of percentage of proceeds. The price we receive for our natural gas produced in the DJ Basin is based on CIG prices, adjusted for
certain deductions.
Our price for NGL produced in the DJ Basin is based on a combination of prices from the Conway hub in Kansas and Mont Belvieu in Texas where
this production is marketed.
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The following table provides the high and low prices for NYMEX WTI and NYMEX Henry Hub prompt month contract prices and our differential
to the average of those benchmark prices for the periods indicated. The differential varies, but our oil, natural gas and NGL normally sells at a discount to the
NYMEX WTI and NYMEX Henry Hub price, as applicable.

For the Three Months Ended
March 31,
2019

2018

Oil
NYMEX WTI High ($/Bbl)

$

60.14

$

66.14

NYMEX WTI Low ($/Bbl)

$

46.54

$

59.19

NYMEX WTI Average ($/Bbl)

$

54.90

$

62.89

Average Realized Price ($/Bbl)

$

46.17

$

55.56

Average Realized Price, with derivative settlements ($/Bbl)

$

41.89

$

45.53

Average Realized Price as a % of Average NYMEX WTI

84.1%

Differential ($/Bbl) to Average NYMEX WTI

88.3%

$

(8.73)

$

(7.33)

NYMEX Henry Hub High ($/MMBtu)

$

3.59

$

3.63

NYMEX Henry Hub Low ($/MMBtu)

$

2.55

$

2.55

NYMEX Henry Hub Average ($/MMBtu)

$

2.87

$

2.85

NYMEX Henry Hub Average converted to a $/Mcf basis (factor of 1.1 to 1)

$

3.16

$

3.14

Average Realized Price ($/Mcf)

$

2.57

$

2.31

Average Realized Price, with derivative settlements ($/Mcf)

$

2.25

$

2.97

$

(0.59)

$

(0.83)

$

15.53

$

21.21

Natural Gas

(1)

Average Realized Price as a % of Average NYMEX Henry Hub

81.3%

Differential ($/Mcf) to Average NYMEX Henry Hub

73.6%

NGL
Average Realized Price ($/Bbl)
Average Realized Price as a % of Average NYMEX WTI

28.3%

33.7%

BOE
Average Realized Price per BOE

$

30.67

$

37.14

Average Realized Price per BOE with derivative settlements

$

27.92

$

32.98
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Derivative Arrangements
To achieve more predictable cash flow and to reduce our exposure to adverse fluctuations in commodity prices, from time to time, we enter into
derivative arrangements for our oil and natural gas production. By removing a significant portion of price volatility associated with our oil and natural gas
production, we believe we will mitigate, but not eliminate, the potential negative effects of reductions in oil and natural gas prices on our cash flow from
operations for those periods. However, in a portion of our current positions, our hedging activity may also reduce our ability to benefit from increases in oil
and natural gas prices. We will sustain losses to the extent our derivatives contract prices are lower than market prices and, conversely, we will realize gains to
the extent our derivatives contract prices are higher than market prices. In certain circumstances, where we have unrealized gains in our derivative portfolio,
we may choose to restructure existing derivative contracts or enter into new transactions to modify the terms of current contracts in order to realize the current
value of our existing positions. See “—Quantitative and Qualitative Disclosure About Market Risk—Commodity Price Risk” for information regarding our
exposure to market risk, including the effects of changes in commodity prices, and our commodity derivative contracts.
We will continue to use commodity derivative instruments to hedge our price risk in the future. Our hedging strategy and future hedging transactions
will be determined at our discretion and may be different than what we have done on a historical basis. As a result of recent volatility in the price of oil and
natural gas, we have relied on a variety of hedging strategies and instruments to hedge our future price risk. We have utilized swaps, put options and call
options, which in some instances require the payment of a premium, to reduce the effect of price changes on a portion of our future oil and natural gas
production. We expect to continue to use a variety of hedging strategies and instruments for the foreseeable future.
A swap has an established fixed price. When the settlement price is below the fixed price, the counterparty pays us an amount equal to the difference
between the settlement price and the fixed price multiplied by the hedged contract volume. When the settlement price is above the fixed price, we pay our
counterparty an amount equal to the difference between the settlement price and the fixed price multiplied by the hedged contract volume.
A put option has an established floor price. The buyer of the put option pays the seller a premium to enter into the put option. When the settlement
price is below the floor price, the seller pays the buyer an amount equal to the difference between the settlement price and the strike price multiplied by the
hedged contract volume. When the settlement price is above the floor price, the put option expires worthless. Some of our purchased put options have
deferred premiums. For the deferred premium puts, we agreed to pay a premium to the counterparty at the time of settlement.
A call option has an established ceiling price. The buyer of the call option pays the seller a premium to enter into the call option. When the
settlement price is above the ceiling price, the seller pays the buyer an amount equal to the difference between the settlement price and the strike price
multiplied by the hedged contract volume. When the settlement price is below the ceiling price, the call option expires worthless.
We combine swaps, purchased put options, sold put options and sold call options in order to achieve various hedging strategies. Some examples of
our hedging strategies are collars which include purchased put options and sold call options, three-way collars which include purchased put options, sold put
options and sold call options, and enhanced swaps, which include either sold put options or sold call options with the associated premiums rolled into an
enhanced fixed price swap. We have historically relied on commodity derivative contracts to mitigate our exposure to lower commodity prices.
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We have historically been able to hedge our oil and natural gas production at prices that are significantly higher than current strip prices. However, in
the current commodity price environment, our ability to enter into comparable derivative arrangements at favorable prices may be limited, and, we are not
obligated to hedge a specific portion of our oil or natural gas production. The following summarizes our derivative positions related to crude oil and natural
gas sales in effect as of March 31, 2019:
2019

2020

2021

NYMEX WTI Crude Swaps:
Notional volume (Bbl)

5,550,000

Weighted average fixed price ($/Bbl)

$

55.69

2,400,000
$

60.01

—
$

—

NYMEX WTI Crude Purchased Puts:
Notional volume (Bbl)

4,200,000

Weighted average purchased put price ($/Bbl)

$

53.34

8,100,000
$

54.30

1,200,000
$

55.00

NYMEX WTI Crude Sold Calls:
Notional volume (Bbl)

4,200,000

Weighted average sold call price ($/Bbl)

$

61.68

8,100,000
$

61.75

1,200,000
$

63.05

NYMEX WTI Crude Sold Puts:
Notional volume (Bbl)

6,175,000

Weighted average sold put price ($/Bbl)

$

41.45

10,500,000
$

42.51

1,200,000
$

43.00

NYMEX HH Natural Gas Swaps:
Notional volume (MMBtu)

27,000,000

Weighted average fixed price ($/MMBtu)

$

2.75

11,400,000
$

2.74

—
$

—

NYMEX HH Natural Gas Purchased Puts:
Notional volume (MMBtu)

—

Weighted average purchased put price ($/MMBtu)

$

—

600,000
$

2.90

—
$

—

NYMEX HH Natural Gas Sold Calls:
Notional volume (MMBtu)

—

Weighted average sold call price ($/MMBtu)

$

—

600,000
$

3.48

—
$

—

CIG Basis Gas Swaps:
Notional volume (MMBtu)

28,800,000

Weighted average fixed basis price ($/MMBtu)

$

39

(0.74)

21,600,000
$

(0.62)

—
$

—
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The following table summarizes our historical derivative positions and the settlement amounts for each of the periods indicated.
For the Three Months Ended
March 31,
2019

2018

NYMEX WTI Crude Swaps:
Notional volume (Bbl)

1,350,000

Weighted average fixed price ($/Bbl)

$

54.58

1,500,000
$

50.70

NYMEX WTI Crude Purchased Puts:
Notional volume (Bbl)

4,725,000

Weighted average purchased put price ($/Bbl)

$

46.05

4,063,800
$

42.20

NYMEX WTI Crude Purchased Calls:
Notional volume (Bbl)

5,100,000

Weighted average purchased call price ($/Bbl)

$

63.40

285,000
$

60.69

NYMEX WTI Crude Sold Calls:
Notional volume (Bbl)

6,600,000

Weighted average sold call price ($/Bbl)

$

62.17

1,885,000
$

55.89

NYMEX WTI Crude Sold Puts:
Notional volume (Bbl)

4,200,000

Weighted average sold put price ($/Bbl)

$

43.35

3,419,400
$

38.22

NYMEX HH Natural Gas Swaps:
Notional volume (MMBtu)

5,400,000

Weighted average fixed price ($/MMBtu)

