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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

ST. MARY LAND & EXPLORATION COMPANY AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS (UNAUDITED)
(In thousands, except share amounts)

June 30, December 31,
ASSETS 2008 2007
Current assets:
Cash and cash equivalents $ 36,919 $ 43,510
Short-term investments 1,000 1,173
Accounts receivable, net of allowance for doubtful
accounts
of $10,094 in 2008 and $152 in 2007 194,517 157,149
Hedge margin deposit 30,900 2,000
Refundable income taxes 9,854 933
Prepaid expenses and other 18,212 14,129
Accrued derivative asset 974 17,836
Deferred income taxes 143,148 33,211
Total current assets 435,524 269,941
Property and equipment (successful efforts
method), at cost:
Proved oil and gas properties 3,012,306 2,721,229
Less - accumulated depletion, depreciation, and
amortization (870,105) (804,785)
Unproved oil and gas properties, net of
impairment allowance
of $9,587 in 2008 and $10,319 in 2007 159,057 134,386
Wells in progress 122,742 137,417
Oil and gas properties held for sale less
accumulated depletion,
depreciation, and amortization 1,665 76,921
Other property and equipment, net of accumulated
depreciation
of $12,466 in 2008 and $11,549 in 2007 10,175 9,230
2,435,840 2,274,398

Noncurrent assets:
Goodwill 9,452 9,452
Accrued derivative asset 2,208 5,483
Restricted cash subject to Section 1031 Exchange 25,266 -
Other noncurrent assets 12,548 12,406
Total noncurrent assets 49,474 27,341
Total Assets $ 2,920,838 $ 2,571,680

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
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Accounts payable and accrued expenses $ 302,872 $ 254,918
Accrued derivative liability 382,552 97,627
Deposit associated with oil and gas properties held

for sale - 10,000
Total current liabilities 685,424 362,545

Noncurrent liabilities:

Long-term credit facility 295,000 285,000
Senior convertible notes 287,500 287,500
Asset retirement obligation 103,741 96,432
Asset retirement obligation associated with oil and

gas properties held for sale 36 8,744
Net Profits Plan liability 293,174 211,406
Deferred income taxes 186,590 257,603
Accrued derivative liability 520,573 190,262
Other noncurrent liabilities 8,417 8,843
Total noncurrent liabilities 1,695,031 1,345,790

Commitments and contingencies

Stockholders' equity:
Common stock, $0.01 par value: authorized -

200,000,000 shares;

issued: 62,306,691 shares in 2008 and 64,010,832

shares in 2007;

outstanding, net of treasury shares: 62,129,704

shares in 2008

and 63,001,120 shares in 2007 623 640

Additional paid-in capital 86,930 170,070

Treasury stock, at cost: 176,987 shares in 2008

and 1,009,712 shares in 2007 (2,130) (29,049)
Retained earnings 1,005,122 878,652

Accumulated other comprehensive loss (550,162) (156,968)
Total stockholders' equity 540,383 863,345

Total Liabilities and Stockholders' Equity $ 2,920,838 $ 2,571,680

The accompanying notes are an integral part of these consolidated financial statements.

3.
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ST. MARY LAND & EXPLORATION COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)
(In thousands, except per share amounts)

For the Three Months For the Six Months
Ended June 30, Ended June 30,
2008 2007 2008 2007

Operating revenues and other

income:

Oil and gas production revenue $ 399,961 $ 216,154 $ 710,393 $ 409,860
Realized oil and gas hedge gain

(loss) (68,396) 7,303 (92,346) 25,987
Marketed gas system and other

operating revenue 22,339 23,697 41,942 32,313
Gain on sale of proved properties 3,038 - 59,055 -
Total operating revenues and

other income 356,942 247,154 719,044 468,160

Operating expenses:

Oil and gas production expense 73,625 50,328 133,101 102,648
Depletion, depreciation,
amortization

and asset retirement
obligation liability accretion 76,354 54,657 146,708 103,616
Exploration 17,401 11,074 31,709 30,093
Impairment of proved properties 9,566 - 9,566 -
Abandonment and impairment of
unproved properties 2,056 1,465 3,064 2,949
General and administrative 21,867 16,266 43,004 29,157
Bad debt expense 9,951 - 9,942 -
Change in Net Profits Plan
liability 68,142 (1,160) 81,768 3,805
Marketed gas system and other
operating expense 20,915 15,341 39,360 23,293
Unrealized derivative (gain) loss (1,186) 1,200 5,231 5,104
Total operating expenses 298,691 149,171 503,453 300,665
Income from operations 58,251 97,983 215,591 167,495
Nonoperating income (expense):
Interest income 59 154 156 257
Interest expense (5,528) (3,750) (10,499) (9,803)
Income before income taxes 52,782 94,387 205,248 157,949
Income tax expense (19,232) (35,152) (75,702) (58,764)
Net income $ 33550 $ 59,235 $ 129546 $ 99,185

Basic weighted-average common
shares outstanding 61,714 63,583 62,287 60,316
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Diluted weighted-average
common shares outstanding 62,749 65,120 63,404 65,015

Basic net income per common
share $ 054 § 093 § 208 § 1.64

Diluted net income per common
share $ 053 $ 091 $ 204 % 1.54

The accompanying notes are an integral part of these consolidated financial statements.

4-
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ST. MARY LAND & EXPLORATION COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY AND COMPREHENSIVE INCOME
(LOSS) (UNAUDITED)

(In thousands, except share amounts)

Common Stock
Shares Amount Capital

Balances,
December 31,

Additional
Paid-in

2006 55,251,733 $553 $§ 38,940

Comprehensive
income, net of
tax:
Net income -
Change in
derivative
instrument fair
value -
Reclassification
to earnings -
Minimum
pension
liability
adjustment -
Total
comprehensive
income
Cash dividends,
$ 0.10 per share -
Treasury stock
purchases -
Issuance of common stock
under Employee
Stock Purchase
Plan 29,534
Conversion of 5.75%
Senior Convertible Notes
due 2022 to common
stock, including income
tax benefit of
conversion 7,692,295
Issuance of common stock
upon settlement of
RSUs following

expiration of restriction
period,

302,370

77

3

919

106,854

(4,569)

Accumulated
Other Total
Treasury Stock Retained  Comprehensive  Stockholders'
Shares ~ Amount  Earnings Income (Loss) Equity
(250,000)$ (4,272)$695,224  $ 12,929 $ 743,374
- - 189,712 - 189,712
- - - (154,497 ) (154,497
- - - (15,470 ) (15,470
- - - 70 70
19,815
- - (6284 ) - (6,284
(792,216) (25,957) - - (25,957
- - - - 919
- - - - 106,931
- - - - (4,566
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net of shares

used for tax

withholdings

Sale of

common stock,

including

income

tax benefit of

stock option

exercises 733,650 7 19,011 - - - - 19,018
Stock-based

compensation

expense 1,250 - 8,915 32,504 1,180 - - 10,095

Balances,
December 31,
2007 64,010,832 $640 $ 170,070 (1,009,712)$ (29,049)% 878,652 $(156,968 ) $ 863,345

Comprehensive
income, net of
tax:
Net income - - - - - 129,546 - 129,546
Change in
derivative
instrument fair
value - - - - - - (451,893 ) (451,893 )
Reclassification
to earnings - - - - - - 58,698 58,698
Minimum
pension
liability
adjustment - - - - - - 1 1
Total
comprehensive
loss (263,648 )
Cash dividends,
$ 0.05 per share - - - - - 3,076 ) - (3,076 )
Treasury stock
purchases - - - (2,135,600) (77,150)
Retirement of
treasury stock (2,945,212) (29) (103,237) 2,945,212 103,266
Issuance of common stock
under Employee
Stock Purchase
Plan 17,626 - 579 - - - - 579
Issuance of common stock
upon settlement of
RSUs following
expiration of restriction
period,

(77,150 )

407,319 4 (6,398) - - - - (6,394 )

10
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net of shares
used for tax
withholdings
Sale of
common stock,
including
income

tax benefit of
stock option

exercises 812,376 8 19,662 - - - - 19,670
Stock-based

compensation

expense 3,750 - 6,254 23,113 803 - - 7,057

Balances, June
30, 2008 62,306,691 $623 $ 86,930 (176,987)$ (2,130)$1,005,122 $(550,162 ) $ 540,383

The accompanying notes are an integral part of these consolidated financial statements.

