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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

Various statements contained in or incorporated by reference into this Quarterly Report on Form 10-Q (this "Quarterly
Report") are forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchange Act of 1934, as amended (the "Exchange Act"). These
forward-looking statements include statements, projections and estimates concerning our operations, performance,
business strategy, oil and natural gas reserves, drilling program capital expenditures, liquidity and capital resources,
the timing and success of specific projects, outcomes and effects of litigation, claims and disputes, derivative activities
and potential financing. Forward-looking statements are generally accompanied by words such as "estimate,"
"project,” "predict," "believe," "expect," "anticipate," "potential," "could," "may," "will," "foresee," "plan," "goal,"
"should," "intend," "pursue," "target," "continue," "suggest" or the negative thereof or other variations thereof or other
words that convey the uncertainty of future events or outcomes. Forward-looking statements are not guarantees of
performance. These statements are based on certain assumptions and analyses made by us in light of our experience
and our perception of historical trends, current conditions and expected future developments as well as other factors
we believe are appropriate under the circumstances. Among the factors that significantly impact our business and
could impact our business in the future are:

the volatility of, and substantial decline in, oil, natural gas liquids ("NGL") and natural gas prices;

our ability to discover, estimate, develop and replace oil, NGL and natural gas reserves;

changes in domestic and global production, supply and demand for oil, NGL and natural gas;

the ongoing instability and uncertainty in the United States and international financial and consumer markets that
could adversely affect the liquidity available to us and our customers and the demand for commodities, including oil,
NGL and natural gas;

capital requirements for our operations and projects;

the availability and costs of drilling and production equipment, labor and oil and natural gas processing and other
services;

the availability of sufficient pipeline and transportation facilities and gathering and processing capacity;

our ability to maintain the borrowing capacity under our Fifth Amended and Restated  Senior Secured Credit
Facility (as amended, the "Senior Secured Credit Facility") or access other means of obtaining capital and liquidity,
especially during periods of sustained low commodity prices;

restrictions contained in our debt agreements, including our Senior Secured Credit Facility and the indentures
governing our senior unsecured notes, as well as debt that could be incurred in the future;

our ability to recruit and retain the qualified personnel necessary to operate our business;

our ability to generate sufficient cash to service our indebtedness, fund our capital requirements and generate future
profits;

the impact of share repurchases or our suspension or discontinuation of the share repurchase program at any time;

the potential impact on production of oil, NGL and natural gas from our wells due to tighter spacing of our wells;

our ability to hedge and regulations that affect our ability to hedge;

revisions to our reserve estimates as a result of changes in commodity prices and other uncertainties;

tmpacts to our financial statements as a result of impairment write-downs;

the potentially insufficient refining capacity in the United States Gulf Coast to refine all of the light sweet crude oil
being produced in the United States, which could result in widening price discounts to world crude prices and
potential shut-in of production due to lack of sufficient markets;

risks related to the geographic concentration of our assets;

changes in the regulatory environment and changes in U.S. or international legal, political, administrative or economic
conditions, including regulations that prohibit or restrict our ability to apply hydraulic fracturing to our oil and natural
gas wells and to access and dispose of water used in these operations;

{egislation or regulations that prohibit or restrict our ability to drill new allocation wells;

our ability to execute our strategies;
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competition in the oil and natural gas industry;
the adverse outcome and impact of litigation, legal proceedings, investigations and insurance or other claims,
including the adverse outcome and impact of pending or protracted litigation;
drilling and operating risks, including risks related to hydraulic fracturing activities;
our ability to successfully identify and consummate strategic acquisitions at purchase prices that are accretive to our
financial results and to successfully integrate acquired businesses, assets and properties;

