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Proxy statement for the 2001 annual meeting of stockholders - Part III

PART I
ITEM 1. BUSINESS

The "International Regulations" section under Item 1 has been replaced in its
entirety with the following:

INTERNATIONAL REGULATIONS

The o0il and gas industry is subject to various types of regulation
throughout the world. Legislation affecting the o0il and gas industry has been
pervasive and is under constant review for amendment or expansion. Pursuant to
such legislation, government agencies have issued extensive rules and
regulations binding on the o0il and gas industry and its individual members, some
of which carry substantial penalties for failure to comply. Such laws and
regulations have a significant impact on oil and gas drilling and production
activities, increase the cost of doing business and, consequently, affect
profitability. Inasmuch as new legislation affecting the oil and gas industry is
commonplace and existing laws and regulations are frequently amended or
reinterpreted, Devon is unable to predict the future cost or impact of complying
with such laws and regulations. The following are significant areas of
regulation.

EXPLORATION AND PRODUCTION. Devon's oil and gas concessions and permits
are granted by host governments and administered by various foreign government
agencies. Such foreign governments require compliance with detailed regulations
and orders which regulate, among other matters, drilling and operations on areas
covered by concessions and permits and calculation and disbursement of royalty
payments, taxes and minimum investments to the government.

Regulation includes requiring permits for the drilling of wells;
maintaining bonding requirements in order to drill or operate wells;
implementing spill prevention plans; submitting notification and receiving
permits relating to the presence, use and release of certain materials
incidental to oil and gas operations; and regulating the location of wells, the
method of drilling and casing wells, the use, transportation, storage and
disposal of fluids and materials used in connection with drilling and production
activities, surface usage and the restoration of properties upon which wells
have been drilled, the plugging and abandoning of wells and the transporting of
production. Devon's operations are also subject to regulations which may limit
the number of wells or the locations at which Devon can drill.

ENVIRONMENTAL REGULATIONS. Various government laws and regulations
concerning the discharge of incidental materials into the environment, the
generation, storage, transportation and disposal of contaminants or otherwise
relating to the protection of public health, natural resources, wildlife and the
environment, affect Devon's exploration, development and production operations
and the costs attendant thereto. In general, this consists of preparing
Environmental Impact Assessments in order to receive required environmental
permits to conduct drilling or construction activities. Such regulations also
typically include requirements to develop emergency response plans, waste
management plans, and spill contingency plans. In some countries, the
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application of worldwide standards, such as ISO 14000 governing

Environmental Management Systems, are required to be implemented for
international oil and gas operations.

Brazil has stringent environmental laws. The basic federal law
governing the environment is Law No. 9.605 of February 12, 1998, which set up
areas of conservation that receive federal protection. The governmental
environmental agency is IBAMA, which has significant enforcement powers.
Environmental Impact Studies are required to determine the impact of activities
on the environment and provide ways to avoid or diminish negative effects of the
project on the environment. CONAMA Resolution 23 of December 7, 1994 established
licensing criteria for activities related to drilling and production. Prior to
commencement of exploration activities, IBAMA or a state environmental agency
inspects the equipment to be used and must grant a license; the inspection and
grant of the license may cause delays in start-up of operations. In addition to
federal regulations, state and local agencies may have additional jurisdiction.
Damage to the environment results in strict liability to the holder of the
Concession. Sanctions for violations can be civil, criminal and administrative
in nature.

GOVERNMENT TAKES AND TAXATION

Foreign governments have been evaluating in recent years in and, in
some cases, promulgating new rules and regulations regarding royalty payment
obligations and taxes.

In Brazil there are numerous taxes imposed by federal, state and
municipal governments on services and equipment, which require extensive record
keeping and withholdings. Among the most significant are the following: Law No.
9.779 of 1999 extended the tax for income legal entities earn with the rendering
of services, technical assistance and administrative services to 25%. There is a
Value Added Sales Tax (ICMS) ranging between 7% and 25% and a municipal service
tax (ISS), typically paid in the place of performance, of about 5%. Excise tax
(IPI) is paid on all goods manufactured or imported into Brazil that average
about 10% (see exception for imports of equipment for petroleum activities
above) . There are "social contribution" taxes for funding Brazil's extensive
social welfare programs. COFINS, a social contribution tax charged on gross
receipts, including financial and currency transactions and investments is 3%,
and PIS, to fund the unemployment insurance program, 1is financed by the employer
at 0.65% of its gross monthly receipts. Additionally, there is a severance fund
contribution (FGTS). A banking tax ("CPMF") on the debit of funds from an
account 1is charges at 0.30%.

In Argentina Competitiveness Law No. 25,413 amended by Law 25,453
created a new tax applicable on bank credits and debits. The tax is applicable
on (1) credits and debits on current accounts in financial entities subject to
the Financial Entities Law; (2) the operations carried out by financial entities
subject to the Financial Entities Law where the person/entity ordering the
financial operation or the beneficiaries do not use the current accounts
mentioned above, and (3) the movement or handing over of funds (whether owned or
belonging to third parties), by any person or entity. The General Tax Rate
(subject to certain tax credits) is 0.6% in the case of debits and credits. In
the cases described in points 2 and 3 above, it will be deemed that said
financial operations replace the corresponding debits and credits and the tax
rate will be doubled.
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GOVERNMENT AUTHORIZATIONS AND FILINGS.

Host country law and regulations in certain cases requires prior
approval by the national government of any acquisition of concession and permits
granting hydrocarbon rights and allowing petroleum operations to be conducted.

In Argentina, Section 72 of Hydrocarbons Law 17,319 provides that
permits and concessions granted under this law may be assigned with the prior
authorization of the Government to assignees who meet the conditions required to
be a concession holder. Such prior approval of the Government would be required
if the permits and concessions held by Devon were transferred directly to a
purchaser as assets. However, according to the past practice of the Secretariat
of Energy, indirect transfers of permits and concessions by sale of the stock
have not been subject to the prior approval of the Government.

Subject to certain exemptions, Section 8 of Antitrust Law 25,156 as
amended by Section 2 of National Executive Branch Decree No. 396/01, provides
that the purchase of the property or any other right to shares or capital
participations must be notified to the Comision Nacional de Defensa de la
Competencia before execution or within a week after the transaction is closed,
where the total volume of business of the participating companies exceeds US
$200,000,000 in Argentina.

ITEM 2. PROPERTIES
OPERATION OF PROPERTIES

The "Gulf Division" section under Item 2. Properties, Operation of Properties
has been replaced in its entirety with the following:

GULEF DIVISION

Devon is one of the 10 largest o0il and gas producers in the offshore
Gulf of Mexico. The Santa Fe Snyder merger nearly doubled Devon's asset base in
the Gulf. The offshore Gulf is a prolific producing area that provides
approximately 25% of the natural gas produced in the United States. The Gulf is
comprised of two major operating areas, as defined by water depth. The shallow
area, in water depths up to 600 feet, is known as the "shelf." Devon has a
substantial infrastructure of platforms and production facilities on the shelf,
where natural gas wells are known for providing high initial flow rates and
quick investment returns. Devon holds approximately 650,000 net acres on the
shelf, about 50% of which is developed.

Devon 1s especially optimistic about the application of Four Component
(4C) 3D seismic for both exploration and exploitation. In the West Cameron South
Area, Offshore Louisiana, Devon underwrote the acquisition and processing of
over 40 blocks of 4C 3D seismic due to a large producing and exploratory acreage
position. A similar survey is underway in the Eugene Island area. Significant
advantages accrue when oil and gas prospects and potential infield drill sites
are evaluated with both conventional compressional wave (P-wave) seismic data
and converted shear wave (C-wave) seismic data rather than with P-wave data
only. The combination of P-wave and C-wave seismic data provides geologic
insights that cannot be provided by
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conventional P-wave data alone. The structural picture beneath shallow gas
fields becomes very clear using 4-C data sets. Salt imaging is also clarified
using this technique which is extremely important in the deep Eugene Island
area.

One of the more important characteristics of C-wave data is that it
will not respond to fluid in the pore spaces of rock and responds to the matrix
of the rock. This was tested by Devon initially, by recording 2D 4C seismic over
known shallow gas reservoirs for the response to insitu hydrocarbon. The P-wave
and C-wave data were compared. The gross distortion to the P-wave from the
shallow gas was not seen on the C-wave data. The large velocity pull down was
not on the C-wave data and the deep structural configuration was evident. The
bright spots associated with these gas accumulations on the P-wave data were not
evident on the C-wave data making for an excellent discriminator for true
hydrocarbon anomalies.

This approach is currently being employed by Devon. An exploitation
well is planned for the fourth quarter of this year in the WC-560 field area.
The A-8 well will be drilled testing a P-wave amplitude in the D. Brouweri
section that is not seen on the C-wave data. This is using the shear waves as a
discriminator and indicating a probable 25 BCF gas accumulation.