$

3.11

10,500,000
$

3.31

NYMEX HH Natural Gas Purchased Puts:
Notional volume (MMBtu)

3,600,000

Weighted average purchased put price ($/MMBtu)

$

3.04

600,000
$

3.00

NYMEX HH Natural Gas Sold Calls:
Notional volume (MMBtu)

3,600,000

Weighted average sold call price ($/MMBtu)

$

3.46

600,000
$

3.15

NYMEX HH Natural Gas Sold Puts:
Notional volume (MMBtu)

3,000,000

Weighted average sold put price ($/MMBtu)

$

2.50

—
$

—

CIG Basis Gas Swaps:
Notional volume (MMBtu)

9,400,000

Weighted average fixed basis price ($/MMBtu)

7,075,000

$

(0.75)

$

(0.33)

Total Amounts Received/(Paid) from Settlement (in thousands)

$

(10,329)

$

(23,253)

Cash provided by changes in Accounts Receivable and Accounts Payable related to Commodity Derivatives

$

6,791

$

Cash Settlements on Commodity Derivatives per Consolidated Statements of Cash Flows

$

(3,538)

$

960
(22,293)

Lease Operating Expenses
All direct and allocated indirect costs of lifting hydrocarbons from a producing formation to the surface constituting part of the current operating
expenses of a working interest. Such costs include labor, superintendence, supplies, repairs, maintenance, water injection and disposal costs, allocated
overhead charges, workover, insurance and other expenses incidental to production, but exclude lease acquisition or drilling or completion expenses. We are
seeing increases in costs associated with equipment rental and services, related to the increase in commodity pricing during 2018 and the first quarter of 2019.
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Capital Expenditures
For the three months ended March 31, 2019, we incurred approximately $139.5 million in drilling and completion capital expenditures, excluding
the impact of an increase in outstanding elections of $9.2 million. For the three months ended March 31, 2019, we drilled 31 gross (21 net) wells with an
average lateral length of approximately 6,900 feet and completed 40 gross (31 net) wells with an average lateral length of approximately 7,300 feet. We
turned to sales 7 gross (6 net) wells with an average lateral length of approximately 9,500 feet. We also added 8 net drilled wells, 1 net completed well and 1
net well to sales during the period through strategic swaps, pooling completion, etc. In addition, we incurred approximately $19.1 million of leasehold and
surface acreage additions, excluding the impact of the increase in outstanding elections of $2.4 million. In addition, Elevation Midstream, LLC, our wholly
owned midstream subsidiary, incurred $58.9 million of capital expenditures during the three months ended March 31, 2019. These capital expenditures are
funded entirely by the Elevation Midstream, LLC Securities Purchase Agreement.
Our 2019 capital budget for the drilling and completion of operated and non-operated wells is approximately $585.0 million to $675.0 million,
substantially all of which we intend to allocate to the Core DJ Basin. We expect to drill 125 gross operated wells, complete 122 gross operated wells and turnin-line 111 gross operated wells. Our capital budget anticipates a one to two operated rig drilling program and excludes up to $250.0 million for Elevation,
which is fully funded by a third party and any amounts that may be paid for potential acquisitions.
The amount and timing of these capital expenditures is within our control and subject to our management’s discretion. We retain the flexibility to
defer a portion of these planned capital expenditures depending on a variety of factors, including but not limited to the success of our drilling activities,
prevailing and anticipated prices for oil, natural gas and NGL, the availability of necessary equipment, infrastructure and capital, the receipt and timing of
required regulatory permits and approvals, seasonal conditions, drilling and acquisition costs and the level of participation by other interest owners. Any
postponement or elimination of our development drilling program could result in a reduction of proved reserve volumes and related standardized measure.
These risks could materially affect our business, financial condition and results of operations.
Adjusted EBITDAX
Adjusted EBITDAX is not a measure of net income (loss) as determined by United States generally accepted accounting principles (“GAAP”).
Adjusted EBITDAX is a supplemental non-GAAP financial measure that is used by management and external users of our financial statements, such as
industry analysts, investors, lenders and rating agencies. We define Adjusted EBITDAX as net loss adjusted for certain cash and non-cash items, including
depletion, depreciation, amortization and accretion (“DD&A”), impairment of long lived assets, exploration expenses, gain on sale of property and
equipment, loss on commodity derivatives, settlements on commodity derivative instruments, premiums paid for derivatives that settled during the period,
stock-based compensation expense, amortization of debt issuance costs, make-whole premiums, gain on repurchase of notes, interest expense, income tax
benefit and non-recurring charges. Adjusted EBITDAX is also used to evaluate the performance of reportable segments. See Note 13 - Segment Information
in Item 8 in this Annual Report for more information regarding the EBITDAX of reportable segments.
Management believes Adjusted EBITDAX is useful because it allows us to more effectively evaluate our operating performance and compare the
results of our operations from period to period without regard to our financing methods or capital structure. We exclude the items listed above from net loss in
arriving at Adjusted EBITDAX because these amounts can vary substantially from company to company within our industry depending upon accounting
methods and book values of assets, capital structures and the method by which the assets were acquired. Adjusted EBITDAX should not be considered as an
alternative to, or more meaningful than, net loss as determined in accordance with GAAP or as an indicator of our operating performance. Certain items
excluded from Adjusted EBITDAX are significant components in understanding and assessing a company's financial performance, such as a company's cost
of capital, hedging strategy and tax structure, as well as the historic costs of depreciable assets, none of which are components of Adjusted EBITDAX. Our
computations of Adjusted EBITDAX may not be comparable to other similarly titled measure of other companies. We believe that Adjusted EBITDAX is a
widely followed measure of operating performance. Additionally, our management team believes Adjusted EBITDAX is useful to an investor in evaluating
our financial performance because this measure:
•

is widely used by investors in the oil and natural gas industry to measure a company’s operating performance without regard to items excluded
from the calculation of such term, among other factors;

•

helps investors to more meaningfully evaluate and compare the results of our operations from period to period by removing the effect of our
capital structure from our operating structure; and
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•

is used by our management team for various purposes, including as a measure of operating performance, in presentations to our board of
directors, as a basis for strategic planning and forecasting. Adjusted EBITDAX is also used by our Board of Directors as a performance measure
in determining executive compensation.

The following table presents a reconciliation of Adjusted EBITDAX to the GAAP financial measure of net loss for each of the periods indicated (in
thousands).
For the Three Months Ended
March 31,
2019

2018

Reconciliation of Net Loss to Adjusted EBITDAX:
Net loss

$

(94,032)

$

(51,995)

Add back:
Depletion, depreciation, amortization and accretion

118,770

96,207

Impairment of long lived assets

8,248

—

Exploration expenses

6,194

7,267

Gain on sale of oil and gas properties

(222)

—

Loss on commodity derivatives

122,091

50,328

Settlements on commodity derivative instruments

(10,329)

(23,253)

Premiums paid for derivatives that settled during the period

(9,549)

(2,506)

Stock-based compensation expense

13,008

15,721

Amortization of debt issuance costs

1,497

10,442

—

35,600

Make-whole premium on 2021 Senior Notes
Gain on repurchase of 2026 Senior Notes

(7,317)

Interest expense
Income tax benefit
$

Adjusted EBITDAX

—

18,828

17,260

(29,000)

(14,100)

138,187

$

140,971

Items Affecting the Comparability of Our Financial Results
Our historical results of operations for the periods presented may not be comparable, either to each other or to our future results of operations, for the
reasons described below:
•

On January 1, 2019, we adopted ASC 842 - Leases. We adopted using the modified retrospective transition approach to apply the new standard
to all leases entered into on or after January 1, 2019 and all existing leases. ASC 842 supersedes previous lease recognition requirements in ASC
840 and resulted in the recognition of $23.9 million of right-of-use assets and $29.6 million of lease liabilities on the condensed consolidated
balance sheet as of March 31, 2019. See "Part I, Item 1, Note 2—Basis of Presentation, Significant Accounting Policies and Recent Accounting
Pronouncements—Leases" for additional information.
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Historical Results of Operations and Operating Expenses
Oil, Natural Gas and NGL Sales Revenues, Operating Expenses and Other Income (Expense).
The following table provides the components of our revenues, operating expenses, other income (expense) and net loss for the periods indicated (in
thousands):
For the Three Months Ended
March 31,
2019

2018

(Unaudited)
Revenues:
Oil sales

$

165,424

$

180,263

Natural gas sales

35,892

NGL sales

20,601

25,871

221,917

230,215

Lease operating expenses

21,857

20,703

Transportation and gathering

10,365

7,539

Production taxes

18,129

20,323

6,194

7,267

118,770

96,207

8,248

—

Total Revenues

24,081

Operating Expenses:

Exploration expenses
Depletion, depreciation, amortization and accretion
Impairment of long lived assets
Gain on sale of oil and gas properties

(222)

General and administrative expenses
Total Operating Expenses
Operating Income

—

27,652

30,969

210,993

183,008

10,924

47,207

(122,091)

(50,328)

(13,008)

(63,302)

Other Income (Expense):
Commodity derivatives loss
Interest expense
Other income

1,143

Total Other Income (Expense)
Loss Before Income Taxes
Income tax benefit
$

Net Loss
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(133,956)

(113,302)

(123,032)

(66,095)

29,000

14,100

(94,032)

$

(51,995)
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The following table provides a summary of our sales volumes, average prices and operating expenses on a per BOE basis for the periods indicated:
For the Three Months Ended
March 31,
2019

Sales (MBoe):
Oil sales (MBbl)
Natural gas sales (MMcf)
NGL sales (MBbl)
Sales (BOE/d):
Oil sales (Bbl/d)
Natural gas sales (Mcf/d)
NGL sales (Bbl/d)
Average sales

2018

7,236

6,199

3,583

3,245

13,959

10,404

1,327

1,220

80,401

68,874

39,809

36,052

155,103

115,602

14,742

13,554

prices(1):

Oil sales (per Bbl)

$

Oil sales with derivative settlements (per Bbl)

46.17

$

55.56

41.89

45.53

Natural gas sales (per Mcf)

2.57

2.31

Natural gas sales with derivative settlements (per Mcf)

2.25

2.97

NGL sales (per Bbl)

15.53

21.21

Average price (per BOE)

30.67

37.14

Average price with derivative settlements (per BOE)

27.92

32.98

Expense per BOE:
Lease operating expenses

$

3.02

$

3.34

Transportation and gathering

1.43

1.22

Production taxes

2.51

3.28

Exploration expenses

0.86

1.17

16.41

15.52

Depletion, depreciation, amortization and accretion
Impairment of long lived assets