our ability to comply with federal, state and local regulatory

requirements; and
the impact of the new tax laws enacted on December 22, 2017.
These forward-looking statements involve a number of risks and uncertainties that could cause actual results to differ
materially from those suggested by the forward-looking statements. Forward-looking statements should, therefore, be
considered in light of various factors, including those set forth under "Part I, Item 2. Management's Discussion and
Analysis of Financial Condition and Results of Operations" and elsewhere in this Quarterly Report, under "Part I, Item
1A. Risk Factors" and "Part I, Item 7. Management's Discussion and Analysis of Financial Condition and Results of
Operations" in our Annual Report on Form 10-K for the fiscal year ended December 31, 2017 (the "2017 Annual
Report"), and those set forth from time to time in our other filings with the Securities and Exchange Commission (the
"SEC"). These documents are available through our website or through the SEC's Electronic Data Gathering and
Analysis Retrieval system at http://www.sec.gov. In light of such risks and uncertainties, we caution you not to place
undue reliance on these forward-looking statements. These forward-looking statements speak only as of the date of
this Quarterly Report, or if earlier, as of the date they were made. We do not intend to, and disclaim any obligation to,
update or revise any forward-looking statements unless required by securities law.
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Item 1. Consolidated Financial Statements (Unaudited)

Laredo Petroleum, Inc.
Consolidated balance sheets

(in thousands, except share data)
(Unaudited)

Assets

Current assets:

Cash and cash equivalents

Accounts receivable, net

Derivatives

Other current assets

Total current assets

Property and equipment:

Oil and natural gas properties, full cost method:
Evaluated properties

Unevaluated properties not being depleted
Less accumulated depletion and impairment
Oil and natural gas properties, net
Midstream service assets, net

Other fixed assets, net

Property and equipment, net
Derivatives

Other noncurrent assets, net

Total assets

Liabilities and stockholders' equity
Current liabilities:

Accounts payable and accrued liabilities
Accrued capital expenditures
Undistributed revenue and royalties
Derivatives

Other current liabilities

Total current liabilities

Long-term debt, net

Derivatives

Asset retirement obligations

Other noncurrent liabilities

Total liabilities

Commitments and contingencies
Stockholders' equity:

Preferred stock, $0.01 par value, 50,000,000 shares authorized and zero issued as of March

31, 2018 and December 31, 2017

Common stock, $0.01 par value, 450,000,000 shares authorized and 238,320,332 and
242,521,143 issued and outstanding as of March 31, 2018 and December 31, 2017,

respectively

March 31, December
2018 31,2017
$55,889 $112,159
97,843 100,645
15,442 6,392
16,019 15,686
185,193 235,382
6,240,743 6,070,940
160,097 175,865
(4,699,395 ) (4,657,466 )
1,701,445 1,589,339
137,944 138,325
42,860 40,721
1,882,249 1,768,385
4,541 3,413
15,548 16,109
$2,087,531 $2,023,289
$88,857 $58,341
39,385 82,721
40,393 37,852
17,628 22,950
53,403 75,555
239,666 277,419
847,300 791,855
325 384
54,835 53,962
3,575 134,090
1,145,701 1,257,710
2,383 2,425
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Additional paid-in capital 2,380,917 2,432,262
Accumulated deficit (1,441,470 ) (1,669,108 )
Total stockholders' equity 941,830 765,579
Total liabilities and stockholders' equity $2,087,531 $2,023,289

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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Laredo Petroleum, Inc.
Consolidated statements of operations
(in thousands, except per share data)

(Unaudited)

Three months ended

March 31,

2018 2017
Revenues:
Oil sales $150,914 $99,467
NGL sales 28,360 20,828
Natural gas sales 18,160 18,441
Midstream service revenues 2,359 2,999
Sales of purchased oil 59,903 47,271
Total revenues 259,696 189,006
Costs and expenses:
Lease operating expenses 21,951 16,992
Production and ad valorem taxes 11,812 8,781
Midstream service expenses 693 916
Costs of purchased oil 60,664 50,256
General and administrative 24,725 25,597
Depletion, depreciation and amortization 45,553 34,112
Other operating expenses 1,106 1,026
Total costs and expenses 166,504 137,680
Operating income 93,192 51,326
Non-operating income (expense):
Gain on derivatives, net 9,010 36,671
Income from equity method investee (see Note 3.a) — 3,068
Interest expense (13,518 ) (22,720)
Interest and other income 453 145
Loss on disposal of assets, net 2,617 ) 214 )
Non-operating income (expense), net (6,672 ) 16,950
Income before income taxes 86,520 68,276
Income tax:
Deferred — —
Total income tax — —
Net income $86,520 $68,276
Net income per common share:
Basic $0.36 $0.29
Diluted $0.36 $0.28
Weighted-average common shares outstanding:
Basic 238,228 238,505
Diluted 239,319 244,379

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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Laredo Petroleum, Inc.