Devon is actively developing other aspects of this cutting edge
technology. The stratigraphic information that is contained in C-wave data needs
to be unlocked for a powerful exploration tool, and the depth to geopressured
formations can be interpreted more readily from inverted C-wave data.

While the shelf is a very mature area, the deep water of the Gulf is
believed to hold some of the largest remaining undiscovered reserves in North
America. Devon holds about 400,000 net acres in the deep water, of which about
90% is unexplored. Because costs are much higher to explore in the deep water
than on the shelf, the company's strategy is to move cautiously into deep water
drilling. Devon expects to participate in three to four deep water exploratory
wells per year.

The Gulf Division also holds about 300,000 net acres onshore in south
Texas and south Louisiana. About 80% of that acreage is developed for oil and
gas production. Last year was a turnaround year for the Gulf Division onshore.
Most of the onshore acreage was acquired in Devon's merger with PennzEnergy in
1999. As PennzEnergy was focused elsewhere, this acreage had received little
attention in recent years. An active onshore drilling program in 2000 resulted
in 14 net wells. This year we will more than double that number to a planned 38
net wells. A notable discovery in 2000 was in the Patterson Field in south
Louisiana. Devon's Zenor A-16 (50% working interest) was tested at over 20
million cubic feet of natural gas per day.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following discussion and analysis addresses changes in Devon's
financial condition and results of operations during the three year period of
1998 through 2000. Reference is made to "Item 6. Selected Financial Data" and
"Item 8. Financial Statements and Supplementary Data."

The "Overview" and "Results of Operations" sections under Item 7 have been
replaced in its entirety with the following:

OVERVIEW
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On May 25, 2000, Devon and Santa Fe Snyder Corporation announced their
intent to merge. The transaction closed on August 29, 2000. The merger with
Santa Fe Snyder was the largest transaction in Devon's history. As a result of
the transaction, Devon issued approximately 40.6 million shares of common stock
and assumed $730.9 million of long-term debt and $492.7 million of other
liabilities. The merger increased Devon's proved reserves by 386.3 million
barrels, or 58%, and the company's undeveloped leasehold by 16 million acres, or
99%.

The merger with Santa Fe Snyder significantly expanded Devon's
operations. However, another significant contributing factor to Devon's growth
over the last three years was the company's 1999 acquisition of PennzEnergy
Company ("PennzEnergy"). The acquisition of PennzEnergy added 396 million Boe of
reserves, 13 million net acres of undeveloped leasehold and $3.2 billion of
assets to Devon's balance sheet. In exchange, Devon issued approximately 21.5
million shares of common stock and assumed $1.6 billion of long-term debt and
$0.7 billion of other liabilities. The merger was accounted for under the
purchase method of accounting for business combinations. Therefore, Devon's 1999
results do not include any effect of PennzEnergy's operations prior to August
17, 1999.

On December 10, 1998, Devon and Northstar Energy Corporation
("Northstar") completed their merger. The combination of Devon and Northstar
added 115 million Boe of proved reserves and 1.8 million undeveloped acres, all
in Canada. The Northstar combination was accounted for under the
pooling-of-interests method of accounting for business combinations.
Accordingly, Devon's results for 1998 and prior years include the results of
both Devon and Northstar as if the two had always been combined.

In addition to the mergers and acquisitions, Devon's exploration and
development efforts have also been significant contributors to Devon's growth.
In 1998 and 1999, before the merger with Santa Fe Snyder, Devon spent
approximately $0.5 billion in its exploration, drilling and development efforts.
These costs included drilling 1,233 wells, of which 1,137 were completed as
producers. In 2000, Devon and Santa Fe Snyder combined spent $0.9 billion in its
exploration, drilling and development efforts. These costs included drilling
1,328 wells, of which 1,261 were completed as producers.

Devon's merger with Santa Fe Snyder was accounted for under the
pooling-of-interests method of accounting for business combinations.
Accordingly, Devon's prior years' results have

been restated to combine such results with those of Santa Fe Snyder for all
years presented. Thus, the three-year comparisons of various production, revenue
and expense items presented later in this section are shown as if Devon and
Santa Fe Snyder had been combined for all such periods. Although this is
consistent with the financial presentation of the merger, it disguises the
substantial changes in Devon's operations that have occurred as a result of that
transaction.

To present the effects that Devon's merger with Santa Fe Snyder, the
acquisition of PennzEnergy and Devon's drilling and development activities have
had on operations during the last three years, the following statistics have
been developed. This data assumes that Devon's merger with Santa Fe Snyder was
closed at the beginning of 2000, but that prior year results were not restated.
Thus, it compares Devon's 2000 results, including Santa Fe Snyder, to those of
1998 for Devon only, without Santa Fe Snyder. Such comparison yields the



Edgar Filing: DEVON ENERGY CORP/DE - Form 10-K405/A

following fluctuations:
o Combined o0il, gas and NGL production increased 85.0 million Boe, or 236%.

o Average combined price of o0il, gas and NGL increased by $11.68 per Boe, or
108%.

o Total revenues increased $2.3 billion, or 599%.

o Net cash provided by operating activities increased $1.4 billion, or 745%.
Cash margin increased $1.6 billion, or 853%.

o Net earnings increased $790.6 million.

o Earnings per share increased to $5.50 per diluted share from a loss of $1.25
per diluted share in 1998.

During 2000, Devon marked its twelfth anniversary as a public company.
While Devon has consistently increased production over this twelve-year period,
volatility in oil and gas prices has resulted in considerable variability in
earnings and cash flows. Prices for oil, natural gas and NGL are determined
primarily by market conditions. Market conditions for these products have been,
and will continue to be, influenced by regional and world-wide economic growth,
weather and other factors that are beyond Devon's control. Devon's future
earnings and cash flows will continue to depend on market conditions.

Like all oil and gas production companies, Devon faces the challenge of
natural production decline. As initial pressures are depleted, o0il and gas
production from a given well naturally decreases. Thus, an oil and gas
production company depletes part of its asset base with each unit of oil or gas
it produces. Historically, Devon has been able to overcome this natural decline
by adding, through drilling and acquisitions, more reserves than it produces.
Devon's future growth, if any, will depend on its ability to continue to add
reserves in excess of production.

Because 0il and gas prices are influenced by many factors outside of
its control, Devon's management has focused its efforts on increasing oil and
gas reserves and production and controlling expenses. Over its twelve-year
history as a public company, Devon has been able to significantly reduce its
operating costs per unit of production. Devon's future earnings and cash flows
are dependent on its ability to continue to contain operating costs at levels
that allow for profitable production.

RESULTS OF OPERATIONS

The following discussion of Devon's results of operations from 1998
through 2000 include the restated results of Devon for the 2000 merger with
Santa Fe Snyder and the 1998 combination with Northstar, both of which were
accounted for using the pooling-of-interests method.

Devon's total revenues have risen from $706.2 million in 1998 to $2.8
billion in 2000. In each of these three years, o0il, gas and NGL sales accounted
for over 96% of total revenues.

Changes in oil, gas and NGL production, prices and revenues from 1998
to 2000 are shown in the following tables. (Unless otherwise stated, all dollar
amounts are expressed in U.S. dollars.)
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PRODUCTION
O11l (MBDLS) ¢t vttt eeeeeeeeeeennnns
Gas (MMCE) v v ittt et e e e e e e e e e e e
NGL (MBD1S) v vt iitt i teteeeenennnnn
0il, gas and NGL (MBoe) ...........
REVENUES
Per Unit of Production:
Oil (per Bbl) .o viii it iiiiiin..
Gas (per Mcf) ..ot
NGL (per Bbl) ....iiiiiieeennn.
0il, gas and NGL (per Boe)......
Absolute:
O T
[
NGL . ittt it et e et ettt ettt
0il, gas and NGL.....cuovuveeene...
PRODUCTION
O11l (MBDLS) ¢ttt e eeeeeeeeeeennnns
Gas (MMCE) v v ittt et e e e e e e e e e
NGL (MBD1S) v vttt tee ittt eeeenennnns
0il, gas and NGL (MBoe) ...........
REVENUES
Per Unit of Production:
Oil (per Bbl) . oviiiiiiiii..
Gas (per Mcf) ..ot
NGL (per Bbl) ....i i ennn.
0il, gas and NGL (per Boe)......

2000 1999
2000 vs 1999 1999 vs 199
(ABSOLUTE AMOUNTS IN THOUSANDS)
42,561 +34% 31,756 +24%
426,146 +40% 304,203 +54%
7,400 +45% 5,111 +67%
120,985 +38% 87,568 +42%
$ 25.35 +43% 17.67 +46%
$ 3.49 +69% 2.06 +18%
$ 20.87 +57% 13.30 +64%
$ 22.47 +57% 14.35 +30%
$ 1,078,759 +92% 561,018 +81%
$ 1,485,221 +137% 627,869 +81%
$ 154,465 +127% 67,985 +175%
$ 2,718,445 +116% 1,256,872 +84%
DOMESTIC
YEAR ENDED DECEMBER 31,
2000 1999
2000 vs 1999 1999 vs 199
(ABSOLUTE AMOUNTS IN THOUSANDS)
28,562 +60% 17,822 +45%
355,087 +61% 221,061 +82%
6,702 +52% 4,396 +78%
94,445 +60% 59,062 +69%
$ 25.45 +37% 18.64 +50%
$ 3.67 +62% 2.27 +12%
$ 20.30 +55% 13.11 +63%
S 22.95 +52% 15.10 +26%



Absolute:

0il, gas
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0il (MBbls)............

