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FORWARD LOOKING STATEMENTS

The statements included or incorporated by reference in this Annual Report on Form 10-K for the year ended December 31, 2001 (this Annual
Report ) include forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of
the Securities Exchange Act of 1934, as amended. All statements included or incorporated by reference herein other than statements of historical
fact are forward-looking statements. In some cases, you can identify our forward-looking statements by the words anticipate, estimate, expect,
objective,  projection, forecast, goal, and similar expressions. Such forward-looking statements include, without limitation, the statements herei
and therein regarding the timing of future events regarding the operations of Pogo Producing Company (the Company ) and its subsidiaries, and
the statements under the caption Management s Discussion and Analysis of Financial Condition and Results of Operations Liquidity and Capital
Resources regarding the Company s anticipated future financial position and cash requirements. Although the Company believes that the
expectations reflected in these forward-looking statements are reasonable, it can give no assurance that such expectations will prove to have
been correct. Important factors that could cause actual results to differ materially from the Company s expectations ( Cautionary Statements ) are
disclosed in this Annual Report and in other filings by the Company with the Securities and Exchange Commission (the Commission ). All
subsequent written and oral forward-looking statements attributable to the Company or persons acting on its behalf are expressly qualified in
their entirety by the Cautionary Statements. The Company s actual results could differ materially from those anticipated in these forward-looking
statements as a result of the risk factors set forth below and other factors set forth in or incorporated by reference in this Annual Report. These
factors include:

the cyclical nature of the oil and natural gas
industries

our ability to successfully and profitably find, produce and market oil and
gas

uncertainties associated with the United States and worldwide
economies

current and potential governmental regulatory actions in countries where the Company
operates

substantial competition from larger
companies

the Company s ability to implement cost
reductions

operating interruptions (including leaks, explosions, fires, mechanical failure, unscheduled downtime, transportation interruptions, and
spills and releases and other environmental risks)

fluctuations in foreign currency exchange rates in areas of the world where the Company conducts operations, particularly Southeast Asia

covenant restrictions in the Company s debt
agreements

Many of those factors are beyond the Company s ability to control or predict. Management cautions against putting undue reliance on
forward-looking statements or projecting any future results based on such statements or present or prior earnings levels.

All subsequent written and oral forward-looking statements attributable to the Company and persons acting on the Company s behalf are
qualified in their entirety by the Cautionary Statements contained in this section and elsewhere in this Annual Report.
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CERTAIN DEFINITIONS

As used in this Annual Report, Mcf means thousand cubic feet, MMcf means million cubic feet, Bcf means billion cubic feet, Bbl means barrel
MBbls means thousand barrels and MMBbls means million barrels. BOE means barrel of oil equivalent, Mcfe means thousand cubic feet of

natural gas equivalent, MMcfe means million cubic feet of natural gas equivalent and Bcfe means billion cubic feet of natural gas equivalent.

Natural gas equivalents and crude oil equivalents are determined using the ratio of six Mcf of natural gas to one Bbl of crude oil, condensate or

natural gas liquids ( NGL ). Referencesto $ and dollars refer to United States dollars. All estimates of reserves contained in this Annual Report,

unless otherwise noted, are reported on a net basis. Information regarding production, acreage and numbers of wells are set forth on a gross

basis, unless otherwise noted.

PART 1
ITEM 1. Business.

The Company was incorporated in 1970 and is engaged in oil and gas exploration, development, acquisition and production activities on its
properties located offshore in the Gulf of Mexico, onshore in selected areas including, Texas, New Mexico, Wyoming, Oklahoma and Louisiana,
and internationally, primarily in the Gulf of Thailand and in Hungary. As of December 31, 2001, the Company had interests in 78 lease blocks
offshore Louisiana and Texas, approximately 434,122 gross acres onshore in the United States, approximately 714,053 gross acres offshore in
the Kingdom of Thailand, approximately 193,631 gross acres in the Danish and U.K. sectors of the North Sea and approximately 781,771 gross
acres in Hungary.