Consolidated statement of stockholders' equity

(in thousands)
(Unaudited)

Balance, December 31, 2017
Adjustment to the beginning balance of
accumulated deficit upon adoption of
ASC 606 (see Note 4.a)

Restricted stock awards

Restricted stock forfeitures

Share repurchases

Vested stock exchanged for tax
withholding

Retirement of treasury stock
Stock-based compensation

Net income

Balance, March 31, 2018

Additional

Common Stock

Shares
242,521

3,052
13

)

paid-in
Amount capital
$2,425 $2,432,262

(7,240 ) (72 ) (62,756

238,320

— 11,441

$2,383 $2,380,917

Treasury Stock

Accumulated
(at cost) deficit
Shares Amount Total
— $ — $(1,669,108) $765,579
— — 141,118 141,118
) — _ _ _
6,728 (58,475 — (58,475 )
512 4,353 — 4,353 )
) (7,240 ) 62,828 — —
— — — 11,441
— — 86,520 86,520
— $ — $(1,441,470) $941,830

The accompanying notes are an integral part of this unaudited consolidated financial statement.

3
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Laredo Petroleum, Inc.

Consolidated statements of cash flows
(in thousands)

(Unaudited)

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Depletion, depreciation and amortization

Non-cash stock-based compensation, net

Mark-to-market on derivatives:

Gain on derivatives, net

Settlements (paid) received for matured derivatives, net
Change in net present value of derivative deferred premiums
Premiums paid for derivatives

Amortization of debt issuance costs

Income from equity method investee (see Note 3.a)

Other, net

Decrease in accounts receivable

Increase in other current assets

Increase in other noncurrent assets

Increase in accounts payable and accrued liabilities

Increase in undistributed revenues and royalties

Decrease in other current liabilities

Decrease in other noncurrent liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Capital expenditures:

Oil and natural gas properties

Midstream service assets

Other fixed assets

Proceeds from disposition of equity method investee, net of selling costs (see Note 3.a)
Proceeds from dispositions of capital assets, net of selling costs
Net cash used in investing activities

Cash flows from financing activities:

Borrowings on Senior Secured Credit Facility

Payments on Senior Secured Credit Facility

Share repurchases

Vested stock exchanged for tax withholding

Proceeds from exercise of stock options

Net cash used in financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

Three months

ended March 31,
2018 2017
$86,520 $68,276
45,553 34,112
9,339 9,224
(9,010 ) (36,671)
(2,236 ) 7,451
211 41
(4,024 ) (2,107 )
793 1,053

— (3,068 )
4,304 1,212
1,147 7,996
(2,483 ) (1,591 )
(100 ) —
30,516 3,813
2,541 171
(16,226 ) (26,084 )
374 ) (44 )
146,471 63,784

(195,025 (110,542
(3,362 ) (1,731 )
(3,963 ) (1,203 )
1,655 —

1,021 59,515
(199,674 (53,961 )

55,000 50,000
— (55,000 )
(53,714 ) —
(4,353 ) (7,501 )
— 358
(3,067 ) (12,143 )
(56,270 ) (2,320 )
112,159 32,672
$55,889 $30,352

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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Condensed notes to the consolidated financial statements
(Unaudited)

Note 1—Organization and basis of presentation

a. Organization

Laredo Petroleum, Inc. ("Laredo"), together with its wholly-owned subsidiaries, Laredo Midstream Services, LLC
("LMS") and Garden City Minerals, LLC ("GCM"), is an independent energy company focused on the acquisition,
exploration and development of oil and natural gas properties, and midstream and marketing services, primarily in the
Permian Basin of West Texas. LMS and GCM (together, the "Guarantors") guarantee all of Laredo's debt instruments.
In these notes, the "Company" refers to Laredo, LMS and GCM collectively, unless the context indicates otherwise.
All amounts, dollars and percentages presented in these unaudited consolidated financial statements and the related
notes are rounded and, therefore, approximate.

b. Basis of presentation

The accompanying unaudited consolidated financial statements were derived from the historical accounting records of
the Company and reflect the historical financial position, results of operations and cash flows for the periods described
herein. The accompanying unaudited consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America ("GAAP"). All material intercompany
transactions and account balances have been eliminated in the consolidation of accounts.