Gas (MMcf)

NGL (MBb1S) ..euvieueneenn.
0il, gas and NGL (MBoe)

REVENUES

Per Unit of Production:

0il (per
Gas (per
NGL (per
0il, gas

Absolute:

PRODUCTION

0il (MBbls)

Gas (MMcf)

NGL (MBbls)

0il, gas and NGL (MBoe)

$ 726,897
$ 1,304,626
$ 136,048

+119% 332,219
+160% 501,841
+136% 57,610
+143% 891,670
CANADA

+118%
+105%
+190%

+114%

4,760
62,284
682
15,823

24 .46
2.71
26.51
19.18

Ly W O Uy

s 116,427
$ 169,032
$ 18,078

(8)% 5,178
(15)% 73,561
(3)% 700
(13)% 18,138
+58% 15.51
+75% 1.55
+84% 14.39
+70% 11.27
+45% 80,298
+48% 114,128
+79% 10,075
+48% 204,501
INTERNATIONAL

(17
+10
+24

+209
+16
+75
+20

+27
+117

+20

9,239
8,775
16
10,717

(ABSOLUTE AMOUNTS IN THOUSANDS)

+6% 8,756
(8)% 9,581
+7% 15
+3% 10,368

+23

(25
+19



Edgar Filing: DEVON ENERGY CORP/DE - Form 10-K405/A

REVENUES

Per Unit of Production:
0il (per Bbl) . v inei e S 25.48 +50% 16.
Gas (per Mcf) .vvviinnini .. S 1.32 +6% 1.
NGL (per Bbl) c vt S 21.19 +6% 20.
0il, gas and NGL (per Boe)...... S 23.08 +49% 15.

Absolute:
O S 235,435 +59% 148,
= O S 11,563 (3)% 11,
[ S 339 +13%
0il, gas and NGL.....cueueeeenenn. S 247,337 +54% 160,

OIL REVENUES 2000 vs. 1999 0il revenues increased $517.7 million in
2000. 0Oil revenues increased $326.8 million due to a $7.68 per barrel increase
in the average price of oil in 2000. An increase in 2000's production of 10.8
million barrels caused oil revenues to increase by $190.9 million. The
PennzEnergy merger accounted for 6.8 million barrels of the 10.8 million barrel
increase in production. The 2000 period included twelve months of production
from the properties acquired in the 1999 PennzEnergy merger, while the 1999
period only included production for 4 1/2 months following the August 17, 1999
merger closing. Additionally, drilling activity and less significant
acquisitions, offset in part by property dispositions and natural declines,
caused a 4.0 million barrel increase in production.

1999 vs. 1998 0il revenues increased $251.0 million in 1999. 0il
revenues increased $176.9 million due to a $5.57 per barrel increase in the
average price of oil in 1999. An increase in 1999's production of 6.1 million
barrels caused o0il revenues to increase by $74.1 million. The August 1999
PennzEnergy merger added 5.3 million barrels of production during the last 4 1/2
months of 1999, and the Snyder merger added 1.1 million barrels of production
during the last eight months of 1999. This increase was partially offset by a
0.3 million barrel decline in 1999 production from Devon's other properties.

GAS REVENUES 2000 vs. 1999 Gas revenues increased $857.4 million in
2000. A 121.9 Bcf increase in production in 2000 added $251.7 million of gas
revenues compared to 1999. A $1.43 per Mcf increase in the average gas price in
2000 contributed $605.7 million of the increase in gas revenues. The PennzEnergy
merger accounted for 89.3 Bcf of the 121.9 Bcf increase in consolidated
production.

All of the 89.3 Bcf added by the PennzEnergy merger was attributable to
domestic properties. Production from Devon's other domestic properties increased
44.7 Bcf, due primarily to additional development and acquisitions, net of
natural declines and dispositions.

10

Canadian gas production decreased 11.3 Bcf, or 15%, in 2000. Natural
decline, increased royalty rates and dispositions of certain properties were the
primary reasons for the production decline. Whereas domestic royalty rates are
fixed percentages, the Canadian royalties are based on a sliding scale. As
prices increased in 2000, the Canadian government's royalty percentage also
increased, causing Devon's net production to decrease. Gross Canadian gas
production, before royalties, was 83.4 Bcf in 2000 compared to 92.1 Bcf in 1999.

96
24
00
50

501
900
300

10

+47

+100

+43

+81

+50

+70
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1999 vs. 1998 Gas revenues increased $280.6 million in 1999. A 106.2
Bcf increase in production in 1999 added $186.1 million of gas revenues compared
to 1998. A $0.31 per Mcf increase in the average gas price in 1999 contributed
$94.5 million of the increase in gas revenues. The production increase was
primarily related to the PennzEnergy and Snyder mergers. The PennzEnergy
properties added 55.5 Bcf of production during the 4 1/2 months following the
PennzEnergy merger. The Snyder properties added 36.9 Bcf of production during
the last eight months following the May 1999 Snyder merger. A 6.4 Bcf increase
in Devon's Canadian gas production also contributed to the increase in 1999 gas
production.

NGL REVENUES 2000 vs. 1999 NGL revenues increased $86.5 million in
2000. An increase in 2000's average price of $7.57 per barrel caused NGL
revenues to increase $56.0 million. A production increase of 2.3 million barrels
in 2000 caused revenues to increase $30.5 million. The 1999 PennzEnergy merger
accounted for 2.5 million barrels of increased NGL production in 2000. This
increase was partially offset by a 0.2 million barrel reduction in 2000
production from Devon's other properties. This reduction was caused by property
dispositions and natural decline, offset in part by drilling activity and
property acquisitions.

1999 vs. 1998 NGL revenues increased $43.3 million in 1999. An increase
in 1999's average price of $5.21 per barrel caused NGL revenues to increase
$26.6 million. A production increase of 2.1 million barrels in 1999 caused
revenues to increase $16.7 million. Production from the PennzEnergy properties
for the last 4 1/2 months of 1999 accounted for 1.7 million barrels of the 1999
increase.

OTHER REVENUES 2000 vs. 1999 Other revenues increased $45.1 million, or
219% in 2000. Increases in third party gas processing income of $17.4 million
and interest income of $4.8 million were the primary reasons for the substantial
increase in other revenues. Additionally, the 2000 period included $18.4 million
of dividend income from the 7.1 million shares of Chevron Corporation common
stock acquired in the 1999 PennzEnergy merger. The 1999 period included $6.7
million of dividend income on these same shares.

1999 vs. 1998 Other revenues decreased $3.7 million in 1999. Other
revenues in 1998 included $8.8 million of one-time revenues recognized by
Northstar in 1998 from terminations of certain management agreements and gas
contracts, and $4.7 million of interest income from federal income tax audits
recognized by Santa Fe Snyder. In comparing 1999 to 1998, these nonrecurring
1998 revenues more than offset increases of $9.8 million in 1999 from other
sources of revenues, including dividend income, interest income and third-party
gas processing revenues. Other revenues in 1999 included $6.7 million of
dividend income in the last 4 1/2 months of the year from the 7.1 million shares
of Chevron Corporation common stock.

11

EXPENSES The details of the changes in pre-tax expenses between 1998
and 2000 are shown in the table below.