5.
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ST. MARY LAND & EXPLORATION COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
(In thousands, except share amounts)

For the Six Months
Ended June 30,
2008 2007
Cash flows from operating activities:
Reconciliation of net income to net cash
provided
by operating activities:
Net income $ 129,546 $ 99,185
Adjustments to reconcile net income to
net cash
provided by operating activities:
(Gain) loss on insurance settlement 960 (6,325)
Gain on sale of proved properties (59,055) -
Depletion, depreciation, amortization,
and asset retirement obligation liability
accretion 146,708 103,616
Bad debt expense 9,942 -
Exploratory dry hole expense 6,606 11,220
Impairment of proved properties 9,566 -
Abandonment and impairment of
unproved properties 3,064 2,949
Unrealized derivative loss 5,231 5,104
Change in Net Profits Plan liability 81,768 3,805
Stock-based compensation expense* 7,057 6,279
Deferred income taxes 55,996 52,457
Other 766 (2,696)
Changes in current assets and liabilities:
Accounts receivable (42,954) 12,507
Hedge margin deposit (28,900) -
Refundable income taxes (8,921) 775
Prepaid expenses and other (6,570) (5,120)
Accounts payable and accrued expenses 14,850 2,327
Income tax benefit from the exercise of
stock options (9,565) (3,762)
Net cash provided by operating activities 316,095 282,321
Cash flows from investing activities:
Proceeds from insurance settlement - 7,049
Proceeds from sale of oil and gas
properties 154,597 324
Capital expenditures (329,247) (278,983)
Acquisition of oil and gas properties (62,927) (31,050)
Deposits to short-term investments 173 (1,138)
Receipts from short-term investments - 1,450
Deposits to restricted cash (25,266) -
Other (9,987) 17

12
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Net cash used in investing activities (272,657) (302,331)
Cash flows from financing activities:

Proceeds from credit facility 638,000 292914
Repayment of credit facility (628,000) (530,914)
Repayment of short-term note payable - (4,469)
Income tax benefit from the exercise of

stock options 9,565 3,762
Net proceeds from issuance of senior

convertible debt - 281,194
Proceeds from sale of common stock 10,684 5,378
Repurchase of common stock (77,202) -
Dividends paid (3,076) (3,140)
Net cash provided by (used in) financing

activities (50,029) 44,725
Net change in cash and cash equivalents (6,591) 24,715
Cash and cash equivalents at beginning

of period 43,510 1,464
Cash and cash equivalents at end of

period $ 36,919 $ 26,179

* Stock-based compensation expense is a component of exploration expense and
general and administrative expense

on the consolidated statements of operations. During the periods ended June 30, 2008,
and 2007, respectively,

approximately $2.2 million and $1.9 million of stock-based compensation expense was
included in exploration expense.

During the periods ended June 30, 2008, and 2007, respectively, approximately $4.9
million and $4.4 million of

stock-based compensation expense was included in general and administrative expense.

The accompanying notes are an integral part of these consolidated financial statements.

-6-
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ST. MARY LAND & EXPLORATION COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)

Supplemental schedule of additional cash flow information and noncash investing and
financing activities:

For the Six Months
Ended June 30,
2008 2007
(in thousands)

Cash paid for interest, inclusive of
capitalized interest $ 11,720 $ 11,405

Cash paid for income taxes $ 18,687 $ 1,184

As of June 30, 2008, and 2007, $140.0 million and $110.6 million, respectively, are included
as additions to

oil and gas properties and as increases to accounts payable and accrued expenses. These oil
and gas property

additions are reflected in cash used in investing activities in the periods that the payables are
settled.

In May 2008 and 2007 the Company issued 23,113 and 26,292 shares, respectively, of
common stock from

treasury to its non-employee directors pursuant to the Company's 2006 Equity Incentive
Compensation Plan.

The Company recorded compensation expense related to these issuances of approximately
$803,000 and

$726,000 for the six-month periods ended June 30, 2008, and

2007, respectively.

In March 2007 the Company called the 5.75% Senior Convertible Notes for redemption. All
of the note holders elected

to convert the 5.75% Senior Convertible Notes to common stock. As a result, the Company
issued 7,692,295 shares

of common stock on March 16, 2007, in exchange for the $100 million of 5.75% Senior
Convertible Notes. The conversion

was executed in accordance with the conversion provisions of the original

indenture. Additionally, the conversion resulted

in a $7.0 million decrease in non-current deferred income taxes and a corresponding increase
in additional paid-in

capital that is a result of the recognition of the cumulative excess tax benefit earned by the
Company associated with the

contingent interest feature of this note.

14
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In June 2006 the Company hired a new senior executive. In February 2008 and February 2007
the Company issued 3,750

and 1,250 shares of stock, respectively, to the senior executive, as the Company reached
certain performance levels.

The total value of these issuances were $141,900 and $45,012,

respectively.

During the first six months of 2008 and 2007, the Company issued 427,607 and 89,232
restricted stock units to employees as

equity-based compensation, respectively, pursuant to the Company's 2006 Equity Incentive
Compensation Plan. The total

value of the issuances were $23.3 million and $2.9 million,

respectively.

The accompanying notes are an integral part of these consolidated financial statements.

-
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ST. MARY LAND & EXPLORATION COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

June 30, 2008
Note 1 — The Company and Business

St. Mary Land & Exploration Company (“‘St. Mary” or the “Company”) is an independent energy company engaged in the
exploration, exploitation, development, acquisition, and production of natural gas and crude oil. The Company’s
operations are conducted entirely in the continental United States.

Note 2 — Basis of Presentation and Significant Accounting Policies
Basis of Presentation

The accompanying unaudited condensed consolidated financial statements of St. Mary have been prepared in
accordance with accounting principles generally accepted in the United States for interim financial information. They
do not include all information and notes required by generally accepted accounting principles ("GAAP") for complete
financial statements. However, except as disclosed herein, there has been no material change in the information
disclosed in the notes to consolidated financial statements included in St. Mary’s Annual Report on Form 10-K/A for
the year ended December 31, 2007. In the opinion of management, all adjustments, consisting of normal recurring
accruals that are considered necessary for a fair presentation of the interim financial information, have been

included. Operating results for the periods presented are not necessarily indicative of expected results for the full
year.

Certain 2007 amounts in the unaudited condensed consolidated financial statements have been reclassified to
correspond to the 2008 presentation. As a result of a change in circumstances in 2007, distributions being made and
accrued for under the Net Profits Interest Bonus Plan (the “Net Profits Plan™), for former employees who were involved
in geologic, geophysical or exploration activities are now classified and fully allocated to general and administrative
expense rather than exploration expense. Distributions accrued or made to current employees engaged in geologic,
geophysical, or exploration activities continue to be expensed as exploration expense. The entire impact for 2007 was
recorded in the fourth quarter. The quarterly financial information presented for 2007 throughout the accompanying
unaudited condensed consolidated financial statements has been reclassified to reflect the change. The reclassification
had no impact on total operating expenses, income from operations, income before income taxes, net income, basic
net income per share, or diluted net income per share as it was simply a reclassification between two line items within
the accompanying consolidated statements of operations. Refer to Note 14 of Part II, Item 8 within the Form 10-K/A
for the year ended December 31, 2007, for further discussion.

Other Significant Accounting Policies

The accounting policies followed by the Company are set forth in Note 1 to the Company’s consolidated financial
statements in the Form 10-K/A for the year ended December 31, 2007, and are supplemented throughout the footnotes
of this document. It is suggested that these unaudited condensed consolidated financial statements be read in
conjunction with the consolidated financial statements and notes included in the Form 10-K/A for the year ended
December 31, 2007.

16
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Note 3 — Acquisitions, Divestitures, Variable Interest Entities, and Assets Held for Sale
Greater Green River Divestiture

In June 2008, the Company completed the divestiture of certain non-strategic oil and gas properties located in the
Rocky Mountain region. The cash received at closing, net of commission costs, was $22.1 million. The final sales
price is subject to normal post-closing adjustments and is expected to be finalized during the fourth quarter of

2008. The estimated gain on sale of proved properties related to the divestiture is approximately $1.0 million and may
be impacted by the previously mentioned post-closing adjustments. The Company determined that these sales do not
qualify for discontinued operations accounting under Financial Accounting Standards Board (“FASB”’) Emerging Issues
Task Force Issue No. 03-13 (“EITF No. 03-13").