1.14

—

General and administrative expenses

3.82

5.00

Cash general and administrative expenses

2.02

2.46

Stock-based compensation

1.80

2.54

Total operating expenses per BOE

$

29.19

$

29.53

(1) Average prices shown in the table reflect prices both before and after the effects of our settlements of our commodity derivative contracts. Our
calculation of such effects includes both gains and losses on settlements for commodity derivatives and amortization of premiums paid or received on
options that settled during the period.
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Three Months Ended March 31, 2019 Compared to Three Months Ended March 31, 2018
Oil sales revenues. Crude oil sales revenues decreased by $14.9 million to $165.4 million for the three months ended March 31, 2019 as compared to
crude oil sales of $180.3 million for the three months ended March 31, 2018. An increase in sales volumes between these periods contributed an $18.7 million
positive impact, while a decrease in crude oil prices contributed a $33.6 million negative impact.
For the three months ended March 31, 2019, our crude oil sales averaged 39.8 MBbl/d. Our crude oil sales volume increased 10% to 3,583 MBbl for
the three months ended March 31, 2019 compared to 3,245 MBbl for the three months ended March 31, 2018. The volume increase is primarily due to an
increase in production from the completion of 152 gross wells from April 1, 2018 to March 31, 2019, partially offset by the natural decline of our existing
properties.
The average price we realized on the sale of crude oil was $46.17 per Bbl for the three months ended March 31, 2019 compared to $55.56 per Bbl
for the three months ended March 31, 2018.
Natural gas sales revenues. Natural gas sales revenues increased by $11.8 million to $35.9 million for the three months ended March 31, 2019 as
compared to natural gas sales revenues of $24.1 million for the three months ended March 31, 2018. An increase in sales volumes between these periods
contributed an $8.2 million positive impact, while an increase in natural gas prices contributed a $3.6 million positive impact.
For the three months ended March 31, 2019, our natural gas sales averaged 155.1 MMcf/d. Natural gas sales volumes increased by 34% to 13,959
MMcf for the three months ended March 31, 2019 as compared to 10,404 MMcf for the three months ended March 31, 2018. The volume increase is
primarily due to the completion of 152 gross wells from April 1, 2018 to March 31, 2019, partially offset by the natural decline on existing producing
properties.
The average price we realized on the sale of our natural gas was $2.57 per Mcf for the three months ended March 31, 2019 compared to $2.31 per
Mcf for the three months ended March 31, 2018.
NGL sales revenues. NGL sales revenues decreased by $5.3 million to $20.6 million for the three months ended March 31, 2019 as compared to
NGL sales revenues of $25.9 million for the three months ended March 31, 2018. An increase in sales volumes between these periods contributed a $2.3
million positive impact, while a decrease in price contributed a $7.6 million negative impact.
For the three months ended March 31, 2019, our NGL sales averaged 14.7 MBbl/d. NGL sales volumes increased by 9% to 1,327 MBbl for the three
months ended March 31, 2019 as compared to 1,220 MBbl for the three months ended March 31, 2018. The volume increase is primarily due to the
completion of 152 gross wells from April 1, 2018 to March 31, 2019, partially offset by the natural decline on existing producing properties. Our NGL sales
are directly associated with our natural gas sales because our natural gas volumes are processed by third parties for both residue natural gas sales and NGL
sales.
The average price we realized on the sale of our NGL was $15.53 per Bbl for the three months ended March 31, 2019 compared to $21.21 per Bbl
for the three months ended March 31, 2018.
Lease operating expenses. Our LOE increased by $1.2 million to $21.9 million for the three months ended March 31, 2019, from $20.7 million for
the three months ended March 31, 2018. The increase in LOE was primarily the result of an increase in producing wells and an increase in equipment rental
and other service rates, partially offset by optimization of our field cost structure during the twelve months ended March 31, 2019.
On a per unit basis, LOE decreased to $3.02 per BOE sold for the three months ended March 31, 2019 from $3.34 per BOE for the three months
ended March 31, 2018. The decrease in LOE per BOE is primarily a result of increased production volumes during the three months ended March 31, 2019.
Transportation and gathering. Our T&G expense increased by $2.9 million to $10.4 million for the three months ended March 31, 2019, from $7.5
million for the three months ended March 31, 2018. The increase in T&G was primarily due to adding more wells on fixed fee contracts for the three months
ended March 31, 2019.
On a per unit basis, T&G increased to $1.43 per BOE sold for the three months ended March 31, 2019 compared to $1.22 per BOE sold for the three
months ended March 31, 2018.
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Production taxes. Our production taxes decreased by $2.2 million to $18.1 million for the three months ended March 31, 2019 as compared to $20.3
million for the three months ended March 31, 2018. The decrease is primarily attributable to decreased revenue as production taxes are calculated as a
percentage of sales revenue. Production taxes as a percentage of sales revenue was 8.2% for the three months ended March 31, 2019 as compared to 8.8% for
the three months ended March 31, 2018. The decrease in production taxes as a percentage of sales revenue relates to a decrease in the estimated ad valorem
and severance tax rates for the three months ended March 31, 2019.
Exploration expenses. Our exploration expenses were $6.2 million for the three months ended March 31, 2019, which were primarily attributable to
$0.4 million in expense for the extension of certain leases and $3.9 million in impairment expense related to the abandonment and impairment of unproved
properties for the three months ended March 31, 2019. For the three months ended March 31, 2018, we recognized $7.3 million in exploration expenses.
Depletion, depreciation, amortization and accretion expense. Our DD&A expense increased $22.6 million to $118.8 million for the three months
ended March 31, 2019 as compared to $96.2 million for the three months ended March 31, 2018. This increase is due to an increase in volumes sold for the
three months ended March 31, 2019 as sales increased by approximately 1,037 MBoe. On a per unit basis, DD&A expense increased to $16.41 per BOE for
the three months ended March 31, 2019 from $15.52 per BOE for the three months ended March 31, 2018.
Impairment of long lived assets. Our impairment expense of $8.2 million for the three months ended March 31, 2019 was related to impairment of
the proved oil and gas properties in our northern field. The fair value did not exceed our carrying amount associated with the proved oil and gas properties in
our northern field. No impairment expense was recognized for the three months ended March 31, 2018.
General and administrative expenses. General and administrative (“G&A”) expenses decreased by $3.3 million to $27.7 million for the three months
ended March 31, 2019 as compared to $31.0 million for the three months ended March 31, 2018. This decrease is primarily due to a decrease in stock-based
compensation expense recognized for the three months ended March 31, 2019 compared to the three months ended March 31, 2018. On a per unit basis, G&A
expense decreased to $3.82 per BOE sold for the three months ended March 31, 2019 from $5.00 per BOE sold for the three months ended March 31, 2018.
Our G&A expenses include the non‑cash expense for stock‑based compensation for equity awards granted to our employees and directors. For the
three months ended March 31, 2019 and 2018, stock‑based compensation expense was $13.0 million and $15.7 million, respectively.
Commodity derivative loss. Primarily due to the increase in NYMEX crude oil futures prices at March 31, 2019 as compared to December 31, 2018
and change in fair value from the execution of new positions, we incurred a net loss on our commodity derivatives of $122.1 million for the three months
ended March 31, 2019, including the amortization of premiums. Primarily due to the increase in NYMEX crude oil futures prices at March 31, 2018 as
compared to December 31, 2017 and change in fair value from the execution of new positions, we incurred a net loss on our commodity derivatives of $50.3
million for the three months ended March 31, 2018, including the amortization of premiums. These gains and losses are a result of our hedging program,
which is used to mitigate our exposure to commodity price fluctuations. The fair value of the open commodity derivative instruments will continue to change
in value until the transactions are settled and we will likely add to our hedging program in the future. Therefore, we expect our net income (loss) to reflect the
volatility of commodity price forward markets. Our cash flow will only be affected upon settlement of the transactions at the current market prices at that
time. During the three months ended March 31, 2019, we paid cash settlements of commodity derivatives totaling $10.3 million. During the three months
ended March 31, 2018, we paid cash settlements of commodity derivatives totaling $23.3 million.
Interest expense. Interest expense consists of interest expense on our long-term debt and amortization of debt issuance costs, net of capitalized
interest. For the three months ended March 31, 2019, we recognized interest expense of $13.0 million as compared to $63.3 million for the three months
ended March 31, 2018, as a result of borrowings under our revolving credit facility, our 2021 Senior Notes, 2024 Senior Notes, our 2026 Senior Notes and the
amortization of debt issuance costs.
We incurred interest expense for the three months ended March 31, 2019 of $20.8 million related to our 2024 Senior Notes, 2026 Senior Notes, and
revolving credit facility. We incurred interest expense for the three months ended March 31, 2018 of approximately $19.9 million related to our revolving
credit facility, our 2021 Senior Notes, 2024 Senior Notes, our 2026 Senior Notes, as well as a make-whole premium of $35.6 million related to our repayment
of 2021 Senior Notes in January and February 2018. Also included in interest expense for the three months ended March 31, 2019 and 2018 was the
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amortization of debt issuance costs of $1.5 million and $10.4 million, respectively. Amortization expense for the three months ended March 31, 2018 includes
$9.4 million of acceleration of amortization expense upon the repayment of the 2021 Senior Notes. For the three months ended March 31, 2019 and 2018, we
capitalized interest expense of $2.0 million and $2.6 million, respectively. Interest expense for the three months ended March 31, 2019 also includes $7.3
million of gain on debt extinguishment upon the repurchase of our 2026 Senior Notes.
Income tax benefit. We recorded an income tax benefit of $29.0 million and $14.1 million for the three months ended March 31, 2019 and 2018,
respectively. This resulted in an effective tax rate of approximately 23.6% and 21.3% for the three months ended March 31, 2019 and 2018, respectively. Our
effective tax rate for the three months ended March 31, 2019 and 2018 differs from the U.S. statutory income tax rates of 21.0% primarily due to the effects of
state income taxes and estimated taxable permanent differences.
Gathering and facilities segment. The Company has two operating segments, (i) the exploration, development and production of oil, natural gas and
NGL (the "exploration and production segment") and (ii) the construction and support of midstream assets to gather and process crude oil and gas production
(the "gathering and facilities segment"). Prior to the fourth quarter of 2018, the Company had a single operating segment. The gathering systems and facilities
operating segment is currently under development. Capital expenditures associated with gathering systems and facilities are being incurred to develop
midstream infrastructure to support the Company's development of its oil and gas leasehold along with third-party activity and amounted to $58.9 million and
$5.6 million for the three months ended March 31, 2019 and 2018, respectively. Management expects that the first phase of the gathering systems and
facilities will be operational at the end of the third quarter of 2019.
Liquidity and Capital Resources
Our primary sources of liquidity and capital resources are cash flows generated by operating activities and borrowings under our revolving credit
facility. Depending upon market conditions and other factors, we may also issue equity and debt securities if needed.
Historically, our primary sources of liquidity have been borrowings under our revolving credit facility, proceeds from notes offerings, equity
provided by investors, including our management team, cash from the IPO and Private Placement, cash from the issuance of preferred units, cash flows from
operations and divestitures. To date, our primary use of capital has been for the acquisition of oil and gas properties to increase our acreage position, as well
as development and exploration of oil and gas properties. Our borrowings, net of unamortized debt issuance costs, were approximately $1,423.0 million and
$1,417.7 million at March 31, 2019, and December 31, 2018, respectively. We also have other contractual commitments, which are described in Note 11 –
Commitments and Contingencies in Part I, Item I, Financial Information of this Quarterly Report.
We plan to continue our practice of entering into hedging arrangements to reduce the impact of commodity price volatility on our cash flow from
operations. Under this strategy, we intend to enter into commodity derivative contracts at times and on terms desired to maintain a portfolio of commodity
derivative contracts covering approximately 50% to 70% of our projected oil and natural gas production over a one to two year period at a given point in time,
although we may from time to time hedge more or less than this approximate range.
Based on current expectations, we believe we have sufficient liquidity through our existing cash balances, cash flow from operations and available
borrowings under our revolving credit facility to execute our current capital program, excluding any acquisitions we may consummate, make our interest
payments on the 2024 Senior Notes, 2026 Senior Notes and credit facility and pay dividends on our Series A Preferred Stock and the Elevation Preferred
Units.
If cash flow from operations does not meet our expectations, we may reduce our expected level of capital expenditures and/or fund a portion of our
capital expenditures using borrowings under our revolving credit facility, issuances of debt and equity securities or from other sources, such as asset sales. We
cannot assure you that necessary capital will be available on acceptable terms or at all. Our ability to raise funds through the incurrence of additional
indebtedness could be limited by the covenants in our debt arrangements. If we are unable to obtain funds when needed or on acceptable terms, we may not
be able to complete acquisitions that may be favorable to us or finance the capital expenditures necessary to maintain our production or proved reserves.
Our 2019 capital budget for the drilling and completion of operated and non-operated wells is approximately $585.0 million to $675.0 million,
substantially all of which we intend to allocate to the Core DJ Basin. We expect to drill 125 gross operated wells, complete 122 gross operated wells and turnin-line 111 gross operated wells. Our capital budget anticipates a
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one to two operated rig drilling program and excludes up to $250.0 million for Elevation, which is fully funded by a third party and any amounts that may be
paid for potential acquisitions.
We currently have both a Stock Repurchase Program and a Senior Notes Repurchase Program in place. Spending under these programs during the
three months ended March 31, 2019 was $60.0 million and we expect continued spending under these programs through 2019.
Cash Flows
The following table summarizes our cash flows for the periods indicated (in thousands):
For the Three Months Ended
March 31,
2019

2018

Net cash provided by operating activities

$

134,111

$

119,254

Net cash used in investing activities

$

(232,375)

$

(265,085)

Net cash (used in) provided by financing activities

$

(23,951)