YEAR ENDED DECEMBER 3

2000
2000 vs 1999 1999
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(ABSOLUTE AMOUNTS IN THOUS

Absolute:
Production and operating expenses:
Lease operating eXPenSeS . v vttt i ettt eeeeneeeenns $ 440,780 +48% 298,807
Transportation COStS. ..ttt ittt ii et teeeennn 53,309 +57% 33,925
Production taXesS. ...ttt ittt eeeeeeenenn 103,244 +131% 44,740
Depreciation, depletion and amortization of
01l and gas properties. . ...ttt 662,890 +70% 390,117
Amortization of goodwill....... ...t nnnennsn 41,332 +157% 16,111
SUbTOtal . ittt e e e e 1,301,555 +66% 783,700

Depreciation and amortization of non-oil and

[ £ F= T o3 o) o T ok il 1 = 30,450 +87% 16,258
General and administrative expenses................. 93,008 +15% 80, 645
Expenses related £O MEIrgErS. .t vttt ittt neeneeeeenns 60,373 +259% 16,800
Interest EXPENSE . i i ittt it ittt ettt aeeeeee e 154,329 +41% 109,613
Deferred effect of changes in foreign currency

exchange rate on subsidiary's long-term debt 2,408 N/M (13,154)
Distributions on preferred securities of

subsidiary trust ...t ittt ittt et e e e —— (100) % 6,884
Reduction of carrying value of oil and gas

STt} ST w1 = O —— (100) % 476,100

o= $1,642,123 +11% 1,476,846
Per Boe:
Production and operating expenses:

Lease operating eXpPenSesS .. v vt it et et eeeneeeennn S 3.65 +7% 3.41

Transportation COStS. ..ttt ittt ii et eeeeennn 0.44 +13% 0.39

Production faxXes. ...ttt nnnnns 0.85 +67% 0.51
Depreciation, depletion and amortization of

01l and gas properties. ... ...ttt 5.48 +23% 4.46
Amortization of goodwill....... ...t ennnnnsn 0.34 +89% 0.18
SUbtotal. vttt e e e e 10.76 +20% 8.95

Depreciation and amortization of non-oil and

gas properties (1) «v ittt ettt et 0.25 +32% 0.19
General and administrative expenses (1)............. 0.77 (16)% 0.92
Expenses related to prior mergers (1)............... 0.50 +163% 0.19
Interest expPense (L) c.u it ii ettt eeeeeeeeeeneenns 1.27 +2% 1.25
Deferred effect of changes in foreign currency

exchange rate on subsidiary's long-term debt (1) 0.02 N/M (0.15)
Distributions on preferred securities of

subsidiary trust (1) ..ottt i ittt et eeeeeeeannn —— (100) % 0.08
Reduction of carrying value of oil and gas

Properties (L) vttt ittt et e ettt e —— (100) % 5.44

ol S 13.57 (20) % 16.87
(1) Though per Boe amounts for these expense items may be helpful for

profitability trend analysis, these expenses are not directly attributable
to production volumes.

N/M - Not meaningful.
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PRODUCTION AND OPERATING EXPENSES The details of the changes in
production and operating expenses between 1998 and 2000 are shown in the table
below.

2000 1999
2000 vs 1999 1999 vs 1998

(ABSOLUTE AMOUNTS IN THOUSANDS)

Absolute:
Recurring lease operating expenses........... $ 422,853 +45% 291,037 +33%
Well WOrkoVer EXPeNnSeS. ... eeeeeennneeens 17,927 +131% 7,770 +7%
Transportation costs. ..., 53,309 +57% 33,925 +46%
ProducCtion taXeS .. v i et i eeeeeeeneeoeeeneenenn 103,244 +131% 44,740 +80%
Total production and operating expenses $ 597,333 +58% 377,472 +37%
Per Boe:
Recurring lease operating expenses........... $ 3.50 +5% 3.32 (7)%
Well WOrkovVer EXPenSeS. .. .vveeeneeeeeennneens 0.15 +67% 0.09 (18) %
Transportation costs. ..., 0.44 +13% 0.39 +3%
Production taXesS.....uu it it iteeeeeeeeannnn 0.85 +67% 0.51 +28%
Total production and operating expenses... $ 4.94 +15% 4.31 (3)%

2000 vs. 1999 Recurring lease operating expenses increased $131.8
million, or 45%, in 2000. The 1999 PennzEnergy merger accounted for $92.4
million of the increase in expenses. Additionally, $11.0 million of costs were
added by the August 1999 and January 2000 acquisitions of certain properties and
$7.7 million of costs were added by the Snyder merger. Other than the added
costs from these acquisitions, Devon's recurring costs increased $20.7 million
in 2000. This increase was primarily caused by increased production and higher
ad valorem taxes and fuel costs.

Transportation costs represent those costs paid directly to third-party
providers to transport oil and gas production sold downstream from the wellhead.
Transportation costs increased $19.4 million, or 57% in 2000 primarily due to
increased production.

The majority of Devon's production taxes are assessed on its onshore
domestic properties. In the U.S., most of the production taxes are based on a
fixed percentage of revenues. Therefore, the 143% increase in domestic oil, gas
and NGL revenues was the primary cause of a 136% increase in domestic production
taxes. Production taxes did not increase proportionately to the increase in
revenues. This was primarily due to the addition in 1999 of oil and gas revenues
from offshore Gulf of Mexico properties acquired in the PennzEnergy merger.
Revenues generated from such offshore properties do not incur state production
taxes.

1999 vs. 1998 Recurring lease operating expenses increased $71.7
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million, or 33%, in 1999. The PennzEnergy properties added $57.3 million of
expenses in the last 4 1/2 months of the year, and the Snyder properties added
$17.7 million of expenses for the last eight months of the year. Other than the
added costs from the PennzEnergy and Snyder properties, recurring expenses on
Devon's other properties dropped $3.3 million in 1999. Efficiencies achieved in
certain of Devon's o0il producing properties contributed a substantial portion of
this cost reduction.
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Transportation costs increased $10.7 million, or 46% in 1999 primarily
due to increased production.

As previously stated, most of the U.S. production taxes are based on a
fixed percentage of revenues. Therefore, the 114% increase in domestic oil, gas
and NGL revenues was the primary cause of a 88% increase in domestic production
taxes.

DEPRECIATION, DEPLETION AND AMORTIZATION ("DD&A") Devon's largest
recurring non-cash expense is DD&A. DD&A of o0il and gas properties is calculated
as the percentage of total proved reserve volumes produced during the year,
multiplied by the net capitalized investment in those reserves including
estimated future development costs (the "depletable base"). Generally, if
reserve volumes are revised up or down, then the DD&A rate per unit of
production will change inversely. However, if the depletable base changes, then
the DD&A rate moves in the same direction. The per unit DD&A rate is not
affected by production volumes. Absolute or total DD&A, as opposed to the rate
per unit of production, generally moves in the same direction as production
volumes. 0Oil and gas property DD&A is calculated separately on a
country-by-country basis.

2000 vs. 1999 0il and gas property related DD&A increased $272.8
million, or 70%, in 2000. Oil and gas property related DD&A increased $148.9
million due to the 38% increase in o0il, gas and NGL production in 2000. 0Oil and
gas property related DD&A increased $123.9 million due to an increase in the
consolidated DD&A rate. The consolidated DD&A rate increased from $4.46 per Boe
in 1999 to $5.48 per Boe in 2000.

Non-o0il and gas property DD&A increased $14.2 million in 2000 compared
to 1999. Depreciation of the non-oil and gas properties acquired in the
PennzEnergy and Snyder mergers and depreciation of Devon's new Wyoming gas
pipeline and gathering system, accounted for the increase in 2000's expense.

1999 vs. 1998 0il and gas property related DD&A increased $159.7
million, or 69%, in 1999. 0il and gas property related DD&A increased $96.7
million due to the 42% increase in o0il, gas and NGL production in 1999. 0il and
gas property related DD&A increased $63.0 million due to an increase in the
consolidated DD&A rate. The consolidated DD&A rate increased from $3.74 per Boe
in 1998 to $4.46 per Boe in 1999. The 1999 rate of $4.46 per Boe was a blended
rate of before and after the PennzEnergy and Snyder mergers.

Non-oil and gas property DD&A increased $3.5 million in 1999 compared
to 1998. Depreciation of the non-oil and gas properties acquired in the
PennzEnergy and Snyder mergers and depreciation of Devon's new Wyoming gas
pipeline and gathering system, accounted for the increase in 1999's expense.

AMORTIZATION OF GOODWILL In connection with the PennzEnergy merger,
Devon recorded $346.9 million of goodwill. The goodwill was allocated $299.5
million to domestic operations and $47.4 million to international operations.
The goodwill is being amortized using the units-of-production method.

14



Edgar Filing: DEVON ENERGY CORP/DE - Form 10-K405/A

Substantially all of the $41.3 million and $16.1 million of amortization
recognized in 2000 and 1999, respectively, was related to the domestic balance.
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GENERAL AND ADMINISTRATIVE EXPENSES ("G&A") Devon's net G&A consists of
three primary components. The largest of these components is the gross amount of
expenses incurred for personnel costs, office expenses, professional fees and
other G&A items. The gross amount of these expenses is partially reduced by two
offsetting components. One is the amount of G&A capitalized pursuant to the full
cost method of accounting. The other is the amount of G&A reimbursed by working
interest owners of properties for which Devon serves as the operator. These
reimbursements are received during both the drilling and operational stages of a
property's life. The gross amount of G&A incurred, less the amounts capitalized
and reimbursed, 1s recorded as net G&A in the consolidated statements of
operations. See the following table for a summary of G&A expenses by component.