On March 14, 2001, the Company acquired North Central Oil Corporation ( North Central ) through a direct merger with its parent company,
NORIC Corporation ( NORIC ). The Company accounted for the merger using the purchase method of accounting. Therefore, the information
contained in this Annual Report does not reflect the operations of North Central prior to that date. In connection with the merger, the Company
paid $344,711,000 in cash to the former shareholders of NORIC, issued them 12,615,816 shares of Common Stock, and assumed approximately
$78,600,000 of North Central s debt.

The Company organizes its exploration and production activities principally into four operating divisions and a New Ventures Group. The

operating divisions are its Offshore Division, which is responsible for the Company s operations offshore Texas and Louisiana in the Gulf of
Mexico; its Western Division, which is active in the Permian Basin area in New Mexico and West Texas and in the Madden Field in Wyoming;

its Onshore Division, which includes the Company s onshore operations principally in South Texas and Louisiana; and the International Division,
which has responsibility for the Company s operations on its Block B8/32 Concession in the Kingdom of Thailand (the Thailand Concession ), as
well as the Company s exploration licenses in the North Sea. The Company s New Ventures Group was responsible for the Company s exploration
activities in Hungary during 2001.

Domestic Offshore Operations

Historically, the Company s interests have been concentrated in the Gulf of Mexico, where approximately 26% of the Company s proved reserves
were located as of December 31, 2001. During 2001, approximately 24% of the Company s natural gas production and 24% of the Company s oil
and condensate production came from its domestic offshore properties, contributing approximately 28% of the Company s consolidated oil and
gas revenues. The Company s exploration and development efforts are primarily focused in shallower waters of the Outer Continental Shelf
where the Company held interests in 60 lease blocks on December 31, 2001. In recent years, the Company has selectively expanded its

exploration efforts further offshore into deeper waters where the Company currently believes there are opportunities for discovering and

profitably producing substantial quantities of oil and gas. As of December 31, 2001, the Company had interests in 18 lease blocks in water

depths that range from 600 feet to approximately 4,900 feet.
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Exploration and Development

The scope of exploration and development programs relating to the Company s offshore interests is affected by prices for oil and gas, and by
federal, state and local legislation, regulations and ordinances applicable to the petroleum industry. The Company s domestic offshore capital and
exploration expenditures for 2001 were approximately $170,800,000 (excluding approximately $87,700,000 of net property acquisitions
principally related to the North Central acquisition), or 180% higher than the Company s domestic offshore capital and exploration expenditures
of approximately $63,600,000 for 2000, and 213% higher than the Company s domestic offshore capital and exploration expenditures of
approximately $56,900,000 (excluding approximately $1,500,000 of net property acquisitions) for 1999. The increase in the Company s domestic
offshore capital and exploration expenditures for 2001, compared with 2000 and 1999, resulted primarily from increased expenditures for
facilities construction and, to a lesser extent, increased development drilling. During 2001, the Company invested over $67,000,000 on facilities
construction for its Gulf of Mexico operations, principally the fabrication and installation of a platform in the Company s Main Pass Blocks
61/62 Field and installation of subsea completions and platform tiebacks at the Company s Ewing Bank Block 871 Field and Mississippi Canyon
Blocks 661/705 Field. The Company has currently budgeted approximately $129,000,000 for capital and exploration expenditures during 2002

in the Gulf of Mexico. A substantial portion of this budget, over $53,000,000, is related to fabrication and installation of two new platforms on
the Company s Main Pass Blocks 61/62 Field, which are currently expected to be completed by the fourth quarter of 2002.

The Company maintains a significant presence in the Gulf of Mexico where it participated in drilling 27 wells during 2001, 89% of which were
considered successful. At December 31, 2001, the Company held varying interests in 219 producing oil and gas wells in the Gulf of Mexico.

Leases acquired by the Company and other participants in its bidding groups are customarily committed, on a block-by-block basis, to separate
operating agreements under which the appointed operator supervises exploration and development operations for the account and at the expense
of the group. These agreements usually contain terms and conditions that have become relatively standardized in the industry. Major decisions
regarding development and operations typically require the consent of at least a majority (in working interest) of the participants. Because the
Company generally has a meaningful working interest position, the Company believes it can significantly influence (but not always control)
decisions regarding development and operations on most of the leases in which it has a working interest even though it may not be the operator
of a particular lease. The Company is the operator on all or a portion of 27 of the 78 offshore leases in which it had an interest on December 31,
2001.