Carthage Acquisition

On March 21, 2008, the Company acquired oil and gas properties located primarily in the Carthage Field in Panola
County, Texas for $49.2 million of cash. After normal purchase price adjustments, the Company allocated

$29.1 million to proved oil and gas properties, $20.6 million to unproved oil and gas properties, and a net $215,000 to
other liabilities. The Company also recorded $341,000 in asset retirement obligation liability associated with the
acquired properties. The acquisition was funded with cash on hand and borrowings under the Company’s existing
credit facility. During the second quarter of 2008, the Company acquired additional interests in the majority of these
properties for $8.0 million.

Abraxas Divestiture

On January 31, 2008, the Company completed the divestiture of certain non-strategic oil and gas properties located
primarily in the Rocky Mountain and Mid-Continent regions to Abraxas Petroleum Corporation and Abraxas
Operating, LLC. The cash received at closing, net of commission costs, was $129.6 million. The final sale price is
subject to normal post-closing adjustments and is expected to be finalized during the third quarter of 2008. The
estimated gain on sale of proved properties related to the divestiture is approximately $59.8 million and may be
impacted by the previously mentioned post-closing adjustments. The Company determined that these sales do not
qualify for discontinued operations accounting under EITF No. 03-13.

Catarina Acquisition

On June 1, 2007, the Company acquired oil and gas properties located primarily in the Catarina project area in Webb
County, Texas in exchange for $30.0 million of cash. After normal purchase price adjustments, the Company
allocated $29.9 million to proved oil and gas properties, $535,000 to unproved oil and gas properties, and $215,000 to
other assets. The Company also recorded $623,000 in asset retirement obligation liability associated with the acquired
properties. The acquisition was funded with cash on hand and borrowings under the Company’s existing credit
facility.

Rockford Acquisition

On October 4, 2007, the Company completed the purchase of certain oil and gas properties in the Gold River project
area targeting the Olmos shallow gas formation located primarily in Webb and Dimmit Counties, Texas. The assets
were purchased from Rockford Energy Partners II, LLC for $148.9 million. The acquisition was funded with cash on
hand and borrowings under the Company’s existing credit facility. After normal purchase price adjustments, the
Company allocated $127.3 million to proved oil and gas properties, $23.0 million to unproved oil and gas properties,
and a net $292,000 to other assets. The Company also recorded $1.7 million in asset retirement obligation liability

18
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associated with the acquired properties. This property acquisition is adjacent to the Catarina project area. The

9.
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Company hedged the equivalent of the first three years of risked natural gas production and the first two years of
associated natural gas liquids risked production related to this acquisition.

Like-Kind Exchanges and Variable Interest Entities

The Carthage acquisition described above was structured to qualify as the first step of a reverse like-kind exchange
under Section 1031 of the Internal Revenue Code of 1986, as amended, ("the IRC") and I.R.S. Revenue Procedure
2000-37. Prior to closing on the acquisition, the Company assigned all of its rights and duties under the purchase and
sale agreement to NBF Reverse Exchange, LLC, an indirect wholly-owned subsidiary of Comerica Incorporated,
which further assigned all of its rights and duties under the purchase and sale agreement to St. Mary Acquisition, LLC
(“SMA, LLC”), a company unaffiliated with St. Mary. The Carthage Field assets were acquired by NBF Reverse
Exchange, LLC as an exchange accommodation titleholder. At June 30, 2008, SMA, LLC holds the assets pursuant to
a qualified exchange accommodation agreement. From the date of closing of the Carthage acquisition on

March 21, 2008 through the date of this report, the assets held by SMA, LLC, are leased by St. Mary under a triple net
lease whereby St. Mary enjoys the benefits and risks of all revenues and costs attributed to the properties. The
Carthage assets are managed by St. Mary under the terms of a management agreement with SMA, LLC. The second
step of the like-kind exchange was partially completed in conjunction with the divestiture of certain non-core oil and
gas properties discussed above under Greater Green River Divestiture. The funds from this transaction were deposited
in an account owned by Comerica, Inc. as qualified intermediary in this transaction. As of June 30, 2008, this account
had a balance of $25.3 million. St. Mary is evaluating other potential divestitures of non-core oil and gas properties in
order to complete this Section 1031 exchange.

In connection with the reverse like-kind exchange described above, St. Mary loaned an amount equal to the purchase
price of the assets to SMA, LLC. Based on the provisions of FASB Interpretation No. 46(R), “Consolidation of
Variable Interest Entities” (“FIN 46(R)”), the Company determined that SMA, LLC is a variable interest entity for which
St. Mary is the primary beneficiary. Accordingly, SMA, LLC was consolidated into St. Mary subsequent to the
completion of the purchase of oil and gas properties on March 21, 2008. As a result of the consolidation, St. Mary is
recognizing all oil and gas reserves and production as well as all revenues and expenses attributed to the Carthage
acquisition as of the March 21, 2008 acquisition date.

The Rockford acquisition of the Gold River assets described above was also structured to qualify as the first step of a
reverse like-kind exchange under Section 1031 of the IRC, and I.R.S. Revenue Procedure 2000-37. Prior to closing
on the Rockford acquisition, the Company assigned all of its rights and duties under the purchase and sale agreement
to NBF Reverse Exchange, LLC, an indirect wholly-owned subsidiary of Comerica Incorporated, which further
assigned all of its rights and duties under the purchase and sale agreement to St. Mary Land & Exploration
Acquisition, LLC (“SMLEA, LLC”), a company unaffiliated with St. Mary. The Gold River assets were acquired by
NBF Reverse Exchange, LLC as an exchange accommodation titleholder. SMLEA, LLC held the assets pursuant to a
qualified exchange accommodation agreement until January 31, 2008, when the second step of the like-kind exchange
was completed in conjunction with the divestiture of certain non-core oil and gas properties discussed above under
Abraxas Divestiture and St. Mary acquired all of the limited liability company interests of SMLEA, LLC from

NBF Reverse Exchange, LLC. As of the date of closing of the Rockford acquisition on October 4, 2007, through
February 7, 2008, the assets held by SMLEA, LLC, were leased by St. Mary under a triple net lease whereby St. Mary
enjoyed the benefits and risks of all revenues and costs attributed to the properties. The Gold River assets were
managed by St. Mary under the terms of a management agreement with SMLEA, LLC. On February 7, 2008, the
Gold River assets were transferred to St. Mary. As of this filing date SMLEA, LLC, is inactive and does not hold any
assets.

In connection with the reverse like-kind exchange described above, St. Mary loaned an amount equal to the purchase

price of the assets to SMLEA, LLC. Based on the provisions of FIN 46(R), the Company determined that
SMLEA, LLC is a variable interest entity for which St. Mary is the primary

20
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beneficiary. Accordingly, SMLEA, LLC was consolidated into St. Mary subsequent to the completion of the purchase
of oil and gas properties on October 4, 2007. As a result of the consolidation, St. Mary recognized all oil and gas
reserves and production as well as all revenues and expenses attributed to the Rockford acquisition beginning on
October 4, 2007. The loan was repaid on February 7, 2008.

Assets Held for Sale

As of June 30, 2008, the Company is engaged in marketing for sale certain non-core oil and gas properties located in
the Rocky Mountain, Gulf Coast, and Mid-Continent regions. In accordance with Statement of Financial Accounting
Standards No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets”, these properties have been
separately presented in the balance sheet at the lower of net book value or fair value less the cost to sell. The
accompanying consolidated balance sheet as of June 30, 2008, presents $1.7 million of assets held for sale, net of
accumulated depletion, depreciation and amortization. Asset retirement obligation liabilities of $36,000 related to
these properties have also been reclassified to liabilities associated with oil and gas properties held for sale on the
consolidated balance sheet as of June 30, 2008. The Company determined that these sales do not qualify for
discontinued operations accounting under EITF No. 03-13.