2000 1999
2000 vs 1999 1999 vs 1998 1998

(IN THOUSANDS)

Gross G&A. ..ttt it iiiiiiaan $ 205,693 +37% 150,441 +57% 95,589
Capitalized G&A. ... ittt (61,764) +114% (28,878) +95% (14,812)
Reimbursed G&A. ... ... .. (50, 921) +24% (40,918) +16% (35,323)

Net G&A. ..ottt ittt i e $ 93,008 +15% 80,645 +77% 45,454

2000 vs. 1999 Net G&A increased $12.4 million in 2000. Gross G&A
increased $55.3 million in 2000 compared to 1999. The increase in gross expenses
was primarily related to additional costs incurred as a result of the 1999
PennzEnergy and Snyder mergers. G&A was reduced $32.9 million in 2000 due to an
increase in the amount capitalized as part of oil and gas properties. G&A was
also reduced $10.0 million in 2000, by an increase in the amount of
reimbursements on operated properties in the 2000 period. The increase in
capitalized and reimbursed G&A was primarily related to the 1999 PennzEnergy and
Snyder mergers.

1999 vs. 1998 Net G&A increased $35.2 million in 1999. Gross G&A
increased $54.9 million in 1999. Included in the increase in gross expenses were
$36.7 million of expenses related to 4 1/2 months of the PennzEnergy operations.
G&A was lowered $14.1 million due to an increase in the amount capitalized as
part of oil and gas properties. The 1999 amount capitalized included $5.5
million related to the PennzEnergy operations for the last 4 1/2 months of the
year. G&A was also reduced by a $5.6 million increase in the amount of
reimbursements on operated properties. The 1999 reimbursements received from the
PennzEnergy properties were $6.0 million.

The increase, in absolute terms, in capitalized general and

administrative expenses from 1999 to 2000 was primarily a result of the 1999
PennzEnergy and 2000 Snyder mergers. Only 4 1/2 and 7 months of expenses related
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to the PennzEnergy and Snyder mergers, respectively, were included in 1999.

The increase, on a percentage basis, in capitalized general and
administrative expenses from 1999 to 2000 was primarily related to an increase
in acquisition, exploration and development activities from 1999 to 2000. In
1999, Santa Fe Snyder experienced capital constraints as a result of lower
commodity prices. This led to a reduction in acquisition, exploration and
development activities, especially as it related to its international assets.
(The
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capital constraints were also one of the considerations in Santa Fe's decision
to merge with Devon in 2000.) In 2000, with improving commodity prices and after
the announcement of the merger in May 2000, more money was being spent on
acquisition, exploration and development activities, overall, but especially on
the international assets. This is further evidenced by the increase in capital
expenditures from 1999 to 2000. Total capital expenditures were $883.4 million
in 1999 compared to $1,280.1 million in 2000. International capital expenditures
were $104.9 million in 1999 compared to $184.4 million in 2000. These same
considerations took place in the U.S. and Canada also, though the effects were
not as significant. Overall, the rising commodity prices in 2000 allowed Devon,
and Santa Fe Snyder prior to its merger with Devon, to focus more resources on
acquisition, exploration and development activities as compared to 1999. This
increase in acquisition, exploration and development activities meant that a
larger percentage of general and administrative costs specifically related to
such activities were subject to capitalization.

EXPENSES RELATED TO MERGERS Approximately $60.4 million of expenses
were incurred in 2000 in connection with the Santa Fe Snyder merger. These
expenses consisted primarily of severance and other benefit costs, investment
banking fees, other professional expenses, costs associated with duplicate
facilities and various transaction related costs. The pooling-of-interests
method of accounting for business combinations requires such costs to be
expensed as opposed to capitalized as costs of the transaction.

Approximately $16.8 million of expenses were incurred by Santa Fe
Snyder in 1999 related to the Snyder merger. These costs included $14.4 million
related to compensation plans and other benefits, and $1.9 million of severance
and relocation costs. The $16.8 million of costs related to the operations and
employees of the former Santa Fe Energy Resources, Inc., not those of the former
Snyder 0Oil Corporation. Therefore, the costs were required to be expensed as
opposed to capitalized as part of the Snyder merger.

Approximately $13.1 million of expenses were incurred in 1998 in
connection with the Northstar combination. These expenses consisted primarily of
investment bankers' fees, legal fees and costs of printing and distributing the
proxy statement to shareholders.

INTEREST EXPENSE 2000 vs. 1999 Interest expense increased $44.7
million, or 41%, in 2000. An increase in the average debt balance outstanding
from $1.5 billion in 1999 to $2.3 billion in 2000 caused interest expense to
increase by $53.7 million. The increase in average debt outstanding in 2000 was
attributable to the long-term debt assumed in the Snyder and PennzEnergy mergers
on May 5, 1999 and August 17, 1999, respectively. The average interest rate on
outstanding debt decreased from 7.0% in 1999 to 6.7% in 2000. This rate decrease
caused interest expense to decrease $4.7 million in 2000. Other items included
in interest expense that are not related to the debt balance outstanding, such
as facility and agency fees, amortization of costs and other miscellaneous
items, were $4.3 million lower in 2000 compared to 1999.
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1999 vs. 1998 Interest expense increased $66.1 million in 1999. An
increase in the average debt balance outstanding from $588.3 million in 1998 to
$1.5 billion in 1999 caused interest expense to increase by $69.9 million. The
increase in average debt outstanding in 1999 was attributable to the long-term
debt assumed in the Snyder and PennzEnergy mergers on
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May 5, 1999 and August 17, 1999, respectively. The average interest rate on
outstanding debt decreased from 7.3% in 1998 to 7.0% in 1999. This rate decrease
caused interest expense to decrease $4.9 million in 1999. Other items included
in interest expense that are not related to the debt balance outstanding, such
as facility and agency fees, amortization of costs and other miscellaneous
items, were $1.1 million higher in 1999 compared to 1998.

DEFERRED EFFECT OF CHANGES IN FOREIGN CURRENCY EXCHANGE RATE ON
SUBSIDIARY'S LONG-TERM DEBT 2000 vs. 1999 Until mid-January 2000, Devon's
Canadian subsidiary Northstar Energy Corporation had certain fixed-rate senior
notes which were denominated in U.S. dollars. Changes in the exchange rate
between the U.S. dollar and the Canadian dollar from the dates the notes were
issued to the dates of repayment increased or decreased the expected amount of
Canadian dollars eventually required to repay the notes. Such changes in the
Canadian dollar equivalent balance of the debt were required to be included in
determining net earnings for the period in which the exchange rate changed. In
mid-January 2000, the U.S. dollar denominated notes were retired prior to
maturity with cash on hand and borrowings under Devon's long-term credit
facilities. The Canadian-to-U.S. dollar exchange rate dropped slightly in
January prior to the debt retirement. As a result, $2.4 million of expense was
recognized in 2000.

1999 vs. 1998 The rate of converting Canadian dollars to U.S. dollars
increased from $0.6535 at the end of 1998 to $0.6929 at the end of 1999. The
balance of Northstar's U.S. dollar denominated notes remained constant at $225
million throughout 1999. The higher conversion rate on the $225 million of debt
reduced the Canadian dollar equivalent of debt recorded by Northstar at the end
of 1999. Therefore, a $13.2 million reduction to expenses was recorded in 1999.

DISTRIBUTIONS ON PREFERRED SECURITIES OF SUBSIDIARY TRUST As discussed
in Note 9 to the consolidated financial statements, Devon, through its affiliate
Devon Financing Trust, completed the issuance of $149.5 million of 6.5% Trust
Convertible Preferred Securities ("TCP Securities") in July 1996. The TCP
Securities had a maturity date of June 15, 2026. However, in October 1999, Devon
issued notice to the holders of the TCP Securities that it was exercising its
right to redeem such securities on November 30, 1999. Substantially all of the
holders of the TCP Securities elected to exercise their conversion rights
instead of receiving the redemption cash value. As a result, all but 950 of the
2.99 million units of TCP Securities were exchanged for shares of Devon common
stock. As a result, Devon issued approximately 4.9 million shares of common
stock for substantially all of the outstanding units of TCP Securities. The
redemption price for the 950 units redeemed was approximately $50,000.

2000 vs. 1999 There were no TCP Securities distributions in 2000
compared to $6.9 million in 1999. Substantially all of the TCP Securities were
exchanged for shares of Devon common stock on November 30, 1999.

1999 vs. 1998 The TCP Securities distributions in 1999 were $6.9
million compared to $9.7 million in 1998. Substantially all of the TCP
Securities were exchanged for shares of Devon common stock on November 30, 1999.
Therefore, there was no fourth quarter 1999 distribution on the exchanged TCP
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Securities.
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REDUCTION OF CARRYING VALUE OF OIL AND GAS PROPERTIES Under the
full-cost method of accounting, the net book value of oil and gas properties,
less related deferred income taxes, may not exceed a calculated "ceiling." The
ceiling limitation is the discounted estimated after-tax future net revenues
from proved oil and gas properties. The ceiling is imposed separately by
country. In calculating future net revenues, current prices and costs are
generally held constant indefinitely. The net book value, less deferred tax
liabilities, is compared to the ceiling on a quarterly and annual basis. Any
excess of the net book value, less deferred taxes, is written off as an expense.

Devon did not reduce the carrying value of its oil and gas properties
in 2000. During 1999 and 1998, Devon reduced the carrying value of its oil and
gas properties by $476.1 million and $422.5 million, respectively, due to the
full-cost ceiling limitations. The after-tax effect of these reductions in 1999
and 1998 were $309.7 million and $280.8 million, respectively.