$

154,426

Three Months Ended March 31, 2019 Compared to Three Months Ended March 31, 2018
Net cash provided by operating activities. For the three months ended March 31, 2019 as compared to the three months ended March 31, 2018, our
net cash provided by operating activities increased by $14.9 million, primarily due to a decrease of $18.8 million on commodity derivative settlement
payments. This was partially offset by a decrease in operating revenues, net of expenses, of $9.0 million from decreased sales prices, partially offset by an
increase in sales volumes for the three months ended March 31, 2019 as compared to the three months ended March 31, 2018. Additionally, there was an
increase in distributions from unconsolidated subsidiaries of $1.4 million.
Net cash used in investing activities. For the three months ended March 31, 2019 as compared to the three months ended March 31, 2018, our net
cash used in investing activities decreased by $32.7 million primarily due to a decrease of $70.0 million used in drilling and completion activities, partially
offset by an increase of $50.2 million used in gathering systems and facilities additions and other property and equipment additions. Additionally, there was
an increase in the sale of oil and gas properties of $16.5 million during the three months ended March 31, 2019.
Net cash (used in) provided by financing activities. For the three months ended March 31, 2019 as compared to the three months ended March 31,
2018, our net cash (used in) provided by financing activities decreased by $178.4 million, as a result of a decrease of $739.7 million from the issuance of the
2026 Senior Notes, partially offset by an increase from redemption of the 2021 Senior Notes for $585.6 million, including a make-whole premium of $35.6
million. Additionally, there was an increase of the repurchase of common stock of $29.9 million, as result of our Share Repurchase Program, during the three
months ended March 31, 2019.
Working Capital
Our working capital surplus (deficit) was $(172.7) million and $62.2 million at March 31, 2019 and December 31, 2018, respectively. Our cash
balances totaled $112.8 million and $235.0 million at March 31, 2019 and December 31, 2018, respectively.
Due to the amounts that we incur related to our drilling and completion program and the timing of such expenditures, we may incur working capital
deficits in the future. We expect that our cash flows from operating activities and availability under our revolving credit facility will be sufficient to fund our
working capital needs. We expect that our pace of development, production volumes, commodity prices and differentials to NYMEX prices for our oil,
natural gas and NGL production will be the largest variables affecting our working capital.
Debt Arrangements
Our revolving credit facility has a maximum credit amount of $1.5 billion, subject to a borrowing base of $1.2 billion, subject to the current elected
commitments of $650.0 million, and certain of our current and future subsidiaries are or will be guarantors under such facility. Amounts repaid under our
revolving credit facility may be re-borrowed from time to time,
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subject to the terms of the facility. For more information on the revolving credit facility, please see Note 4 — Long-Term Debt in Part 1, Item 1. Financial
Information of this Quarterly Report. The revolving credit facility is secured by liens on substantially all of our properties.
In July 2016, we closed a private offering of our 2021 Senior Notes that resulted in net proceeds of approximately $537.2 million. Our 2021 Senior
Notes bore interest at an annual rate of 7.875%. Interest on our 2021 Senior Notes was payable on January 15 and July 15 of each year, and the first interest
payment was made on January 15, 2017. Our 2021 Senior Notes would have matured on July 15, 2021. Our 2021 Senior Notes were guaranteed by all of our
current and future restricted subsidiaries (other than Extraction Finance Corp., the co-issuer of our 2021 Senior Notes). In the first quarter of 2018, we closed
a tender offer for the 2021 Senior Notes and subsequently redeemed all remaining outstanding 2021 Senior Notes. No 2021 Senior Notes remain outstanding.
In August 2017, we closed a private offering of our 2024 Senior Notes that resulted in net proceeds of approximately $392.6 million. Our 2024
Senior Notes bear interest at an annual rate of 7.375%. Interest on our 2024 Senior Notes is payable on May 15 and November 15 of each year, and the first
interest payment was made on November 15, 2017. Our 2024 Senior Notes will mature on May 15, 2024. Our 2024 Senior Notes are guaranteed by certain of
our current subsidiaries and by certain future restricted subsidiaries that guarantee our indebtedness under a credit facility.
In January 2018, we closed a private offering of our 2026 Senior Notes that resulted in net proceeds of approximately $737.9 million. Our 2026
Senior Notes bear interest at an annual rate of 5.625%. Interest on our 2026 Senior Notes is payable on February 1 and August 1 of each year, and the first
interest payment was made on August 1, 2018. Our 2026 Senior Notes will mature on February 1, 2026. Our 2026 Senior Notes are guaranteed by certain of
our current subsidiaries and by certain future restricted subsidiaries that guarantee our indebtedness under a credit facility.
Revolving Credit Facility
The amount available to be borrowed under our revolving credit facility is subject to a borrowing base that is redetermined semiannually on each
May 1 and November 1, and will depend on the volumes of our proved oil and gas reserves and estimated cash flows from these reserves and other
information deemed relevant by the administrative agent under our revolving credit facility. As of March 31, 2019, the borrowing base was $1.2 billion,
subject to current elected commitments of $650.0 million.
Principal amounts borrowed will be payable on the maturity date, and interest will be payable quarterly for alternate base rate loans and at the end of
the applicable interest period for Eurodollar loans. We have a choice of borrowing in Eurodollars or at the alternate base rate. Eurodollar loans bear interest at
a rate per annum equal to an adjusted LIBOR rate (equal to the product of: (a) the LIBOR rate, multiplied by (b) a fraction (expressed as a decimal), the
numerator of which is the number one and the denominator of which is the number one minus the reserve percentages (expressed as a decimal) on such date
at which the administrative agent under our revolving credit facility is required to maintain reserves on ‘Eurocurrency Liabilities’ as defined in and pursuant
to Regulation D of the Board of Governors of the Federal Reserve System) plus an applicable margin ranging from 200 to 300 basis points, depending on the
percentage of our borrowing base utilized. Alternate base rate loans bear interest at a rate per annum equal to the greatest of (i) the agent bank’s reference rate,
(ii) the federal funds effective rate plus 50 basis points and (iii) the adjusted one-month LIBOR rate (as calculated above) plus 100 basis points, plus an
applicable margin ranging from 100 to 200 basis points, depending on the percentage of our borrowing base utilized. As of March 31, 2019, we had $375.0
million of outstanding borrowings under our revolving credit facility. We may repay any amounts borrowed prior to the maturity date without any premium or
penalty other than customary LIBOR breakage costs.
The revolving credit facility is secured by liens on substantially all of our properties and guarantees from us and our current and future subsidiaries,
with the exception of Elevation. The revolving credit facility contains restrictive covenants that may limit our ability to, among other things:
•

incur additional indebtedness;

•

sell assets;

•

make loans to others;

•

make investments;

•

make certain changes to our capital structure;
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•

make or declare dividends;

•

hedge future production or interest rates;

•

enter into transactions with our affiliates;

•

incur liens; and

•

engage in certain other transactions without the prior consent of the lenders.

The revolving credit facility requires us to maintain the following financial ratios:
•

a current ratio, which is the ratio of our and our restricted subsidiaries' consolidated current assets (includes unused commitments under our
revolving credit facility and excludes derivative assets) to our restricted subsidiaries' consolidated current liabilities (excludes obligations under
our revolving credit facility, the senior notes and certain derivative liabilities), of not less than 1.0 to 1.0 as of the last day of any fiscal quarter;
and

•

a net leverage ratio, which is the ratio of (i) consolidated debt less cash balances to (ii) our consolidated EBITDAX for the four fiscal quarter
period most recently ended, not to exceed 4.0 to 1.0 as of the last day of such fiscal quarter.