Note 4 — Earnings per Share

Basic net income per common share of stock is calculated by dividing net income available to common stockholders
by the weighted-average basic common shares outstanding for the respective period. The shares represented by vested
restricted stock units (“RSUs”) are included in the calculation of the weighted-average basic common shares
outstanding. The earnings per share calculations reflect the impact of any repurchases of shares of common stock
made by the Company.

Diluted net income per common share of stock is calculated by dividing adjusted net income by the weighted-average
of diluted common shares outstanding, which includes the effect of potentially dilutive securities. Potentially dilutive
securities for the diluted earnings per share calculations consist of unvested RSUs, in-the-money outstanding options
to purchase the Company’s common stock, and shares into which the 3.50% Senior Convertible Notes due 2027 (the
“3.50% Senior Convertible Notes™) are convertible.

The restricted shares underlying the grants of RSUs are included in the basic and diluted earnings per share
calculations as described above. Following the lapse of the restriction periods, the shares underlying the units will be
issued and therefore will be included in the number of issued and outstanding shares.

Prior to the March 16, 2007, conversion of the Company’s 5.75% Senior Convertible Notes due 2022 (the

“5.75% Senior Convertible Notes™), potentially dilutive shares associated with this instrument were accounted for using
the if-converted method for the determination of diluted earnings per share. Adjusted net income used in the
if-converted method was derived by adding interest expense paid on the 5.75% Senior Convertible Notes back to net
income and then adjusting for nondiscretionary items that are based on net income and would have changed had the
5.75% Senior Convertible Notes been converted at the beginning of the period. The 5.75% Senior Convertible Notes
were called for redemption by the Company on March 16, 2007, and all of the note holders elected to convert the
notes to shares of the Company’s common stock. The Company issued 7.7 million common shares in connection with
the conversion of the 5.75% Senior Convertible Notes. Upon conversion, these shares were included in the
calculation of weighted-average common shares outstanding. The diluted earnings per share calculation for the
six-month periods ended June 30, 2008, and 2007, respectively, included zero and approximately 3.1 million
potentially dilutive shares related to the 5.75% Senior Convertible Notes.

The Company’s 3.50% Senior Convertible Notes, which were issued April 4, 2007, have a net-share settlement right,
and the treasury stock method is used to measure the potentially dilutive impact of shares associated with that
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conversion feature. The 3.50% Senior Convertible Notes have not been
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dilutive for any reporting period that they have been outstanding and therefore do not impact the diluted earnings per
share calculation for the three-month and six-month periods ended June 30, 2008, respectively.

The treasury stock method is used to measure the dilutive impact of stock options. The dilutive effect of stock options
and unvested RSUs is considered in the detailed calculation below. There were no anti-dilutive securities related to
stock options or RSUs for the three-month or six-month periods ended June 30, 2008.

The following table sets forth the calculation of basic and diluted earnings per share:

For the Three Months For the Six Months
Ended June 30, Ended June 30,

2008 2007 2008 2007
(In thousands, except per share amounts)

Net income $ 33550 $ 59,235 $§ 129,546 $ 99,185

Adjustments to net income for dilution:
Add: interest expense not incurred if

5.75% Convertible Notes converted - - - 1,284

Less: other adjustments - - - (13)
Less: income tax effect of adjustment

items - - - 472)
Net income adjusted for the effect of

dilution $ 33550 $ 59,235 § 129,546 § 99,984

Basic weighted-average common

shares outstanding 61,714 63,583 62,287 60,316

Add: dilutive effect of stock options

and unvested RSUs 1,035 1,537 1,117 1,559

Add: dilutive effect of 5.75%
Convertible Notes using if-converted

method - - - 3,140
Diluted weighted-average common

shares outstanding 62,749 65,120 63,404 65,015
Basic net income per common share ~ $ 054 % 093 $ 208 $ 1.64
Diluted net income per common share $ 053 % 091 $ 204 % 1.54

Note 5 — Compensation Plans
Cash Bonus Plan

The Company has a cash bonus plan, under which the Company has established a performance measure framework
whereby selected employee participants can be awarded an annual cash bonus of up to a maximum ranging from 50
percent to 200 percent of their aggregate base salary. As amended by the Board of Directors on March 28, 2008, the
plan document provides that no participant may receive an annual bonus under the plan of more than 200 percent of
his or her base salary. As the plan is currently administered, any awards under the plan are based on Company and
regional performance, and then are further refined by individual performance. The Company accrues cash bonus
expense related to the current year’s performance. The Company paid $3.5 million for cash bonuses in February 2008
related to the 2007
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performance year and paid $1.8 million in February 2007 related to the 2006 performance year. Included in the
general and administrative and exploration expense line items in the accompanying consolidated statements of
operations is cash bonus expense related to the specific performance year of $2.7 million and $1.2 million for the
three-month periods ended June 30, 2008 and 2007, respectively and total bonus expense for the six-month periods
ended June 30, 2008 and 2007, was $4.5 million, and $2.5 million, respectively.

Equity Incentive Compensation Plan

There are several components to equity compensation that are described in this section. Varying types of equity
awards have been granted by the Company in different periods.

Effective January 1, 2006, the Company adopted Statement of Financial Accounting Standards No. 123(R), “Share
Based Payment” (“SFAS No.123(R)”) using the modified-prospective transition method. Under that transition method,
compensation expense recognized in 2007 and 2008, includes: (a) compensation cost for all share-based payments
granted prior to, but not yet vested as of January 1, 2006, based on the grant date fair value estimated in accordance
with the original provisions of Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based
Compensation”, and (b) compensation cost for all share-based payments granted subsequent to January 1, 2006, based
on the grant date fair value estimated in accordance with the provisions of SFAS No. 123(R).

As of June 30, 2008, 3.4 million shares of common stock remained available for grant under the 2006 Equity
Incentive Compensation Plan (the “2006 Equity Plan”’). The 2006 Equity Plan serves as the successor to the St. Mary
Land & Exploration Company Stock Option Plan, the St. Mary Land & Exploration Company Incentive Stock Option
Plan, the St. Mary Land & Exploration Company Restricted Stock Plan, and the St. Mary Land & Exploration
Company Non-Employee Director Stock Compensation Plan (collectively referred to as the “Predecessor Plans™). An
amendment and restatement of the 2006 Equity Plan was adopted by the Company’s Board of Directors on

March 28, 2008, and approved by the Company’s stockholders at the Company’s 2008 annual stockholders’ meeting
held on May 21, 2008. For any issuance of a direct share benefit such as an outright grant of common stock, a grant
of a restricted share, or a restricted stock unit (“RSU”) grant, each direct share benefit issued counts as two shares
against the number of shares available to be granted under the 2006 Equity Plan. Stock options granted count as one
share for each instrument issued against the number of shares available to be granted under the 2006 Equity Plan.

St. Mary has decided to grant Performance Share Awards (“PSA”) beginning in the third quarter of 2008 in place of
grants of RSUs and the awarding of interests in the Net Profits Plan as the primary form of long-term equity incentive
compensation for certain employees. The performance shares are expected to be subject to vesting periods and
pre-established performance conditions. PSAs will result in tradable shares of St. Mary common stock being issued
immediately upon final vesting at the end of the planned three-year performance measurement period. PSAs will be
granted under the 2006 Equity Plan as amended and restated as of March 28, 2008. The Company does have
outstanding stock option grants under the Predecessor Plans and RSU awards under the Predecessor Plans and the
2006 Equity Plan. The following sections describe the details of RSU grants and stock options outstanding as of June
30, 2008.

Restricted Stock Incentive Program Under the Equity Incentive Compensation Plan

The Company historically had a long-term incentive program whereby grants of restricted stock or RSUs were
awarded to eligible employees, consultants, and members of the Board of Directors. Restrictions and vesting periods
for the awards were determined at the discretion of the Board of Directors and were set forth in the award
agreements. Each RSU represents a right for one share of the Company’s common stock to be delivered upon
settlement of the award at the end of a specified period. These grants were determined annually based on a formula
consistent with the cash bonus plan.
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St. Mary issued 265,373 RSUs on June 30, 2008. Since the first PSA grant occurred on August 1, 2008, these RSUs
were considered a transitional grant for the first six months of 2008. The total fair value associated with this issuance
was $17.2 million in 2008 as measured on the grant date. The granted RSUs vest one third on December 15, 2008,
one third on December 15, 2009, and one third on December 15, 2010.