INCOME TAXES 2000 vs. 1999 Devon's 2000 financial tax expense rate was
36% of income before income tax expense. This rate was higher than the statutory
federal tax rate of 35% due to the effect of goodwill amortization that is not
deductible for income tax purposes and the effect of foreign income taxes,
offset in part by the recognition of a benefit from the disposition of Devon's
assets in Venezuela. The 1999 financial tax benefit rate was 25%. This rate was
lower than the statutory federal tax rate of 35% due to the effect of goodwill
amortization that is not deductible for income tax purposes and the effect of
foreign income taxes.

1999 vs. 1998 Devon's 1999 financial tax benefit rate was 25% of loss
before income tax benefit. This rate was lower than the statutory federal tax
rate of 35% due to the effect of goodwill amortization that is not deductible
for income tax purposes and the effect of foreign income taxes. The 1998
financial tax benefit rate was 35%.

CAPITAL EXPENDITURES, CAPITAL RESOURCES AND LIQUIDITY

The following discussion of capital expenditures, capital resources and
liquidity should be read in conjunction with the supplemental consolidated
statements of cash flows included elsewhere in this report.

CAPITAL EXPENDITURES Approximately $1.3 billion was spent in 2000 for
capital expenditures, of which $1.2 billion was related to the acquisition,
drilling or development of o0il and gas properties. These amounts compare to 1999
total expenditures of $883.4 million ($784.9 million of which was related to oil
and gas properties) and 1998 total expenditures of $712.8 million ($704.6
million of which was related to oil and gas properties.)

OTHER CASH USES Devon's common stock dividends were $22.2 million,
$12.7 million and $7.3 million in 2000, 1999 and 1998, respectively. Devon also
paid $9.7 million of preferred stock dividends in 2000 and $3.7 million in the
last 4 1/2 months of 1999 following the PennzEnergy merger.

CAPITAL RESOURCES AND LIQUIDITY Net cash provided by operating
activities ("operating cash flow") has historically been the primary source of
Devon's capital and short-term liquidity. Operating cash flow was $1.6 billion,
$532.3 million and $334.5 million in 2000, 1999 and 1998,
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respectively. The trends in operating cash flow during these periods have
generally followed those of the various revenue and expense items previously
discussed.

In addition to operating cash flow, Devon's credit lines and the
private placement of long-term debt have been an important source of capital and
liquidity. In 2000 and 1999, debt repayments exceeded borrowings by $371.6
million and $144.7 million, respectively. During 1998, long-term debt borrowings
exceeded repayments by $264.2 million.

Prior to the August 2000 merger, Devon and Santa Fe Snyder each had
their own unsecured credit facilities. Devon's credit facilities prior to the
merger aggregated $750 million, with $475 million in a U.S. facility and $275
million in a Canadian facility. These Devon credit facilities were entered into
in October 1999. Santa Fe Snyder's credit facilities prior to the merger
aggregated $600 million.

Concurrent with the closing of the Santa Fe Snyder merger on August 29,
2000, Devon entered into new unsecured long-term credit facilities aggregating
$1 billion (the "Credit Facilities"). The Credit Facilities replaced the prior
separate facilities of Devon and Santa Fe Snyder. The Credit Facilities include
a U.S. facility of $725 million (the "U.S. Facility") and a Canadian facility of
$275 million (the "Canadian Facility").

The $725 million U.S. Facility consists of a Tranche A facility of $200
million and a Tranche B facility of $525 million. The Tranche B facility can be
increased to as high as $625 million and reduced to as low as $425 million by
reallocating the amount available between the Tranche B facility and the
Canadian Facility. The Tranche A facility matures on October 15, 2004. Devon may
borrow funds under the Tranche B facility until August 28, 2001 (the "Tranche B
Revolving Period"). Devon may request that the Tranche B Revolving Period be
extended an additional 364 days by notifying the agent bank of such request
between 30 and 60 days prior to the end of the Tranche B Revolving Period. Debt
borrowed under the Tranche B facility matures two years and one day following
the end of the Tranche B Revolving Period. As of December 31, 2000, Devon had no
borrowings under its U.S. Facility.

Devon may borrow funds under the $275 million Canadian Facility until
August 28, 2001 (the "Canadian Facility Revolving Period"). As disclosed in the
prior paragraph, the Canadian Facility can be increased to as high as $375
million and reduced to as low as $175 million by reallocating the amount
available between the Tranche B facility and the Canadian Facility. Devon may
request that the Canadian Facility Revolving Period be extended an additional
364 days by notifying the agent bank of such request between 45 and 90 days
prior to the end of the Canadian Facility Revolving Period. Debt outstanding as
of the end of the Canadian Facility Revolving Period is payable in semi-annual
installments of 2.5% each for the following five years, with the final
installment due five years and one day following the end of the Canadian
Facility Revolving Period. As of December 31, 2000, Devon had $146.7 million
borrowed under its Canadian Facility at a weighted average interest rate of
6.1%.

Amounts borrowed under the Credit Facilities bear interest at various
fixed rate options that Devon may elect for periods up to six months. Such rates
are generally less than the prime rate, and are tied to margins determined by
Devon's corporate credit ratings. Devon may also
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elect to borrow at the prime rate. The Credit Facilities provide for an annual
facility fee of $0.9 million that is payable quarterly.

On August 29, 2000, Devon entered into a commercial paper program.
Total borrowings under the U.S. credit facility and the commercial paper program
may not exceed $725 million. The commercial paper borrowings may have terms of
up to 365 days and bear interest at rates agreed to at the time of the
borrowing. The interest rate will be based on a standard index such as the
Federal Funds Rate, London Interbank Offered Rate (LIBOR), or the money market
rate as found on the commercial paper market. As of December 31, 2000, Devon had
no borrowings under its commercial paper program.

In June 2000, Devon privately sold zero coupon convertible senior
debentures. The convertible debentures were sold at a price of $464.13 per
debenture with a yield to maturity of 3.875% per annum. Each of the 760,000
debentures is convertible into 5.7593 shares of Devon common stock. Devon may
call the debentures at any time after five years, and a debenture holder has the
right to require Devon to repurchase the debentures after five, 10 and 15 years,
at the issue price plus accrued original issue discount and interest. The
proceeds to Devon were approximately $346.1 million, net of debt issuance costs
of approximately $6.6 million. Devon used the proceeds from the sale of these
convertible debentures to pay down other domestic long-term debt.

Another significant source of liquidity in 1999 was the $402 million
received from the sale of approximately 10.3 million shares of Devon's common
stock in a public offering. The proceeds were primarily used to retire $350
million of long-term debt in the fourth quarter of 1999. The retired debt, which
Devon assumed in the PennzEnergy merger, had an average interest rate of 10% per
year. Also, Santa Fe Snyder raised $108 million in 1999 from an equity offering
of its common stock following its merger with Snyder.

2001 ESTIMATES

The forward-looking statements provided in this discussion are based on
management 's examination of historical operating trends, the information which
was used to prepare the December 31, 2000 reserve reports of independent
petroleum engineers and other data in Devon's possession or available from third
parties. Devon cautions that its future oil, natural gas and NGL production,
revenues and expenses are subject to all of the risks and uncertainties normally
incident to the exploration for and development and production and sale of oil
and gas. These risks include, but are not limited to, price volatility,
inflation, the lack of availability of goods and services, environmental risks,
drilling risks, regulatory changes, the uncertainty inherent in estimating
future o0il and gas production or reserves, and other risks as outlined below.
Also, the financial results of Devon's foreign operations are subject to
currency exchange rate risks. Additional risks are discussed below in the
context of line items most affected by such risks.

SPECIFIC ASSUMPTIONS AND RISKS RELATED TO PRICE AND PRODUCTION
ESTIMATES Prices for oil, natural gas and NGL are determined primarily by
prevailing market conditions. Market conditions for these products are
influenced by regional and world-wide economic growth, weather and other
substantially variable factors. These factors are beyond Devon's control and are
difficult to predict. In addition to volatility in general, Devon's oil, gas and
NGL prices may

20

20



Edgar Filing: DEVON ENERGY CORP/DE - Form 10-K405/A

vary considerably due to differences between regional markets, transportation
availability and demand for different grades of o0il, gas and NGL. Over 97% of
Devon's revenues are attributable to sales of these three commodities.
Consequently, Devon's financial results and resources are highly influenced by
this price volatility.

Estimates for Devon's future production of oil, natural gas and NGL are
based on the assumption that market demand and prices for oil and gas will
continue at levels that allow for profitable production of these products. There
can be no assurance of such stability. Also, Devon's International production of
0il, natural gas and NGL is governed by payout agreements with the governments
of the countries in which Devon operates. If the payout under these agreements
is attained earlier than projected, Devon's net production and proved reserves
in such areas could be reduced.