2021 Senior Notes
In July 2016, we closed a private offering of our 2021 Senior Notes that resulted in net proceeds of approximately $537.2 million. Our 2021 Senior
Notes bore interest at an annual rate of 7.875% and would have matured on July 15, 2021.
Concurrent with the 2026 Senior Notes Offering, we commenced a cash tender offer to purchase any and all of our 2021 Senior Notes. On January
24, 2018 we received approximately $500.6 million aggregate principal amount of the 2021 Senior Notes which were validly tendered (and not validly
withdrawn). As a result, on January 25, 2018 we made a cash payment of approximately $534.2 million, which included principal of approximately $500.6
million, a make-whole premium of approximately $32.6 million and accrued and unpaid interest of approximately $1.0 million.
On February 17, 2018, we redeemed the approximately $49.4 million aggregate principal amount of the 2021 Senior Notes that remained
outstanding after the Tender Offer and made a cash payment of approximately $52.7 million to the remaining holders of the 2021 Senior Notes, which
included a make-whole premium of $3.0 million and accrued and unpaid interest of approximately $0.3 million. No 2021 Senior Notes remain outstanding.
2024 Senior Notes
In August 2017, we closed a private offering of our 2024 Senior Notes that resulted in net proceeds of approximately $392.6 million. Our 2024
Senior Notes bear interest at an annual rate of 7.375%. Interest on our 2024 Senior Notes is payable on May 15 and November 15 of each year, and the first
interest payment was made on November 15, 2017. Our 2024 Senior Notes will mature on May 15, 2024.
We may, at our option, redeem all or a portion of our 2024 Senior Notes at any time on or after May 15, 2020 at the redemption prices set forth in the
indenture governing the 2024 Senior Notes. We are also entitled to redeem up to 35% of the aggregate principal amount of our 2024 Senior Notes before May
15, 2020, with an amount of cash not greater than the net proceeds that we raise in certain equity offerings at a redemption price equal to 107.375% of the
principal amount of our 2024 Senior Notes being redeemed plus accrued and unpaid interest, if any, to the redemption date. In addition, prior to May 15,
2020, we may redeem some or all of our 2024 Senior Notes at a price equal to 100% of the principal amount thereof, plus accrued and unpaid interest, if any,
to the redemption date, plus a “make-whole” premium. If we experience certain kinds of changes of control, holders of our 2024 Senior Notes may have the
right to require us to repurchase their 2024 Senior Notes at 101% of the principal amount of the 2024 Senior Notes, plus accrued and unpaid interest, if any, to
the date of purchase.
Our 2024 Senior Notes are our senior unsecured obligations and rank equally in right of payment with all of our other senior indebtedness and senior
to any of our subordinated indebtedness. Our 2024 Senior Notes are fully and unconditionally guaranteed on a senior unsecured basis by each of our current
subsidiaries and by certain future restricted subsidiaries that guarantee our indebtedness under a credit facility. The 2024 Senior Notes are effectively
subordinated to all of our secured indebtedness (including all borrowings and other obligations under our revolving credit facility) to the extent of the value of
the
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collateral securing such indebtedness, and structurally subordinated in right of payment to all existing and future indebtedness and other liabilities (including
trade payables) of any of our future subsidiaries that do not guarantee the 2024 Senior Notes.
2026 Senior Notes
On January 25, 2018, we closed a private offering of our 2026 Senior Notes that resulted in net proceeds of approximately $737.9 million. Our 2026
Senior Notes bear interest at an annual rate of 5.625%. Interest on the 2026 Senior Notes is payable on February 1 and August 1 of each year, and the first
interest payment was made on August 1, 2018. Our 2026 Senior Notes will mature on February 1, 2026. As of the date of this filing, we have repurchased
2026 Senior Notes with a nominal value of $46.8 million for $36.9 million in connection with the Senior Notes Repurchase Program.
We may, at our option, redeem all or a portion of our 2026 Senior Notes at any time on or after February 1, 2021 at the redemption prices set forth in
the indenture governing the 2026 Senior Notes. We are also entitled to redeem up to 35% of the aggregate principal amount of our 2026 Senior Notes before
February 1, 2021, with an amount of cash not greater than the net proceeds that we raise in certain equity offerings at a redemption price equal to 105.625%
of the principal amount of our 2026 Senior Notes being redeemed plus accrued and unpaid interest, if any, to the redemption date. In addition, prior to
February 1, 2021, we may redeem some or all of our 2026 Senior Notes at a price equal to 100% of the principal amount thereof, plus accrued and unpaid
interest, if any, to the redemption date, plus a “make-whole” premium. If we experience certain kinds of changes of control, holders of our 2026 Senior Notes
may have the right to require us to repurchase their 2026 Senior Notes at 101% of the principal amount of the 2026 Senior Notes, plus accrued and unpaid
interest, if any, to the date of purchase.
Our 2026 Senior Notes are our senior unsecured obligations and rank equally in right of payment with all of our other senior indebtedness and senior
to any of our subordinated indebtedness. Our 2026 Senior Notes are fully and unconditionally guaranteed on a senior unsecured basis by certain of our current
subsidiaries and by certain future restricted subsidiaries that guarantee our indebtedness under a credit facility. The 2026 Senior Notes are effectively
subordinated to all of our secured indebtedness (including all borrowings and other obligations under our revolving credit facility) to the extent of the value of
the collateral securing such indebtedness, and structurally subordinated in right of payment to all existing and future indebtedness and other liabilities
(including trade payables) of any of our future subsidiaries that do not guarantee the 2026 Senior Notes.
Series A Preferred Stock
The holders of our Series A Preferred Stock (the "Series A Preferred Stock") are entitled to receive a cash dividend of 5.875% per year, payable
quarterly in arrears, and we have the ability to pay such quarterly dividends in kind at a dividend rate of 10% per year (decreased proportionately to the extent
such quarterly dividends are partially paid in cash). The Series A Preferred Stock is convertible into shares of our common stock at the election of the Series
A Preferred Holders at a conversion ratio per share of Series A Preferred Stock of 61.9195. Until the three-year anniversary of the closing of the IPO, we may
elect to convert the Series A Preferred Stock at a conversion ratio per share of Series A Preferred Stock of 61.9195, but only if the closing price of our
common stock trades at or above a certain premium to our initial offering price, such premium to decrease with time. In certain situations, including a change
of control, the Series A Preferred Stock may be redeemed for cash in an amount equal to the greater of (i) 135% of the liquidation preference of the Series A
Preferred Stock and (ii) a 17.5% annualized internal rate of return on the liquidation preference of the Series A Preferred Stock. The Series A Preferred Stock
matures on October 15, 2021, at which time they are mandatorily redeemable for cash at the liquidation preference. For more information, see the Company’s
Annual Report.
Elevation Preferred Units
On July 3, 2018, Elevation entered into the Securities Purchase Agreement with the Purchaser, pursuant to which Elevation agreed to sell 150,000
Elevation Preferred Units at a price of $990 per Elevation Preferred Unit with an aggregate liquidation preference of $150.0 million, in a transaction exempt
from the registration requirements under the Securities Act. The Private Placement closed on July 3, 2018 and resulted in net proceeds of approximately
$141.9 million, $25.4 million of which was a reimbursement for previously incurred midstream capital expenditures and general and administrative expenses.
These Elevation Preferred Units are non-recourse to Extraction, minimizing risk to our common shareholders, and represent the noncontrolling interest
presented on the condensed consolidated statement of changes in stockholders' equity. Elevation is a separate entity and the assets and credit of Elevation are
not available to satisfy the debts and other obligations of the Company or its other subsidiaries. As of March 31, 2019, $90.9 million of cash was held by
Elevation and is earmarked for construction of pipeline infrastructure to serve the development of acreage in its Hawkeye and Southwest Wattenberg areas.

51

Table of Contents

During the Commitment Period, subject to the satisfaction of certain financial and operational metrics and certain other customary closing
conditions, Elevation has the right to require the Purchaser to purchase additional Elevation Preferred Units on the terms set forth in the Securities Purchase
Agreement. Elevation may require the Purchaser to purchase additional Elevation Preferred Units, in increments of at least $25.0 million, up to an aggregate
amount of $350.0 million. During the Commitment Period, Elevation is required to pay the Purchaser a quarterly commitment fee payable in cash or in kind
of 1.0% per annum on any undrawn amounts of such additional $350.0 million commitment.
The Elevation Preferred Units will entitle the Purchaser to receive quarterly dividends at a rate of 8.0% per annum. In respect of quarters ending
prior to and including June 30, 2020, the Dividend is payable in cash or in kind at the election of Elevation. After June 30, 2020, the Dividend is payable
solely in cash.
Critical Accounting Policies and Estimates
There were no changes to our critical accounting policies from those disclosed in our Annual Report on Form 10-K for the year ended December 31,
2018.
Recent Accounting Pronouncements
Please read Note 2 of the notes to the unaudited condensed consolidated financial statements included in Item 1 of this Quarterly Report for a
detailed list of recent accounting pronouncements.
Impact of Inflation/Deflation and Pricing
All of our transactions are denominated in U.S. dollars. Typically, as prices for oil and natural gas increase, associated costs rise. Conversely, as
prices for oil and natural gas decrease, costs decline. Cost declines tend to lag and may not adjust downward in proportion to decline commodity prices.
Historically, field-level prices received for our oil and natural gas production have been volatile. During the year ended December 31, 2018, commodity
prices increased during the first, second and third quarter, and subsequently decreased in the fourth quarter, while during the years ended December 31, 2017
and 2016, commodity prices generally increased. During the three months ended March 31, 2019, commodity prices increased. Changes in commodity prices
impact our revenues, estimates of reserves, assessments of any impairment of oil and natural gas properties, as well as values of properties being acquired or
sold. Price changes have the potential to affect our ability to raise capital, borrow money, and retain personnel.
Off‑Balance Sheet Arrangements
As of March 31, 2019, we did not have material off-balance sheet arrangements, except for our agreement with our oil marketer. Our oil marketer is
subject to a firm transportation agreement with a make-whole provision that allows us to satisfy any minimum volume commitment deficiencies incurred by
our oil marketer with future barrels of crude oil in excess of their minimum volume commitment through October 31, 2019. We are currently in the process of
amending and extending this agreement. Please see Note 11 – Commitments and Contingencies in Part 1, Item 1 of this Quarterly Report.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK
We are exposed to market risk, including the effects of adverse changes in commodity prices and interest rates as described below. The primary
objective of the following information is to provide quantitative and qualitative information about our potential exposure to market risks. The term “market
risk” refers to the risk of loss arising from adverse changes in oil, natural gas and NGL prices and interest rates. The disclosures are not meant to be precise
indicators of expected future losses, but rather indicators of reasonably possible losses. All of our market risk sensitive instruments were entered into for
purposes other than speculative trading.
Commodity Price Risk
Our major market risk exposure is in the pricing that we receive for our oil, natural gas and NGL production. Pricing for oil, natural gas and NGL
has been volatile and unpredictable for several years and this volatility is expected to continue in the future. The prices we receive for our oil, natural gas and
NGL production depend on many factors outside of our control, such as the strength of the global economy and global supply and demand for the
commodities we produce.
To reduce the impact of fluctuations in oil and natural gas prices on our revenues, we have periodically entered into commodity derivative contracts
with respect to certain of our oil and natural gas production through various transactions that limit the downside of future prices received. We plan to continue
our practice of entering into such transactions to reduce the impact of commodity price volatility on our cash flow from operations. Future transactions may
include price swaps whereby we will receive a fixed price for our production and pay a variable market price to the contract counterparty. Additionally, we
may enter into collars, whereby we receive the excess, if any, of the fixed floor over the floating rate or pay the excess, if any, of the floating rate over the
fixed ceiling price. These hedging activities are intended to support oil prices at targeted levels and to manage our exposure to oil price fluctuations.
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The following tables present our derivative positions related to crude oil and natural gas sales in effect as of March 31, 2019:
2019