St. Mary issued 158,744 RSUs on February 28, 2008, related to 2007 performance and 78,657 RSUs on February 28,
2007, related to 2006 performance. The total fair value associated with these issuances was $6.0 million in 2008 and
$2.5 million in 2007 as measured on the respective grant dates. The granted RSUs vest 25 percent immediately upon
grant and 25 percent on each of the first three anniversary dates of the grant.

St. Mary also issued 3,490 and 10,575 RSUs for various grants to certain employees during the six-month periods
ended June 30, 2008, and 2007, respectively. These grants have various vesting schedules. The fair value of these
awards is being recorded to compensation expense over the respective vesting periods using the same basic framework
as described above.

Compensation expense is recorded monthly over the vesting period of the award. For RSUs awarded prior to 2006,
vested shares of common stock underlying the RSU grants were issued on the third anniversary of the grant, at which
time the shares carried no further restrictions. For all awards subsequent to the 2005 RSU grant, St. Mary has
eliminated the restriction period that extends beyond the vesting period so shares are now issued without restriction
upon vesting, rather than on the third anniversary of the award. This change was effected in 2007 within the safe
harbor adoption provisions of the newly enacted U.S. Treasury regulations interpreting IRC laws governing deferred
compensation. A mutual election of the employee and the Company was required to effect this change for each
outstanding award. Essentially all of the awards were modified for this mutual election, and as such the incremental
value associated with removing this restriction period is being amortized over the remaining service period for these
awards. For grants made beginning with the 2006 grant period, the Company is using the accelerated amortization
method as described in FASB Interpretation No. 28, “Accounting for Stock Appreciation Rights and Other Variable
Stock Option or Award Plans — an interpretation of APB Opinions No. 15 and 25,” whereby approximately 48 percent of
the total estimated compensation expense is recognized in the first year of the vesting period. As of June 30, 2008, a
total of 506,406 RSUs were outstanding, of which 8,227 were vested. Total RSU compensation expense for the
three-month periods ended June 30, 2008 and 2007, was $3.0 million and $2.4 million, respectively, and the total
compensation expense related to the RSUs for the six-month periods ended June 30, 2008, and 2007, was $6.0 million
and $5.0 million, respectively. This amount includes $3.2 million of compensation expense related to the 2008 equity
plan year for vesting of the value of RSUs granted June 30, 2008. As of June 30, 2008, there was $17.4 million of
total unrecognized compensation expense related to unvested RSU awards. The unrecognized compensation expense
is being amortized through 2011.

On February 28, 2008, the Company converted 400,794 RSUs, which were granted on February 28, 2006, February
28, 2007, and February 28, 2008, into common stock based on the amended terms of the RSU awards. On March 14,
2008, the Company converted 169,701 RSUs that were granted on March 15, 2005, into common stock based on the
original terms of the RSU awards. The Company and the majority of the grant participants mutually agreed to net
share settle the awards to cover income and payroll tax withholdings as provided for in the plan document and original
award agreements. As a result, the Company issued net 402,653 shares of common stock associated with these

grants. The remaining 167,842 shares were withheld to satisfy income and payroll tax withholding obligations that
occurred upon the delivery of the shares underlying those RSUs.

On June 30, 2007, the Company converted 427,059 RSUs into common stock. The Company and the majority of the
grant participants mutually agreed to net share settle the awards to cover income and payroll tax withholdings as
provided for in the plan document and award agreements. As a result, the Company issued a net 302,370 shares of
common stock associated with these grants. The remaining
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124,689 shares were withheld to satisfy income and payroll tax withholding obligations that occurred upon the
delivery of the shares underlying those RSUs.

In measuring compensation expense related to the grant of RSUs, SFAS No. 123(R) requires companies to estimate
the fair value of the award on the grant date. For grants prior to January 1, 2008 the Company had a restriction period
beyond vesting. Therefore, the fair value of the RSUs was inherently less than the market value of an unrestricted
share of St. Mary’s common stock. The fair value of RSUs had been measured using the Black-Scholes option-pricing
model. The Company’s computation of expected volatility was based on the historic volatility of St. Mary’s common
stock. The Company’s computation of expected life was determined based on historical experience of similar awards,
giving consideration to the contractual terms of the awards, vesting schedules, and expectations of future employee
behavior. The interest rate for periods within the contractual life of the award was based on the U.S. Treasury
constant maturity yield at the time of grant.

The fair values of RSUs granted in the six-month period ended June 30, 2007 were estimated using the following
weighted-average assumptions:

June 30,
2007
Risk free interest rate: 4.6%
Dividend yield: 0.3%
Volatility factor of the market price of the
Company's common stock: 33.0%
Expected life of the awards (in years): 3%

Beginning January 1, 2008, RSU awards no longer have a restriction beyond vesting. Therefore fair value of an RSU
is equal to the market value of the underlying stock on the date of the grant.

Stock Awards Under the Equity Incentive Compensation Plan

As part of hiring a new senior executive in the second quarter of 2006, St. Mary granted a special stock award
whereby the employee could earn an additional 5,000 shares over a four-year period, beginning in 2006, and an
additional 15,000 shares if certain net asset value growth targets are met over that period. The fair value of this award
is being recorded as compensation expense over the vesting period. In February 2008 and February 2007 the
Company issued 3,750 and 1,250 shares of stock, respectively, to the senior executive. The total value of these
issuances was $141,900 and $45,012, respectively.

A summary of the status and activity of non-vested RSUs for the six-month period ended June 30, 2008, is presented
in the following table.

Weighted-
Average
Non-Vested Grant-Date
RSUs Fair Value
Non-vested, at
December 31,
2007 289,385 $ 32.26
Granted 427,607 $ 54.50
Vested (196,245)$ 32.61
Forfeited (22,568)$ 34.96
498,179 $ 51.01
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Stock Option Grants Under the Equity Incentive Compensation Plan

The Company previously granted stock options under the St. Mary Land & Exploration Company Stock Option Plan
and Incentive Stock Option Plan. The last issuance of stock options was December 31, 2004. Options to purchase
shares of the Company’s common stock had been issued to eligible employees and members of the Board of
Directors. All options granted to date under the option plans were granted at exercise prices equal to the respective
closing market price of the Company’s underlying common stock on the grant dates, which generally occurred on the
last date of a fiscal period. All stock options granted under the option plans are exercisable for a period of up to ten
years from the date of grant.

Total stock-based compensation expense related to stock options that were outstanding and unvested as of January 1,
2006, for the three-month periods ended June 30, 2008, and 2007, was $5,700 and $162,000, respectively, and the
total stock-based compensation expense related to stock options for the six-month periods ended June 30, 2008, and
2007, was $17,000 and $382,000, respectively. There was no cumulative effect adjustment from the adoption of
SFAS No. 123(R).

Prior to adopting SFAS No. 123(R), all tax benefits resulting from the exercise of stock options were presented as
operating cash flows in the accompanying consolidated statements of cash flows. SFAS No. 123(R) requires cash
flows resulting from excess tax benefits to be classified as a part of cash flows from financing activities. Excess tax
benefits are realized tax benefits from tax deductions for exercised options in excess of the deferred tax asset
attributable to stock compensation costs for such options. The Company has recorded $9.6 million and $3.8 million of
excess tax benefits for the six-month periods ended June 30, 2008, and 2007, respectively, as cash inflows from
financing activities. Cash received from option exercises for the three-month periods ended June 30, 2008, and 2007,
was $9.8 million and $4.1 million, respectively.