The accompanying unaudited consolidated financial statements have not been audited by the Company's independent
registered public accounting firm, except that the consolidated balance sheet as of December 31, 2017 is derived from
audited consolidated financial statements. In the opinion of management, the accompanying unaudited consolidated
financial statements reflect all necessary adjustments to present fairly the Company's financial position as of

March 31, 2018 and results of operations and cash flows for each of the three months ended March 31, 2018 and
2017.

Certain disclosures have been condensed or omitted from these unaudited consolidated financial statements.
Accordingly, these unaudited consolidated financial statements should be read in conjunction with the audited
consolidated financial statements and notes thereto included in the 2017 Annual Report.

Significant accounting policies

See Note 2 "Basis of presentation and significant accounting policies" in the 2017 Annual Report for discussion of
significant accounting policies.

Use of estimates in the preparation of interim unaudited consolidated financial statements

The preparation of the accompanying unaudited consolidated financial statements in conformity with GAAP requires
management to make estimates and assumptions about future events. These estimates and the underlying assumptions
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period. Although
management believes these estimates are reasonable, actual results could differ.

For further information regarding the estimates and assumptions, see Note 2.b "Use of estimates in the preparation of
consolidated financial statements" in the 2017 Annual Report. Furthermore, see Note 7.c for a discussion of estimates
pertaining to the Company's 2018 performance share awards.

Reclassifications

Certain amounts in the accompanying unaudited consolidated financial statements have been reclassified to conform
to the 2018 presentation. These reclassifications had no impact on previously reported total assets, total liabilities, net
income, stockholders' equity or total operating, investing or financing cash flows.

5
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Note 2—Recently issued or adopted accounting pronouncements

The Company considers the applicability and impact of all accounting standard updates ("ASU") issued by the
Financial Accounting Standards Board ("FASB") to the FASB Accounting Standards Codification ("ASC"). The
discussion of the ASUs listed below were determined to be meaningful to the Company's consolidated financial
statements and/or footnotes during the three months ended March 31, 2018.

a. Revenue recognition

On January 1, 2018 the Company adopted Accounting Standard Codification ("ASC") 606, Revenue from Contracts
with Customers ("ASC 606"), using the modified retrospective approach of adoption. ASC 606 supersedes previous
revenue recognition requirements in ASC 605, Revenue Recognition ("ASC 605"), and includes a five-step revenue
recognition model to depict the transfer of goods or services to customers in an amount that reflects the consideration
to which the Company expects to be entitled in exchange for those goods or services. In addition, the new standard
requires significantly expanded disclosures related to the nature, timing, amount and uncertainty of revenue and cash
flows arising from contracts with customers. See Note 4 for further discussion of the ASC 606 adoption impact on the
Company's unaudited consolidated financial statements and the Company's revenue recognition policies.

b. Leases

In February 2016, the FASB issued new guidance in ASC 842, Leases ("ASC 842"), which will supersede the current
guidance in ASC 840, Leases. The core principle of the new guidance is that a lessee should recognize in the
statement of financial position a liability to make lease payments and a right-of-use asset representing its right to use
the underlying asset for the lease term for leases currently classified as operating leases. For leases with a term of 12
months or less, a lessee is permitted to make an accounting policy election, by class of underlying asset, not to
recognize lease assets and lease liabilities. In January 2018, the FASB issued new guidance in ASC 842 to provide an
optional transition practical expedient to not evaluate existing or expired land easements that were not previously
accounted for as leases under ASC 840.