2020

2021

NYMEX WTI Crude Swaps:
Notional volume (Bbl)

5,550,000

Weighted average fixed price ($/Bbl)

$

55.69

2,400,000
$

60.01

—
$

—

NYMEX WTI Crude Purchased Puts:
Notional volume (Bbl)

4,200,000

Weighted average purchased put price ($/Bbl)

$

53.34

8,100,000
$

54.30

1,200,000
$

55.00

NYMEX WTI Crude Sold Calls:
Notional volume (Bbl)

4,200,000

Weighted average sold call price ($/Bbl)

$

61.68

8,100,000
$

61.75

1,200,000
$

63.05

NYMEX WTI Crude Sold Puts:
Notional volume (Bbl)

6,175,000

Weighted average sold put price ($/Bbl)

$

41.45

10,500,000
$

42.51

1,200,000
$

43.00

NYMEX HH Natural Gas Swaps:
Notional volume (MMBtu)

27,000,000

Weighted average fixed price ($/MMBtu)

$

2.75

11,400,000
$

2.74

—
$

—

NYMEX HH Natural Gas Purchased Puts:
Notional volume (MMBtu)

—

Weighted average purchased put price ($/MMBtu)

$

—

600,000
$

2.90

—
$

—

NYMEX HH Natural Gas Sold Calls:
Notional volume (MMBtu)

—

Weighted average sold call price ($/MMBtu)

$

—

600,000
$

3.48

—
$

—

CIG Basis Gas Swaps:
Notional volume (MMBtu)

28,800,000

Weighted average fixed basis price ($/MMBtu)

$

(0.74)

21,600,000
$

(0.62)

—
$

—

As of March 31, 2019, the fair market value of our oil derivative contracts was a net liability of $49.7 million. Based on our open oil derivative
positions at March 31, 2019, a 10% increase in the NYMEX WTI price would increase our net oil derivative liability by approximately $103.4 million, while
a 10% decrease in the NYMEX WTI price would decrease our net oil derivative liability by approximately $92.8 million. As of March 31, 2019, the fair
market value of our natural gas derivative contracts was a net liability of $4.9 million. Based upon our open commodity derivative positions at March 31,
2019, a 10% increase in the NYMEX Henry Hub price would increase our net natural gas derivative liability by approximately $7.5 million, while a 10%
decrease in the NYMEX Henry Hub price would decrease our net natural gas derivative liability by approximately $7.6 million. Please see “—How We
Evaluate Our Operations—Derivative Arrangements.”
Counterparty and Customer Credit Risk
Our cash and cash equivalents are exposed to concentrations of credit risk. We manage and control this risk by investing these funds with major
financial institutions. We often have balances in excess of the federally insured limits.
We sell oil, natural gas and NGL to various types of customers, including pipelines and refineries. Credit is extended based on an evaluation of the
customer’s financial conditions and historical payment record. The future availability of a ready market for oil, natural gas and NGL depends on numerous
factors outside of our control, none of which can be predicted with certainty. For the three months ended March 31, 2019, we had certain major customers that
exceeded 10% of total oil, natural gas and NGL revenues. We do not believe the loss of any single purchaser would materially impact our operating results
because oil, natural gas and NGL are fungible products with well-established markets and numerous purchasers.
At March 31, 2019, we had commodity derivative contracts with eleven counterparties. We do not require collateral or other security from
counterparties to support derivative instruments; however, to minimize the credit risk in derivative instruments, it is our policy to enter into derivative
contracts only with counterparties that are creditworthy financial institutions deemed by management as competent and competitive market makers.
Additionally, we use master netting agreements to minimize credit risk exposure. The creditworthiness of our counterparties is subject to periodic review. For
the three months ended March 31, 2019 and 2018, we did not incur any losses with respect to counterparty contracts. None of our existing derivative
instrument contracts contain credit risk related contingent features.
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Interest Rate Risk
At March 31, 2019, we had $325.0 million variable-rate debt outstanding. The impact on interest expense of a 1% increase or decrease in the average
interest rate would be approximately $3.3 million per year. We may begin entering into interest rate swap arrangements on a portion of our outstanding debt to
mitigate the risk of fluctuations in LIBOR if we have variable-rate debt outstanding in the future. Please see “—Liquidity and Capital Resources—Debt
Arrangements.”
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ITEM 4. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures
As required by Rule 13a-15(b) under the Securities Exchange Act of 1934 (the “Exchange Act”), we have evaluated, under the supervision and with
the participation of management, including our principal executive officer and principal financial officer, the effectiveness of the design and operation of our
disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act) as of the end of the period covered by this
Quarterly Report on Form 10-Q. Our disclosure controls and procedures are designed to provide reasonable assurance that the information required to be
disclosed by us in reports that we file or submit under the Exchange Act is accumulated and communicated to management, including our principal executive
officer and principal financial officer, as appropriate, to allow timely decisions regarding required disclosure and is recorded, processed, summarized and
reported within the time periods specified in the rules and forms of the SEC. Based upon that evaluation, our principal executive officer and principal
financial officer concluded that our disclosure controls and procedures were effective as of March 31, 2019.

Changes in Internal Control over Financial Reporting
There were no changes in our internal control over financial reporting during the three months ended March 31, 2019 that materially affected, or are
reasonably likely to materially affect, our internal control over financial reporting.
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PART II—OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
From time to time, we are party to ongoing legal proceedings in the ordinary course of business. While the outcome of these proceedings cannot be
predicted with certainty, we do not believe the results of these proceedings, individually or in the aggregate, will have a material adverse effect on our
business, financial condition, results of operations or liquidity.
ITEM 1A. RISK FACTORS
Factors that could materially adversely affect our business, financial condition, operating results or liquidity and the trading price of our common
stock are described below and under Item 1A “Risk Factors”, included in our Annual Report on Form 10-K filed with the SEC on February 21, 2019. This
information should be considered carefully, together with other information in this report and other reports and materials we file with the SEC.
The enactment of Senate Bill 19-181 “Protect Public Welfare Oil And Gas Operations” increased the regulatory authority of local governments
in Colorado over the surface impacts of oil and gas development, which could have a material adverse effect on our business.
On April 16, 2019, Senate Bill 19-181 (“SB181”) became law, increasing the regulatory authority of local governments in Colorado over the surface
impacts of oil and gas development. Among other things, SB181 (i) repeals a prior law restricting local government land use authority over oil and gas
mineral extraction areas to areas designated by the Colorado Oil and Gas Conservation Commission, (ii) directs the Colorado Air Quality Control
Commission to review its leak detection and repair rules and to adopt rules to minimize emissions of certain air pollutants, (iii) clarifies that local
governments have authority to regulate the siting of oil and gas locations, including the ability to inspect oil and gas facilities, impose fines for leaks, spills,
and emissions, and impose fees on operators or owners to cover regulation and enforcement costs, (iv) allows local governments or oil and gas operators to
request a technical review board to evaluate the effect of the local government’s preliminary or final determination on the operator’s application and (v)
repeals an exemption for oil and gas production from counties’ authority to regulate noise. The enactment of SB181 could lead to delays and additional costs
to our business.
Similar efforts to SB181 are likely to continue in the future, which, if successful, could result in dramatically reducing the area available for future
oil and gas development in Colorado or outright banning oil and gas development in Colorado. We cannot predict the nature or outcome of future ballot
initiatives, legislative actions or other similar efforts, or the effects of implementation of SB181 by local governments in Colorado. The enactment of SB181
may lead to delays and additional costs to our operations. Furthermore, if we are required to cease operating in any of the areas in which we now operate as
the result of bans or moratoria on drilling or related oilfield services activities, it could have a material effect on our business, financial condition, and results
of operations.
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
The following table sets forth our share repurchase activity for each period presented:

Period
January 1 - January 31, 2019

Total Number of Shares
Purchased

157,335(2)

$

4.78

7,666,715

$

7,824,050

$

4.12

February 1, 2019 - February 28, 2019
March 1, 2019 - March 31, 2019
Total

Average Price Paid per
Share

—

Total Number of Shares
Purchased as Part of
Publicly Announced
Plans or Program

Approximate Dollar
Value of Shares that
May Yet be Purchased
under the Plans or
Programs (in millions) (1)

—

$

73.8

—

—

$

73.8

4.10

7,666,715

$

42.3

7,666,715

$

42.3

(1) On April 1, 2019, we announced an extension of our ongoing repurchase program until December 31, 2019 and an increase of the program to authorize
repurchases up to an incremental amount of $100.0 million in common stock from the date of the extension, bringing the total amount authorized to be
repurchased to approximately $163.2 million.
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(2) These shares were withheld to satisfy tax withholding payments related to incentive restricted stock unit awards that vested during the period.
ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None.
ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.
ITEM 5. OTHER INFORMATION
None.
ITEM 6. EXHIBITS
(a) Exhibits:
The exhibits listed on the accompanying Exhibit Index are filed, furnished or incorporated by reference as part of this report, and such Exhibit Index
is incorporated herein by reference.
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INDEX TO EXHIBITS

Exhibit
Number

Description

3.1

Certificate of Incorporation of Extraction Oil & Gas, Inc., dated October 11, 2016 (incorporated by reference to Exhibit 3.1 to the
Company’s Current Report on Form 8-K (File No. 001-37907) filed with the Commission on October 14, 2016).

3.2

Certificate of Designations of Series A Preferred Stock of Extraction Oil & Gas, Inc., filed with the Secretary of State of the State of
Delaware on October 17, 2016 (incorporated by reference to Exhibit 3.1 to the Company’s Current Report on Form 8-K (File No. 00137907) filed with the Commission on October 21, 2016).

3.3

Bylaws of Extraction Oil & Gas, Inc., dated October 11, 2016 (incorporated by reference to Exhibit 3.2 to the Company’s Current Report
on Form 8-K (File No. 001-37907) filed with the Commission on October 14, 2016).

10.1

Consent and Amendment No. 6 to Amended and Restated Credit Agreement, dated as of January 8, 2019, by and among Extraction Oil &
Gas, Inc., as borrower, certain of its subsidiaries, as guarantors, the lenders party thereto, and Wells Fargo Bank, National Association, as
administrative agent and issuing lender (incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K (File
No. 001-37907) filed with the Commission on January 14, 2019).

*31.1

Certification of Chief Executive Officer required by Rules 13a-14 and 15d-14 under the Securities Exchange Act of 1934.

*31.2

Certification of Chief Financial Officer required by Rules 13a-14 and 15d-14 under the Securities Exchange Act of 1934.

**32.1

Certification of Chief Executive Officer pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

**32.2

Certification of Chief Financial Officer pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

*101

Interactive Data Files

* Filed herewith.
** Furnished herewith.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.
Date: May 2, 2019.
Extraction Oil & Gas, Inc.
By:

/S/ MATTHEW R. OWENS
Matthew R. Owens
President and Acting Chief Executive Officer
(principal executive officer)

By:

/S/ RUSSELL T. KELLEY, JR.
Russell T. Kelley, Jr.
Chief Financial Officer
(principal financial officer)
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Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO RULE 13A-14(A) AND RULE 15D-14(A)
OF THE SECURITIES EXCHANGE ACT OF 1934, AS AMENDED
I, Matthew R. Owens, certify that:
1.

I have reviewed this quarterly report on Form 10-Q (this “Report”) of Extraction Oil & Gas, Inc. (the “Registrant”);

2.

Based on my knowledge, this Report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
Report;

3.

Based on my knowledge, the financial statements, and other financial information included in this Report, fairly present in all material respects the
financial condition, results of operations and cash flows of the Registrant as of, and for, the periods presented in this Report;

4.

The Registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d15(f)) for the Registrant and have:

5.

a.

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,
to ensure that material information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this Report is being prepared;

b.

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c.

Evaluated the effectiveness of the Registrant’s disclosure controls and procedures and presented in this Report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this Report based on such evaluation; and

d.

Disclosed in this Report any change in the Registrant’s internal control over financial reporting that occurred during the Registrant’s most
recent fiscal quarter (the Registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely
to materially affect, the Registrant’s internal control over financial reporting; and

The Registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
Registrant’s auditors and the audit committee of the Registrant’s board of directors (or persons performing the equivalent functions):
a.

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the Registrant’s ability to record, process, summarize and report financial information; and

b.

Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant’s internal
control over financial reporting.

Date: May 2, 2019

/S/ MATTHEW R. OWENS
Matthew R. Owens
President and Acting Chief Executive Officer
(Principal Executive Officer)

Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO RULE 13A-14(A) AND RULE 15D-14(A)
OF THE SECURITIES EXCHANGE ACT OF 1934, AS AMENDED
I, Russell T. Kelley, Jr., certify that:
1.

I have reviewed this quarterly report on Form 10-Q (this “Report”) of Extraction Oil & Gas, Inc. (the “Registrant”);

2.

Based on my knowledge, this Report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
Report;

3.

Based on my knowledge, the financial statements, and other financial information included in this Report, fairly present in all material respects the
financial condition, results of operations and cash flows of the Registrant as of, and for, the periods presented in this Report;

4.

The Registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d15(f)) for the Registrant and have:

5.

a.

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,
to ensure that material information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this Report is being prepared;

b.

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c.

Evaluated the effectiveness of the Registrant’s disclosure controls and procedures and presented in this Report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this Report based on such evaluation; and

d.

Disclosed in this Report any change in the Registrant’s internal control over financial reporting that occurred during the Registrant’s most
recent fiscal quarter (the Registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely
to materially affect, the Registrant’s internal control over financial reporting; and

The Registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
Registrant’s auditors and the audit committee of the Registrant’s board of directors (or persons performing the equivalent functions):
a.

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the Registrant’s ability to record, process, summarize and report financial information; and

b.

Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant’s internal
control over financial reporting.

Date: May 2, 2019

/S/ RUSSELL T. KELLEY, JR.
Russell T. Kelley, Jr.
Chief Financial Officer
(Principal Financial Officer)

Exhibit 32.1
CERTIFICATION OF
CHIEF EXECUTIVE OFFICER UNDER SECTION 906 OF THE
SARBANES OXLEY ACT OF 2002, 18 U.S.C. § 1350
In connection with the Quarterly Report on Form 10-Q for the quarterly period ended March 31, 2019 of Extraction Oil & Gas, Inc. (the “Company”), as filed
with the Securities and Exchange Commission on the date hereof (the “Report”), I, Matthew R. Owens, President and Acting Chief Executive Officer of the
Company, hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:
(1)

the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and

(2)

the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.

Date: May 2, 2019

/S/ MATTHEW R. OWENS
Matthew R. Owens
President and Acting Chief Executive Officer
(Principal Executive Officer)

Exhibit 32.2
CERTIFICATION OF
CHIEF FINANCIAL OFFICER UNDER SECTION 906 OF THE
SARBANES OXLEY ACT OF 2002, 18 U.S.C. § 1350
In connection with the Quarterly Report on Form 10-Q for the quarterly period ended March 31, 2019 of Extraction Oil & Gas, Inc. (the “Company”), as filed
with the Securities and Exchange Commission on the date hereof (the “Report”), I, Russell T. Kelley, Jr., Chief Financial Officer and Chairman of the
Company, hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:
(1)

the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and

(2)

the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.

Date: May 2, 2019

/S/ RUSSELL T. KELLEY, JR.
Russell T. Kelley, Jr.
Chief Financial Officer
(Principal Financial Officer)