The following table summarizes the six-month activity for stock options outstanding as of June 30, 2008:

Weighted-
Average Aggregate
Weighted- Remaining Intrinsic
Average Contractual Value

Exercise Term  (In
Options Price (In years) thousands)
Outstanding, beginning
of period 2,385,500 $  12.62
Exercised (812,376)$  12.44
Forfeited -$ 0.00
Outstanding, end of
period 1,573,124 $ 12.71 4.16 $ 81,696
Vested, or expected to
vest,
end of period 1,573,124 $ 81,696
Exercisable, end of
period 1,573,124 $ 12.71 4.16 $ 81,696

As of June 30, 2008, there was no unrecognized compensation cost related to unvested stock option awards.
Employee Stock Purchase Plan
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Under the St. Mary Land & Exploration Company Employee Stock Purchase Plan (“the ESPP”), eligible employees
may purchase shares of the Company’s common stock through payroll deductions of up to 15 percent of eligible
compensation. The purchase price of the stock is 85 percent of the lower of the fair market value of the stock on the
first or last day of the purchase period, and shares issued under
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the ESPP are restricted for a period of 18 months from the date issued. The ESPP qualifies under Section 423 of the
IRC. The Company has set aside 2,000,000 shares of its common stock to be available for issuance under the ESPP,
of which 1,582,185 shares are available for issuance as of June 30, 2008. The fair value of ESPP grants is measured
at the date of grant using the Black-Scholes option-pricing model. There were 17,626 and 14,622 shares issued under
the ESPP in the second quarter of 2008 and 2007, respectively. The Company expensed $90,000 and $63,000 based
on the estimated fair value on the respective grant date for the three-month periods ended June 30, 2008, and 2007,
respectively. The Company expensed $165,000 and $129,000 based on the estimated fair value on the respective
grant date for the six-month periods ended June 30, 2008, and 2007, respectively.

Net Profits Plan

Under the Company’s Net Profits Plan, all oil and gas wells that were completed or acquired during a year were
designated within a specific pool. Key employees recommended by senior management and designated as
participants by the Company’s Compensation Committee of the Board of Directors and employed by the Company on
the last day of that year became entitled to payments under the Net Profits Plan after the Company has received net
cash flows returning 100 percent of all costs associated with that pool. Thereafter, ten percent of future net cash flows
generated by the pool are allocated among the participants and distributed at least annually. The portion of net cash
flows from the pool to be allocated among the participants increases to 20 percent after the Company has recovered
200 percent of the total costs for the pool, including payments made under the Net Profits Plan at the ten percent
level. The Net Profits Plan was in place from 1991 through 2007. Pool years prior to and including 2005 are fully
vested. The 2006 and 2007 pool years carry a vesting period of three years whereby one-third is vested at the end of
the year for which participation is designated and one-third vests on each of the following two anniversary dates. The
2006 and 2007 pool years include a cap whereby the maximum benefit to participants from a particular year’s pool is
limited to 300 percent of a participating individual’s adjusted base salary paid during the year to which the pool
relates. In December 2007 the Board approved a restructuring of the Company’s incentive compensation

programs. The change in the incentive compensation structure is designed to replace the current RSU and Net Profits
Plan programs with a single long-term equity incentive compensation program utilizing performance shares. As a
result, the 2007 Net Profits Plan pool is expected to be the last pool established by the Company.

The Company records changes in the present value of estimated future payments under the Net Profits Plan as a
separate item in the accompanying consolidated statements of operations. The change in the estimated liability is
recorded as a non-cash expense or benefit in the current period. The amount recorded as an expense or benefit
associated with the change in the estimated liability is not allocated to general and administrative expense or
exploration expense because it is associated with the future net cash flows from oil and gas properties in the respective
pools rather than results realized in the current period. The table below presents the estimated allocation of the
expense related to the change in the Net Profits Plan liability if the Company did allocate the adjustment to these
specific functional line items based on the current allocation of actual distributions being made by the Company. The
change in allocation of costs to the functional classification relates to the current composition of employees as
compared to those individuals that have terminated employment with the Company. 25 percent of the payments made
under the Net Profits Plan were classified as exploration expense in the accompanying consolidated statements of
operations for both the three-month periods ended June 30, 2008, and 2007. Of the payments made under the Net
Profits Plan 24 percent and 21 percent were classified as exploration expense in the accompanying consolidated
statements of operations for the six-month periods June 30, 2008, and 2007, respectively. As time progresses, less of
the distribution relates to prospective exploration efforts as more of the distributions are made to employees that have
terminated employment and thereby do not provide ongoing exploration support.
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For the Three Months For the Six Months

Ended June 30, Ended June 30,
2008 2007 2008 2007
(In thousands)

General and

administrative

expense $ 51,406 $ (870) $ 62,313 $ 3,024
Exploration expense 16,736 (290) 19,455 781
Total $ 68,142 $ (1,160) $ 81,768 $ 3,805

Note 6 — Income Taxes

Income tax expense for the three-month and six-month periods ended June 30, 2008, and 2007, differs from the
amount that would be provided by applying the statutory U.S. federal income tax rate to income before income taxes
as a result of the estimated effect of the domestic production activities deduction, percentage depletion, the effect of
state income taxes, and other permanent differences.

For the Three Months For the Six Months

Ended June 30, Ended June 30,
2008 2007 2008 2007
(In thousands) (In thousands)
Current portion of
income tax
expense:
Federal $ 12,859 $ 3200$ 18,740 $ 4,982
State 466 732 966 1,325
Deferred portion of
income tax
expense: 5,907 31,220 55,996 52,457
Total income tax
expense $ 19,232 $ 35,152% 75702 $ 58,764
Effective tax rates 36.4% 37.3% 36.9% 37.2%

A change in the Company’s tax rates between reported periods will generally reflect differences in its estimated highest
marginal state tax rate due to changes in the composition of income between state tax jurisdictions resulting from
Company activities. Changes in the effects of estimates for the domestic production activities deduction, percentage
depletion, and the possible impact of permanent differences related to state income tax calculations caused in part by
fluctuating commodity prices can also cause the rates to vary.

The Company or its subsidiaries file income tax returns in the U.S. federal jurisdiction and in various states. With few
exceptions, the Company is no longer subject to U.S. federal or state income tax examinations by tax authorities for
years before 2004. The Internal Revenue Service completed audits for the 2000, 2002 and 2003 tax years during the
quarter ended March 31, 2007. There was no change to the provision for income tax as a result of these examinations.

In 2007, the Company received a refund of income tax and interest of $3.1 million from a carryback of net operating
losses to the 2000 tax year. An additional $980,000 was received in the first quarter of 2008 for income tax refunds
and accrued interest resulting from a carry-over of minimum tax credits to the 2003 tax year. These amounts have
been previously recognized by the Company. On April 24, 2008 the Internal Revenue Service initiated an audit of the
Company’s 2005 tax year.
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The Company adopted the provisions of FASB Interpretation No. 48, "Accounting for Uncertainty in Income Taxes,"
on January 1, 2007. There was no financial statement adjustment required as a result of adoption. At adoption, the
Company had a long-term liability for unrecognized tax benefit
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of $1.0 million and an accumulated interest liability of $92,000. The entire amount of unrecognized tax benefit would
affect the Company’s effective tax rate if recognized. Interest expense associated with income tax is recorded as
interest expense in the accompanying consolidated statements of operations. Penalties associated with income tax are
recorded in general and administrative expense in the accompanying consolidated statements of operations.

Note 7 — Long-term Debt
Revolving Credit Facility

The Company’s revolving credit facility specifies a maximum loan amount of $500 million and has a maturity date of
April 7, 2010. Borrowings under the facility are secured by a pledge in favor of the lenders of collateral that includes
the majority of the Company’s oil and gas properties and the common stock of any material subsidiaries of the
Company. The borrowing base under the credit facility as authorized by the bank group as of the date of this filing is
$1.4 billion and is subject to regular semi-annual redeterminations. The borrowing base redetermination process
considers the value of St. Mary’s oil and gas properties and other assets, as determined by the bank syndicate. The
Company has elected an aggregate commitment amount of $500 million under the credit facility. The Company must
comply with certain financial covenants under the terms of its credit facility agreement, including the limitation of the
Company’s annual dividend rate to no more than $0.25 per share. The Company is in compliance with all financial
and non-financial covenants under the credit facility. Interest and commitment fees are accrued based on the
borrowing base utilization percentage table below. Eurodollar loans accrue interest at London Interbank Offered Rate
(“LIBOR”) plus the applicable margin from the utilization table, and Alternative Base Rate (“ABR”) loans accrue interest
at Prime plus the applicable margin from the utilization table. Commitment fees are accrued on the unused portion of
the aggregate commitment amount and are included in interest expense in the accompanying consolidated statements
of operations.

Borrowing base

utilization percentage <50%  >50%<75% >75%<90%  >90%

Eurodollar loans 1.000% 1.250% 1.500% 1.750%
ABR loans 0.000% 0.000% 0.250% 0.500%
Commitment fee rate 0.250% 0.300% 0.375% 0.375%

The Company had $295.0 million and $265.0 million outstanding under its revolving credit agreement as of
June 30, 2008, and July 29, 2008, respectively.