The amendments in these ASUs are effective for fiscal years beginning after December 15, 2018, including interim
periods within those fiscal years. Early adoption is permitted. The Company is in the process of evaluating the
potential impact of adopting this guidance, and the primary effect will be to record assets and obligations for contracts
currently recognized as operating leases with a term greater than 12 months and to evaluate operating leases with a
term less than or equal to 12 months for accounting policy election. The Company does not intend to adopt the
standard early.

c. Business combinations

In January 2017, the FASB issued new guidance in ASC 805, Business Combinations, to clarify the definition of a
business with the objective of adding guidance to assist entities with evaluating whether transactions should be
accounted for as acquisitions (or disposals) of assets or businesses. The amendments in this ASU provide a screen to
determine when a set of assets and activities is not a business. The screen requires that when substantially all of the
fair value of the gross assets acquired (or disposed of) is concentrated in a single identifiable asset or a group of
similar identifiable assets, the set is not a business. If the screen is not met, the amendments in this ASU require that to
be considered a business, a set must include, at a minimum, an input and a substantive process that, together,
significantly contribute to the ability to create an output.

The primary effect of adoption of this ASU is that, depending on the facts and circumstances of each transaction, more
transactions could be accounted for as acquisitions of assets. The Company adopted this ASU on January 1, 2018 on a
prospective basis, and the adoption did not have an effect on its consolidated financial statements.

Note 3—Divestitures

a. 2017 Medallion sale

Medallion Gathering & Processing, LLC, a Texas limited liability company formed on October 12, 2012, which,
together with its wholly-owned subsidiaries (collectively, "Medallion"), was established for the purpose of developing
midstream solutions and providing midstream infrastructure to bring oil to market from the Midland Basin. Prior to

14
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the Medallion Sale (defined below), LMS held 49% of Medallion's ownership units. LMS and the third-party 51%
interest-holder agreed that the voting rights of Medallion, the profit and loss sharing and the additional capital
contribution requirements would be equal to the ownership unit percentage held. Additionally, Medallion required a
super-majority vote of 75% for many key operating and business decisions. The Company determined that Medallion
was a variable interest entity ("VIE"). However, LMS was not considered to be the primary beneficiary of the VIE
because LMS did not have the power to direct the

6
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activities that most significantly affected Medallion's economic performance. As such, prior to the Medallion Sale,
Medallion was accounted for under the equity method of accounting. The Company's proportionate share of
Medallion's net income is reflected in the unaudited consolidated statements of operations on the "Income from equity
method investee" line item.

On October 30, 2017, LMS, together with Medallion Midstream Holdings, LLC, which is owned and controlled by an
affiliate of the third-party interest-holder, The Energy & Minerals Group, completed the sale of 100% of the
ownership interests in Medallion to an affiliate of Global Infrastructure Partners ("GIP") for cash consideration of
$1.825 billion (the "Medallion Sale"). LMS' net cash proceeds for its 49% ownership interest in Medallion in 2017
were $829.6 million, before post-closing adjustments and taxes, but after deduction of its proportionate share of fees
and other expenses associated with the Medallion Sale. On February 1, 2018, closing adjustments were finalized and
LMS received additional net cash of $1.7 million for total net cash proceeds before taxes of $831.3 million. The
proceeds were used to pay in-full borrowings on the Senior Secured Credit Facility, to redeem the May 2022 Notes (as
defined below) and for working capital purposes. The Medallion Sale closed pursuant to the membership interest
purchase and sale agreement, which provides for potential post-closing additional cash consideration that is structured
based on GIP's realized profit at exit. There can be no assurance as to when and whether the additional consideration
will be paid. The Medallion Sale does not represent a strategic shift and will not have a major effect on the Company's
future operations or financial results.

LMS has a Transportation Services Agreement (the "TA") with a wholly-owned subsidiary of Medallion under which
LMS receives firm transportation of the Company's crude oil production from Reagan and Glasscock County, Texas
to Colorado City, Texas that continues to be in effect after the Medallion Sale. Historically, the Company's crude oil
purchasers have fulfilled the commitment by transporting crude oil, purchased from the Company, under the TA, as
agent. As a result of the Company's continuing involvement with Medallion by guaranteeing cash flows under the TA,
the Company recorded a deferred gain in the amount of its maximum exposure to loss related to such guarantees that
would have been amortized over the TA's firm commitment transportation term through 2024 had the Company not
adopted new revenue recognition guidance on January 1, 2018. The deferred gain is included in the unaudited
consolidated balance sheets in each of the "Other current liabilities" and "Other noncurrent liabilities" line items as of
December 31, 2017. See Note 4.a for discussion of the impact to the deferred gain upon the adoption of ASC 606.