The production, transportation and marketing of oil, natural gas and
NGL are complex processes which are subject to disruption due to transportation
and processing availability, mechanical failure, human error, meteorological
events, including, but not limited to, hurricanes, and numerous other factors.
The following forward-looking statements were prepared assuming demand,
curtailment, producibility and general market conditions for Devon's oil,
natural gas and NGL during 2001 will be substantially similar to those of 2000,
unless otherwise noted. Given the general limitations expressed herein, Devon's
forward-looking statements for 2001 are set forth below. Unless otherwise noted,
all of the following dollar amounts are expressed in U.S. dollars. Those amounts
related to Canadian operations have been converted to U.S. dollars using an
exchange rate of $0.6695 U.S. dollar to $1.00 Canadian dollar. The actual 2001
exchange rate may vary materially from this estimated rate. Such variations
could have a material effect on the following Canadian estimates.

GEOGRAPHIC REPORTING AREAS FOR 2001 The following estimates of
production, average price differentials and capital expenditures are provided
separately for each of Devon's geographic divisions. These divisions are as
follows:

o the Gulf Division, which operates o0il and gas properties located primarily
in the onshore South Texas and South Louisiana areas and offshore in the
Gulf of Mexico;

o the Rocky Mountain Division, which operates oil and gas properties located
in the Rocky Mountains area of the United States stretching from the
Canadian border south into northern New Mexico;

o the Permian/Mid-Continent Division, which operates all properties located
in the United States other than those operated by the Gulf Division and the
Rocky Mountain Division;

o Canada; and

o International Division, which encompasses all oil and gas properties that
lie outside of the United States and Canada.
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YEAR 2001 POTENTIAL OPERATING ITEMS

OIL, GAS AND NGL PRODUCTION Set forth in the following paragraphs are
individual estimates of Devon's o0il, gas and NGL production in 2001. On a
combined basis, Devon estimates its 2001 oil, gas and NGL production will total
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between 120.4 million and 128.0 million barrels of oil equivalent. Devon's
estimates of 2001 production do not include certain oil, gas and NGL production
from various properties that were sold during 2000. These sold properties
produced approximately 2.9 million barrels of oil equivalent in 2000 that will
not be produced by Devon in 2001.

OIL PRODUCTION Devon expects its oil production in 2001 to total
between 40.3 million barrels and 42.8 million barrels. The expected ranges of
production by division are as follows:

Expected Range of
Production (MMBbls)

Permian/Mid-Continent 12.2 to 12.9
Gulf 10.1 to 10.8
Rocky Mountain 3.0 to 3.2
Canadian 5.3 to 5.6
International 9.7 to 10.3

OIL PRICES - FIXED Devon has fixed the price it will receive in 2001 on
a portion of its o0il production through certain forward oil sales. Devon has
executed forward oil sales attributable to the Permian/Mid-Continent Division
for 3.7 million barrels at an average price of $16.84 per barrel. These
fixed-price volumes represent 9% of Devon's expected consolidated oil production
in 2001. Santa Fe Snyder Corporation entered into these forward oil sales
agreements in late 1999 and early 2000, and used the proceeds to acquire
interests in producing properties in the Gulf of Mexico.

OIL PRICES - FLOATING For the oil production for which prices have not
been fixed, Devon's 2001 average prices for each of its divisions are expected
to differ from the New York Mercantile Exchange price ("NYMEX") as set forth in
the following table. The NYMEX price is the monthly average of settled prices on
each trading day for West Texas Intermediate Crude o0il delivered at Cushing,
Oklahoma.

Expected Range of 0Oil Prices
Greater Than (Less Than) NYMEX

Permian/Mid-Continent ($3.10) to ($2.10)
Gulf ($2.90) to ($1.90)
Rocky Mountain ($2.50) to ($1.50)
Canadian ($5.50) to ($4.50)
International ($3.65) to ($2.65)

The above range of expected Canadian differentials compared to NYMEX
includes an estimated $0.11 per barrel decrease resulting from foreign currency
hedges. These hedges, in which Devon will sell $10 million in 2001 at an average
Canadian-to-U.S. exchange rate of $0.7102 and buy the same amount of dollars at
the floating exchange rate, offset a portion of the

22

22



Edgar Filing: DEVON ENERGY CORP/DE - Form 10-K405/A

exposure to currency fluctuations on those Canadian oil sales that are based on
U.S. prices. The $0.11 per barrel decrease is based on the assumption that the

average Canadian-to-U.S. conversion rate for the year 2001 is $0.6695.

GAS PRODUCTION Devon expects its 2001 gas production to total between

439 Bcf and 469 Bcf. The expected ranges of production by division are as

follows:

Expected Range of
Production (Bcf)

Permian/Mid-Continent 114 to 121
Gulf 144 to 153
Rocky Mountain 115 to 123
Canadian 58 to 62
International 8 to 10

GAS PRICES - FIXED Through various price swaps and fixed-price physical

delivery contracts, Devon has fixed the price it will receive in 2001 on a

portion of its natural gas production.
on this fixed-price production by division. Where necessary, the prices have
been adjusted for certain transportation costs that are netted against the price
recorded by Devon, and the price has also been adjusted for the Btu content of

The following tables include information

the gas production that has been hedged.

FIRST HALF OF 2001

DIVISION Mcf /DAY PRICE/Mcf
Rocky Mountain 20,661 $ 1.90
Gulf - $ -
Canada 60,011 S 1.53

Additionally, Devon has entered into a basis swap on 7.3 Bcf of 2001
gas production. Under the terms of the basis swap,
the average NYMEX price for the last three trading days of each month,

the counterparty pays Devon

less

$0.30 per Mcf. In return, Devon pays the counterparty the Colorado Interstate
index price published by "Inside F.E.R.C.'s Gas Market Report"

Gas Co. ("CIG")
("Inside FERC").

The effect of this swap is included in Rocky Mountain Division

gas revenues. This basis swap does not qualify as a hedge under the provisions

of SFAS No. 133.

Accordingly, fluctuations in the fair value of this basis swap

will be recorded in earnings beginning in the first quarter of 2001.

GAS PRICES - FLOATING For the natural gas production for which prices
have not been fixed, Devon's 2001 average prices for each of its divisions are
expected to differ from NYMEX as set forth in the following table. NYMEX is
determined to be the first-of-month South Louisiana Henry Hub price index as

published monthl

y in "Inside FERC."
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SECOND HALF

57,955
40,000
56,888
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Expected Range of Gas Prices
Greater Than (Less Than) NYMEX

Permian/Mid-Continent ($0.40) to $0.10
Gulf ($0.15) to $0.35
Rocky Mountain ($0.90) to ($0.40)
Canadian ($0.85) to ($0.35)
International ($2.60) to ($2.10)

Devon has also entered into a costless price collar that sets a floor
and ceiling price for 20,000 MMBtu/day of Rocky Mountain Division gas production
during the second half of 2001. The collar has a floor and ceiling price per
MMBtu of $4.10 and $8.00, respectively. The floor and ceiling prices are based
on the first-of-the-month CIG price index as published monthly by Inside FERC.
If the CIG index is outside of the ranges set by the floor and ceiling prices,
Devon and the counterparty to the collar will settle the difference. Any such
settlements will either increase or decrease Devon's gas revenues for the
period. Because Devon's gas volumes are often sold at prices that differ from
related regional indices, and due to differing Btu content of gas production,
the floor and ceiling prices of the collar do not reflect actual limits of
Devon's realized prices for the production volumes related to the collar.

NGL PRODUCTION Devon expects its 2001 production of NGL to total
between 6.6 million barrels and 7.3 million barrels. The expected ranges of
production by division are as follows:

Expected Range of
Production (MMBbls)

Permian/Mid-Continent 4.3 to 4.6
Gulf 1.0 to 1.1
Rocky Mountain 0.6 to 0.7
Canadian 0.5 to 0.6
International 0.2 to 0.3

OTHER REVENUES Devon's other revenues in 2001 are expected to be
between $53 million and $59 million. This estimated range does not include the
gain or loss that could be recognized from changes in the fair values of Devon's
derivatives that are not hedges. Substantially all of Devon's derivatives are
hedges, but the gas price basis swap previously discussed and the option
embedded in the debentures that are exchangeable into shares of Chevron
Corporation common stock are not hedges. Accordingly, the changes in the fair
value of these derivatives will be recognized in Devon's operating results in
2001.

PRODUCTION AND OPERATING EXPENSES Devon's production and operating
expenses include lease operating expenses, transportation costs and production
taxes. These expenses vary in response to several factors. Among the most
significant of these factors are additions to or deletions from Devon's property
base, changes in production tax rates, changes in the general price level of
services and materials that are used in the operation of the properties and the
amount of repair and workover activity required. 0il, natural gas and NGL prices
also have an effect on lease operating expense and impact the economic
feasibility of planned workover projects.
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These factors, coupled with uncertainty of future oil, natural gas and
NGL prices, increase the uncertainty inherent in estimating future production
and operating costs. Given these uncertainties, Devon estimates that year 2001
lease operating expense will be between $463 million and $492 million,
transportation costs will be between $62 million and $66 million and production
taxes will be between 4% and 5% of consolidated oil, natural gas and NGL
revenues.