5.75% Senior Convertible Notes Due 2022

The Company called for redemption of its 5.75% Senior Convertible Notes on March 16, 2007. The call for
redemption resulted in the note holders electing to convert the notes to common stock in accordance with the
conversion provision in the original indenture. The 5.75% Senior Convertible Note holders converted all $100 million
of the 5.75% Senior Convertible Notes to common shares at a conversion price of $13.00 per share. The Company
issued 7.7 million common shares in connection with the conversion.

3.50% Senior Convertible Notes Due 2027

On April 4, 2007, the Company issued $287.5 million aggregate principal amount of 3.50% Senior Convertible
Notes. The 3.50% Senior Convertible Notes mature on April 1, 2027, unless converted prior to maturity, redeemed,
or purchased by the Company. The 3.50% Senior Convertible Notes are unsecured senior obligations and rank equal
in right of payment with all of the Company’s existing and any future unsecured senior debt and senior in right of
payment to any future subordinated debt.
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Holders may convert their notes based on a conversion rate of 18.3757 shares of the Company’s common stock per
$1,000 principal amount of the 3.50% Senior Convertible Notes (which is equal to an initial conversion price of
approximately $54.42 per share), subject to adjustment, contingent upon and only under the following circumstances:
(1) if the closing price of the Company's common stock reaches specified thresholds or the trading price of the notes
falls below specified thresholds, (2) if the notes are called for redemption, (3) if specified distributions to holders of
the Company’s common stock are made or specified corporate transactions occur, (4) if a fundamental change occurs,
or (5) during the ten trading days prior to, but excluding, the maturity date. The notes and underlying shares have
been registered under a shelf registration statement. If the Company becomes involved in a material transaction or
corporate development, it may suspend trading of the 3.50% Senior Convertible Notes as provided by the

prospectus. In the event the suspension period exceeds 45 days within any three-month period or 90 days within any
twelve-month period, the Company will be required to pay additional interest to all holders of the 3.50% Senior
Convertible Notes, not to exceed a rate per annum of 0.50 percent of the issue price of the 3.50% Senior Convertible
Notes; provided that no such additional interest shall accrue after April 4, 2009.

Upon conversion of the 3.50% Senior Convertible Notes, holders will receive cash or common stock or any
combination thereof as elected by the Company. At any time prior to the maturity date of the notes, the Company has
the option to unilaterally and irrevocably elect to net share settle its obligations upon conversion of the notes in cash
and, if applicable, shares of common stock. If the Company makes this election, then, for each $1,000 principal
amount of notes converted, the Company will pay the following to holders in lieu of shares of common stock: (1) an
amount in cash equal to the lesser of (i) $1,000 or (ii) the conversion value determined in the manner set forth in the
indenture for the 3.50% Senior Convertible Notes, and (2) if the conversion value exceeds $1,000, the Company will
also deliver, at its election, cash or common stock or a combination of cash and common stock with respect to the
remaining value deliverable upon conversion. Currently, it is the Company’s intention to net share settle the

3.50% Senior Convertible Notes. However, the Company has not made this a formal legal irrevocable election and
thereby reserves the right to settle the 3.50% Senior Convertible Notes in any manner allowed under the offering
memorandum as business conditions warrant.

If a holder elects to convert the notes in connection with certain events that constitute a change of control before
April 1, 2012, the Company will pay, to the extent described in the related indenture, a make-whole premium by
increasing the conversion rate applicable to the 3.50% Senior Convertible Notes. In addition, the Company will pay
contingent interest in cash, commencing with any six-month period beginning on or after April 1, 2012, if the average
trading price of a note for the five trading days ending on the third trading day immediately preceding the first day of
the relevant six-month period equals 120 percent or more of the principal amount of the 3.50% Senior Convertible
Notes.

On or after April 6, 2012, the Company may redeem for cash all or a portion of the 3.50% Senior Convertible Notes at
a redemption price equal to 100 percent of the principal amount of the notes to be redeemed plus accrued and unpaid
interest, if any, up to but excluding the applicable redemption date. Holders of the 3.50% Senior Convertible Notes
may require the Company to purchase all or a portion of their notes on each of April 1, 2012, April 1, 2017, and

April 1, 2022, at a purchase price equal to 100 percent of the principal amount of the notes to be repurchased plus
accrued and unpaid interest, if any, up to but excluding the applicable purchase date. On April 1, 2012, the Company
may pay the purchase price in cash, in shares of common stock, or in any combination of cash and common stock. On
April 1, 2017, and April 1, 2022, the Company must pay the purchase price in cash. Based on the market price of the
3.50% Senior Convertible Notes, the estimated fair value of the notes was approximately $397 million as of

June 30, 2008.

Weighted-Average Interest Rate Paid and Capitalized Interest Costs

The weighted-average interest rates paid for the three-month periods ended June 30, 2008 and 2007 were 4.6 percent
and 5.6 percent, respectively, including commitment fees paid on the unused portion of the
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credit facility aggregate commitment, amortization of deferred financing costs, amortization of the contingent interest
embedded derivative associated with the 5.75% Senior Convertible Notes for 2007, and the effect of interest rate
swaps. The weighted-average interest rates paid for the six-month periods ended June 30, 2008, and 2007, were

4.9 percent and 6.3 percent, respectively. The outstanding loan balance as of June 30, 2008 increased in comparison
to 2007, while the three-month and six-month period rates associated with the balances decreased. The decrease is
attributable to significantly lower LIBOR and Prime rates for the specified periods in 2008 and 2007. Capitalized
interest costs for the Company for the three-month periods ended June 30, 2008 and 2007, were $851,000 and $1.2
million, respectively. Additionally, capitalized interest costs for the six-month periods ended June 30, 2008, and
2007, were $2.1 million and $2.6 million, respectively.

Note 8 — Derivative Financial Instruments
Oil and Gas Commodity Hedges

To mitigate a portion of the potential exposure to adverse market changes, the Company has entered into various
derivative contracts. The Company’s derivative contracts in place include swap and collar arrangements for the sale of
oil, natural gas, and natural gas liquids. Refer to the tables under Summary of Oil and Gas Production Hedges in

Place in Part I, Item 2, Management’s Discussion and Analysis of Financial Condition and Results of Operations, for
details regarding the Company’s hedged volumes and associated prices. As of June 30, 2008, the Company has hedge
contracts in place through 2011 for a total of approximately 10 million Bbls of anticipated crude oil production,

73 million MMBtu of anticipated natural gas production, and 1 million Bbls of anticipated natural gas liquids
production.

The Company attempts to qualify its oil and natural gas derivative instruments as cash flow hedges for accounting
purposes under Statement of Financial Accounting Standards No. 133, "Accounting for Derivative Instruments and
Hedging Activities" ("SFAS No. 133"), and related pronouncements. The Company formally documents all
relationships between the derivative instruments and the hedged production, as well as the Company’s risk
management objective and strategy for the particular derivative contracts. This process includes linking all
derivatives that are designated as cash flow hedges to the specific forecasted sale of oil or gas at its physical

location. The Company also formally assesses (both at the derivative’s inception and on an ongoing basis) whether the
derivatives being utilized have been highly effective at offsetting changes in the cash flows of hedged production and
whether those derivatives may be expected to remain highly effective in future periods. If it is determined that a
derivative has ceased to be highly effective as a hedge, the Company will discontinue hedge accounting
prospectively. If hedge accounting is discontinued and the derivative remains outstanding, the Company will
recognize all subsequent changes in its fair value on the Company’s consolidated statements of operations for the
period in which the change occurs. As of June 30, 2008, all oil, natural gas, and natural gas liquid derivative
instruments qualified as cash flow hedges for accounting purposes. The Company anticipates that all forecasted
transactions will occur by the end of their originally specified periods. All contracts are entered into for other than
trading purposes.

The fair value of oil and natural gas derivative contracts designated and qualifying as cash flow hedges under

SFAS No. 133 was a net liability balance of $899.6 million at June 30, 2008. The Company realized a net loss of
$68.4 million and a net gain of $7.3 million from its oil and gas derivative contracts for the three-month periods ended
June 30, 2008, and 2007, respectively.