b. 2017 divestiture of evaluated and unevaluated oil and natural gas properties

In January 2017, the Company completed the sale of 2,900 net acres and working interests in 16 producing vertical
wells in the Midland Basin to a third-party buyer for a purchase price of $59.7 million. After transaction costs
reflecting an economic effective date of October 1, 2016, the proceeds were $59.5 million, net of working capital and
post-closing adjustments. A significant portion of these proceeds was used to pay down borrowings on the Senior
Secured Credit Facility. The purchase price was recorded as an adjustment to oil and natural gas properties pursuant to
the rules governing full cost accounting. Effective at closing, the operations and cash flows of these properties were
eliminated from the ongoing operations of the Company, and the Company has no continuing involvement in the
properties. This divestiture did not represent a strategic shift and will not have a major effect on the Company's future
operations or financial results.

c. Exchange of unevaluated oil and natural gas properties

From time to time, the Company exchanges undeveloped acreage with third parties. The exchanges are recorded at
fair value and the difference is accounted for as an adjustment of capitalized costs with no gain or loss recognized
pursuant to the rules governing full cost accounting, unless such adjustment would significantly alter the relationship
between capitalized costs and proved reserves of oil, NGL and natural gas.

Note 4—Revenue recognition

a. Impact of ASC 606 adoption

Upon adoption of ASC 606 on January 1, 2018, for the three months ended March 31, 2018, the Company reclassified
certain deficiency payments due to customers, historically presented in the "Other operating expenses" line item in the

16
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unaudited consolidated statements of operations, and netted them with the revenue stream from which they derive as
these payments to customers do not relate to the provision of a distinct good or service to the customer. In addition,
there was an impact upon adoption related to the treatment of the gain on the Medallion Sale.

7

17



Edgar Filing: Laredo Petroleum, Inc. - Form 10-Q

Table of Contents Laredo Petroleum, Inc.
Condensed notes to the consolidated financial statements

(Unaudited)

The impact of the adoption of ASC 606 on the results of operations for the three months ended March 31, 2018 is as

follows:
As As
. computed reported
(in thousands) Increase/(decrease)
under under
ASC 605 ASC 606
Revenues:
Oil sales $151,058 $150914 $ (144 )
NGL sales $28,360 $28,360 $ —
Natural gas sales $18,160 $18,160 $ —
Costs and expenses:
Other operating expenses $1,250  $1,106 $ (144 )
Net income $86,520 $86,520 $ —

At December 31, 2017, the Medallion Sale was accounted for under the real estate guidance in ASC 360-20, Property,
Plant, and Equipment ("ASC 360-20"), and the Company's maximum exposure to loss associated with future
commitments under the TA was $141.1 million that was not recorded in the Company's unaudited consolidated
balance sheets. Under ASC 360-20, as a result of the Company’s continuing involvement with Medallion by
guaranteeing cash flows under the TA, the Company recorded a deferred gain in the amount of its maximum exposure
to loss related to such guarantees. This deferred gain would have been amortized over the TA's firm commitment
transportation term through 2024 had the Company not adopted ASC 606 on January 1, 2018. See Note 3.a for further
discussion of the Medallion Sale and the TA.

Upon the adoption of ASC 606, the guidance in ASC 360-20 was superseded by ASC 860, Transfers and Servicing
("ASC 860"). The Medallion Sale is within the scope of ASC 860 and qualifies for sale accounting and recognition of
the previously deferred gain because as of the date of the Medallion Sale (i) the Company transferred and legally
isolated its full interests in Medallion to GIP, (ii) GIP received the right to pledge or exchange Medallion ownership
interests at its full discretion and (iii) the Company did not have effective control over Medallion. Therefore, the
deferred gain of $141.1 million was recognized as an adjustment to the beginning balance of accumulated deficit,
presented in the unaudited consolidated statements of stockholders' equity, in accordance with the modified
retrospective approach of adoption.

b. Revenue recognition

Oil, NGL and natural gas revenues are generally recognized at the point in time that control of the product is
transferred to the customer. Midstream service revenues are generated through fees for products and services that need
to be delivered by midstream infrastructure, including oil and liquids-rich natural gas gathering services as well as rig
fuel, natural gas lift and water delivery, recycling and takeaway (collectively, "Midstream Services") and are
recognized over time as the customer benefits from these services when provided. A more detailed summary of the
underlying contracts that give rise to the Company's revenue and method of recognition is included below.