DEPRECIATION, DEPLETION AND AMORTIZATION ("DD&A") The 2001 oil and gas
property DD&A rate will depend on various factors. Most notable among such
factors are the amount of proved reserves that will be added from drilling or
acquisition efforts in 2001 compared to the costs incurred for such efforts, and
the revisions to Devon's year—-end 2000 reserve estimates that, based on prior
experience, are likely to be made during 2001.

In addition to oil and gas property related DD&A, Devon expects its
2001 DD&A expense related to non-oil and gas property fixed assets to total
between $30 million and $32 million. Based on this range and the production
estimates discussed earlier, Devon expects its 2001 consolidated DD&A rate to
total between $6.15 per Boe and $6.45 per Boe.

Devon also expects to record goodwill amortization in 2001 of between
$33 million and $35 million. The goodwill was recorded in connection with the
1999 merger with PennzEnergy.

GENERAL AND ADMINISTRATIVE EXPENSES ("G&A") Devon's G&A includes the costs of
many different goods and services used in support of its business. These goods
and services are subject to general price level increases or decreases. In
addition, Devon's G&A varies with its level of activity and the related staffing
needs as well as with the amount of professional services required during any
given period. Should Devon's needs or the prices of the required goods and
services differ significantly from current expectations, actual G&A could vary
materially from the estimate. Given these limitations, consolidated G&A in 2001
is expected to be between $89 million and $98 million.

INTEREST EXPENSE Future interest rates and oil, natural gas and NGL
prices have a significant effect on Devon's interest expense. Approximately $1.9
billion of Devon's December 31, 2000, long-term debt balance of $2.0 billion
bears interest at fixed rates. Such fixed rates remove the uncertainty of future
interest rates from some, but not all, of Devon's long-term debt. Also, Devon
can only marginally influence the prices it will receive in 2001 from sales of
0il, natural gas and NGL and the resulting cash flow. These factors increase the
margin of error inherent in estimating future interest expense. Other factors
which affect interest expense, such as the amount and timing of capital
expenditures, are within Devon's control. Given the uncertainty of future
interest rates and commodity prices, and assuming that the fixed-rate debt
remains in place throughout the year, Devon estimates that the consolidated
interest expense in 2001 will be between $143 million and $146 million. Included
in this estimate is $12 million of discount accretion on the debentures that are
exchangeable into shares of Chevron Corporation common stock. The discount
accretion is the result of the adoption of SFAS 133 effective January 1 2001.
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REDUCTION OF CARRYING VALUE OF OIL AND GAS PROPERTIES As of December
31, 2000, Devon does not expect to record a reduction in 2001 of its carrying
value of o0il and natural gas properties under the full-cost accounting ceiling
test. At this time the ceiling for each full-cost pool exceeds Devon's carrying
value of o0il and natural gas properties, less deferred income taxes. However,
such excess could be eliminated by declines in oil and/or natural gas prices
between now and the end of any quarter during 2001 or in subsequent periods.

INCOME TAXES Devon expects its consolidated financial income tax rate
in 2001 to be between 35% and 45%. The current income tax rate is expected to be
between 20% and 25%. The deferred income tax rate is expected to be between 15%
and 20%. There are certain items that will have a fixed impact on 2001's income
tax expense regardless of the level of pre-tax earnings that are produced. These
items include Section 29 tax credits in the U.S., which reduce income taxes
based on production levels of certain properties and are not necessarily
affected by pre-tax financial earnings. The amount of Section 29 tax credits
expected to be generated to offset financial income tax expense in 2001 is
approximately $20 million. Also, Devon's Canadian subsidiaries are subject to
Canada's "large corporation tax" of approximately $3 million which is based on
total capitalization levels, not pre-tax earnings. The financial income tax in
2000 will also be increased by approximately $14 million due to the financial
amortization of certain costs, such as goodwill amortization, that are not
deductible for income tax purposes. Significant changes in estimated production
levels of o0il, gas and NGL, the prices of such products, or any of the wvarious
expense items could materially alter the effect of the aforementioned items on
2001's financial income tax rates.

YEAR 2001 POTENTIAL CAPITAL SOURCES, USES AND LIQUIDITY

CAPITAL EXPENDITURES Though Devon has completed several major property
acquisitions in recent years, these transactions are opportunity driven. Thus,
Devon does not "budget," nor can it reasonably predict, the timing or size of
such possible acquisitions, if any.

Devon's capital expenditures budget is based on an expected range of
future oil, natural gas and NGL prices as well as the expected costs of the
capital additions. Should Devon's price expectations for its future production
change significantly, some projects may be accelerated or deferred and,
consequently, may increase or decrease total 2001 capital expenditures. In
addition, if the actual costs of the budgeted items vary significantly from the
anticipated amounts, actual capital expenditures could vary materially from
Devon's estimates.

Given the limitations discussed, the company expects its 2001 capital
expenditures for drilling and development efforts plus related facilities to
total between $1.05 billion and $1.15 billion. These amounts include between
$160 million and $180 million for drilling and facilities costs related to
reserves expected to be classified as proved as of year-end 2000. In addition,
these amounts include between $520 million and $560 million for other low
risk/reward projects and between $370 million and $410 million for new, higher
risk/reward projects. The following table shows expected drilling and facilities
expenditures by major operating division.

26

DRILLING AND PRODUCTION FACILITIES EXPENDIT

PERMIAN/
ROCKY MID-
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MOUNTAIN CONTINENT GULF

DIVISION DIVISION DIVISION
Related to Proved Reserves $45-$55 $70-$80 $0-$10
Lower Risk/Reward Projects $45-$55 $90-$100 $185-$215
Higher Risk/Reward Projects $20-$30 $40-$50 $110-$130
Total $110-$140 $200-$230 $295-3355

In addition to the above expenditures for drilling and development,
Devon is participating through a joint venture in the construction of gas
transportation and processing systems in the Powder River Basin of Wyoming.
Devon expects to spend from $15 million to $20 million as its share of the
project in 2001. Devon also expects to capitalize between $70 million and $80
million of G&A expenses in accordance with the full-cost method of accounting.
Devon also expects to pay between $15 million and $20 million for plugging and
abandonment charges in 2001. Finally, Devon expects to spend between $15 million
and $20 million for non-oil and gas property fixed assets.

OTHER CASH USES Devon's management expects the policy of paying a
quarterly common stock dividend to continue. With the current $0.05 per share
quarterly dividend rate and 129 million shares of common stock outstanding, 2001
dividends are expected to approximate $26 million. Also, Devon has $150 million
of 6.49% cumulative preferred stock upon which it will pay $9.7 million of
dividends in 2001.

CAPITAL RESOURCES AND LIQUIDITY Devon's estimated 2001 cash uses,
including its drilling and development activities, are expected to be funded
primarily through a combination of working capital and operating cash flow, with
the remainder, if any, funded with borrowings from Devon's Credit Facilities.
The amount of operating cash flow to be generated during 2001 is uncertain due
to the factors affecting revenues and expenses as previously cited. However,
Devon expects its combined capital resources to be more than adequate to fund
its anticipated capital expenditures and other cash uses for 2001. As of
December 31, 2000, Devon had $853 million available under its $1 billion Credit
Facilities. If significant acquisitions or other unplanned capital requirements
arise during the year, Devon could utilize its existing Credit Facilities and/or
seek to establish and utilize other sources of financing.

IMPACT OF RECENTLY ISSUED ACCOUNTING STANDARDS NOT YET ADOPTED In June
1998, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards No. 133, "Accounting for Derivative Instruments and Hedging
Activities"™ ("SFAS 133"), and in June 2000 issued SFAS 138, which amended
certain provisions of SFAS 133. SFAS 133, as amended, establishes accounting and
reporting standards for derivative instruments, including certain derivative
instruments embedded in other contracts, and for hedging activities. It requires
the recognition of all derivatives as either assets or liabilities in the
statement of financial position and measurement of those instruments at fair
value. If certain conditions are met, a derivative may be specifically
designated as a hedge. The accounting for changes in the fair value of a
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derivative (that is gains and losses) depends on the intended use of the
derivative and whether it qualifies as a hedge. Devon adopted the provisions of
SFAS 133, as amended, in the first quarter of the year ending December 31, 2001.
In accordance with the transition provisions of SFAS 133, Devon recorded a
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net-of-tax cumulative-effect-type adjustment of $36.6 million in accumulated
other comprehensive loss to recognize at fair value all derivatives that are
designated as cash-flow hedging financial instruments. Additionally, Devon
recorded a net-of-tax cumulative-effect-type adjustment to net earnings for a
$49.5 million gain related to the fair value of financial instruments that do
not qualify as hedges. This gain included $46.2 million related to the option
embedded in Devon's debentures tha