At June 30, 2008 and December 31, 2007 the Company had $30.9 million and $2.0 million, respectively, on deposit
with a hedge counterparty. Generally, the Company’s hedge liability to its counterparties is secured under the terms of
the Company’s credit facility agreement. One hedge counterparty is not a participant in the Company’s credit facility
agreement and therefore requires a dollar for dollar margin to be posted for mark-to-market liabilities which exceed a
certain limit.

41



21-

Edgar Filing: ST MARY LAND & EXPLORATION CO - Form 10-Q

42



Edgar Filing: ST MARY LAND & EXPLORATION CO - Form 10-Q

After-tax changes in the fair value of derivative instruments designated as cash flow hedges, to the extent they are
effective in offsetting cash flows attributable to the hedged risk, are recorded in other comprehensive income until the
hedged item is recognized in earnings upon the sale of the hedged production. As of June 30, 2008, the amount of
unrealized loss net of deferred income taxes to be reclassified from accumulated other comprehensive income to oil
and gas production operating revenues in the next twelve months was $235.1 million.

Any change in fair value resulting from ineffectiveness is recognized currently in unrealized derivative loss in the
accompanying consolidated statements of operations. Unrealized derivative loss for the three-month periods ended
June 30, 2008, and 2007, includes a net gain of $1.2 million and a net loss of $1.2 million, respectively, from
ineffectiveness related to oil and natural gas derivative contracts. Unrealized derivative loss for both the six-month
periods ended June 30, 2008, and 2007, includes net losses of $5.2 million from ineffectiveness related to oil and
natural gas derivative contracts.

Gains or losses from the settlement of oil and gas derivative contracts are reported in the total operating revenues
section of the accompanying consolidated statements of operations.

The following table summarizes derivative instrument gain (loss) activity:

For the Three Months For the Six Months

Ended June 30, Ended June 30,
2008 2007 2008 2007
(In thousands) (In thousands)
Derivative contract
settlements included
in oil and gas hedge
gain (loss) $ (68,396) $ 7,303 $ (92,346) $ 25,987
Ineffective portion
of hedges qualifying
for hedge

accounting included

in derivative gain

(loss) 1,186 (1,200) (5,231) (5,225)
Non-qualified

derivative contracts

included in

derivative gain

(loss) - - - 121

Interest rate

derivative contract

settlements included

in interest expense (418) - (540) (283)
Total gain (loss) $ (67,628) $ 6,103 $ (98,117) $ 20,600

Interest Rate and Convertible Note Derivative Instruments

In relation to the Company’s 5.75% Senior Convertible Notes converted in March 2007, the Company entered into a
fixed-to-floating interest rate swap on $50 million of principal in October 2003, and entered into a floating-to-fixed
rate swap for this same notional amount of $50 million in April 2005 in order to effectively offset the initial
fixed-to-floating interest rate swap. The Company recorded a net derivative loss in interest expense of $283,000 for

43



Edgar Filing: ST MARY LAND & EXPLORATION CO - Form 10-Q

the six-month period ended June 30, 2007. There was no net derivative loss recorded in interest expense for the
three-month period ended June 30, 2007.

In September 2007 the Company entered into a one year floating-to-fixed interest rate derivative contract for a
notional amount of $75 million. Under the agreement, the Company pays a fixed rate of 4.90 percent and is paid a
variable rate based on the one-month LIBOR rate. The interest rate derivative contract is measured at fair value using
quoted prices in active markets. The liability in the accompanying consolidated balance sheet at June 30, 2008, was
$378,000. The interest rate swap is a straightforward, non-complex, non-structured instrument that is highly

liquid. This derivative qualifies for cash flow hedge treatment under SFAS No. 133 and related pronouncements. The
Company recorded net derivative losses in interest expense of $418,000 and $540,000 in the accompanying
consolidated statements of operations
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for the three-month and six-month periods ended June 30, 2008, respectively, related to this interest rate derivative
contract.

The contingent interest provision of the 3.50% Senior Convertible Notes is a derivative instrument. As of
June 30, 2008, the value of the derivative was determined to be immaterial.

Note 9 — Pension Benefits

The Company has a non-contributory pension plan covering substantially all employees who meet age and service
requirements (the “Qualified Pension Plan”). The Company also has a supplemental non-contributory pension plan
covering certain management employees (the “Nonqualified Pension Plan”).

Components of Net Periodic Benefit Cost

The following table presents the components of the net periodic cost for both the Qualified Pension Plan and the
Nonqualified Pension Plan:

For the Three Months For the Six Months

Ended June 30, Ended June 30,
2008 2007 2008 2007
(In thousands) (In thousands)
Service cost $ 460 $ 477 $ 920 $ 955
Interest cost 222 199 443 397
Expected return on
plan assets (168) (135) (335) (270)
Amortization of net
actuarial loss 40 54 80 109
Net periodic benefit
cost $ 554 % 595% 1,108 $ 1,191

Prior service costs are amortized on a straight-line basis over the average remaining service period of active
participants. Gains and losses in excess of ten percent of the greater of the benefit obligation or the market-related
value of assets are amortized over the average remaining service period of active participants.

Contributions

The Company has contributed $2.4 million to the Qualified Pension Plan during the first half of 2008. Presently, the
Company believes it will contribute an additional $400,000 to the Nonqualified Pension Plan during the remainder of
the year.

Note 10 — Asset Retirement Obligations

The Company recognizes an estimated liability for future costs associated with the abandonment of its oil and gas
properties. A liability for the fair value of an asset retirement obligation and a corresponding increase to the carrying
value of the related long-lived asset are recorded at the time a well is completed or acquired. The increase in carrying
value is included in proved oil and gas properties in the accompanying consolidated balance sheets. The Company
depletes the amount added to proved oil and gas property costs and recognizes expense in connection with the
accretion of the discounted liability over the remaining estimated economic lives of the respective oil and gas
properties. Cash paid to settle asset retirement obligations is included in the operating section of the Company’s
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accompanying consolidated statements of cash flows.

The Company’s estimated asset retirement obligation liability is based on historical experience in abandoning wells,
estimated economic lives, estimates as to the cost to abandon the wells in the future,
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and federal and state regulatory requirements. The liability is discounted using a credit-adjusted risk-free rate
estimated at the time the liability is incurred or revised. The credit-adjusted risk-free rates used to discount the
Company’s abandonment liabilities range from 6.50 percent to 7.25 percent. Revisions to the liability could occur due
to changes in estimated abandonment costs or well economic lives, or if federal or state regulators enact new
requirements regarding the abandonment of wells.

A reconciliation of the Company's asset retirement obligation liability is as follows:

For the Three Months For the Six Months

Ended June 30, Ended June 30,
2008 2007 2008 2007
(In thousands) (In thousands)
Beginning asset
retirement
obligation $ 103981 $ 86,519 $ 108,284 $ 77,242
Liabilities incurred 2,060 3,147 6,089 4,741
Liabilities settled (1,873) (510)  (12,470) (1,298)
Accretion expense 1,718 1,398 3,383 2,750
Revision to
estimated cash
flow 600 - 1,200 7,119
Ending asset
retirement
obligation $ 106,486 $ 90,554 $ 106,486 $ 90,554

Accounts payable and accrued expenses contain $2.7 million and $9.3 million related to the Company’s asset
retirement obligation liability for the six-month periods ended June 30, 2008, and 2007, respectively. The amount
relates to the estimated plugging and abandonment costs associated with one off-shore platform that was destroyed
during Hurricane Rita. Plugging and abandonment of the platform is expected to be completed during the third
quarter of 2008. Refer to Note 13 — Insurance Settlement for additional details.

Note 11 — Fair Value Measurements

Effective January 1, 2008, the Company adopted Statement of Financial Accounting Standards No. 157, "Fair Value
Measurements" ("SFAS No. 157") for all financial assets and liabilities measured at fair value on a recurring

basis. The statement establishes a framework for measuring fair value and requires enhanced disclosures about fair
value measurements. SFAS No. 157 defines fair value as the price that would be received to sell an asset or paid to
transfer a liability (an exit price) in an orderly transaction between market participants at the measurement date. The
statement establishes market or observable inputs as the preferred sources of values, followed by assumptions based
on hypothetical transactions in the absence of market inputs. The statement establishes a hierarchy for 