Oil sales and sales of purchased oil

Under its oil sales contracts, the Company sells produced or purchased oil at the delivery point specified in the
contract and collects an agreed-upon index price, net of pricing differentials. The delivery point may be at the
wellhead, the inlet of the purchaser’s pipeline or nominated pipeline or the Company's truck unloading facility. At the
delivery point, the purchaser typically takes custody, title and risk of loss of the product and, therefore, control as
defined under ASC 606 typically passes at the delivery point. The Company recognizes revenue at the net price
received when control transfers to the purchaser.

NGL and natural gas sales
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Under its natural gas processing contracts, the Company delivers produced natural gas to a midstream processing
entity at the wellhead or the inlet of the processing entity’s system. The processing entity processes the natural gas,
sells the resulting NGL and residue gas to third parties and pays the Company for the NGL and residue gas with
deductions that may include gathering, compression, processing and transportation fees. In these scenarios, the
Company evaluates whether it is the principal or the agent in the transaction. For existing contracts, the Company has
concluded that it is the agent in the ultimate sale to the third party and the midstream processing entity is the principal
and that we have transferred control of unprocessed natural gas to the midstream processing entity; therefore, the
Company recognizes revenue based on the net amount of the proceeds received from the midstream processing entity
who represents the Company's customer. If for future contracts the Company was to conclude that it was the principal
with the ultimate third party being the customer, the Company would
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recognize revenue for those contracts on a gross basis, with gathering, compression, processing, and transportation
fees presented as an expense.

Midstream Services

Revenue from oil throughput agreements is recognized based on a rate per barrel for volumes transported. Under the
Company's oil throughput agreements, a volumetric deduction is taken from customer oil as a pipeline loss allowance.
While these amounts represent non-cash consideration under ASC 606, such deductions are immaterial. Revenue from
natural gas throughput agreements is recognized based on a rate per MMbtu for volumes transported. Revenue from
water delivery, recycling and takeaway is recognized based on the volumes of water for which the services are
provided at the applicable contractual rate.

Imbalances

The Company recognizes revenue for all oil, NGL and natural gas sold to purchasers regardless of whether the sales
are proportionate to the Company’s ownership interest in the property. Production imbalances are recognized as a
liability to the extent an imbalance on a specific property exceeds the Company’s share of remaining proved oil, NGL
and natural gas reserves. The Company is also subject to natural gas pipeline imbalances, which are recorded as
accounts receivable or payable at values consistent with contractual arrangements with the owner of the pipeline. The
Company did not have any producer or pipeline imbalance positions as of March 31, 2018 or December 31, 2017.
Significant judgments

The Company engages in various types of transactions in which unaffiliated midstream entities process the Company's
liquids-rich natural gas and, in some scenarios, subsequently market resulting NGL and residue gas to third-party
customers on the Company's behalf. These types of transactions require judgment to determine whether the Company
is the principal or the agent in the contract and, as a result, whether revenues are recorded gross or net. For existing
contracts, the Company has determined that it serves as the agent in the sale of products under certain natural gas
processing and marketing agreements with unaffiliated midstream entities in accordance with the control model in
ASC 606. As a result, the Company presents revenue on a net basis for amounts expected to be received from
third-party customers through the marketing process, with expenses and deductions incurred subsequent to control of
the product(s) transferring to the unaffiliated midstream entity being netted against revenue.

Transaction price allocated to remaining performance obligations

A significant number of the Company's product sales are short-term in nature with a contract term of one year or less.
For those contracts, the Company has utilized the practical expedient in ASC 606-10-50-14 that exempts the Company
from disclosure of the transaction price allocated to remaining performance obligations if the performance obligation
is part of a contract that has an original expected duration of one year or less.

For the Company's product sales that have a contract term greater than one year and for its Midstream Services, the
Company has utilized the practical expedie