Platforms and related facilities are installed on an offshore lease block when, in the judgment of the lease interest owners, the necessary capital
expenditures are justified. A decision to install a platform generally is made after the drilling of one or more exploratory wells with contracted
drilling equipment. Platform costs vary depending on, among other factors, the number of well slots, water depth, currents, and sea floor
conditions. During 2001, the Company completed the installation of a production platform and related facilities in its new wholly owned Main
Pass Blocks 61/62 Field. In addition, the fabrication of an additional production platform and a pressure maintenance platform, together with
related facilities, for this field were commenced during 2001. The Company currently estimates that the average cost of constructing and
installing these three platforms will be approximately $29,000,000 per platform. Wells, platforms and related facilities are typically much more
expensive in the deeper waters of the Gulf of Mexico. Occasionally, deep-water developments can be performed by means of subsea completion
technology with the production then piped back to an existing platform. The Company participated in two subsea completion developments
during 2001, at its Ewing Bank Block 871 Field and its Mississippi Canyon Blocks 661/705 Field, where the total facilities costs for both
projects were approximately $45,000,000 ($31,000,000 net to the Company s working interest). The Company believes that future development
projects in the deeper water areas of the Gulf of Mexico may require similar or greater capital commitments, each of which must be justified in
the then current and anticipated future product price environment.
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Lease Acquisitions

The Company has participated, either on its own or with other companies, in bidding on and acquiring interests in federal and state leases
offshore in the Gulf of Mexico since December 1970. As a result of such purchases and subsequent activities, as of December 31, 2001, the
Company owned interests in 68 federal leases and 10 state leases offshore Louisiana and Texas. Federal leases generally have primary terms of
five, eight or ten years, depending on water depth, and state leases generally have terms of three or five years, depending on location, in each
case subject to extension by development and production operations.

As part of its strategy, the Company intends to continue an active lease evaluation program in the Gulf of Mexico in order to identify exploration
and exploitation opportunities. The Company acquires leases through participation in federal and state lease sales, farmouts and by acquisition.
For example, the Company acquired nine offshore leases through its acquisition of North Central. The Company also maintains an active asset
rationalization process through which it seeks to sell or farmout blocks that the Company believes have little or no remaining upside potential, or
face significant future expenditures that would likely result in a rate of return which does not meet the Company s internal criteria. As part of this
process, the Company sold fifteen leases in 2001. The extent to which the Company participates in future bidding on federal or state offshore
lease sales or otherwise acquires additional lease blocks will depend on the availability of funds and its estimates of hydrocarbon deposits,
operating expenses and future revenues that may reasonably be expected from available lease blocks. Such estimates typically take into account,
among other things, estimates of future hydrocarbon prices, federal regulations and taxation policies applicable to the petroleum industry. It is
also the Company s objective to acquire certain producing leasehold properties in areas where additional low-risk drilling or improved production
methods by the Company can provide attractive rates of return.

Domestic Onshore Operations

The Company s Onshore Division is headquartered in Houston, Texas, with field offices in Laredo and Manvel, Texas. The Company s Western
Division has an office in Midland, Texas and two field offices in Southeastern New Mexico. The Company conducts its onshore operations in

the United States directly and through its wholly owned subsidiaries North Central and Arch Petroleum Inc. ( Arch ). Domestic onshore reserves
as of December 31, 2001, accounted for approximately 49% of the Company s total proved reserves, with the Onshore Division and the Western
Division contributing approximately 20% and 29%, respectively, of the Company s total proved reserves. During 2001, approximately 49% of
the Company s natural gas production and 29% of its oil and condensate production was from its domestic onshore properties, contributing
approximately 41% of the Company s consolidated oil and gas revenues.

Exploration and Development

Western Division. The Company s Western Division has actively explored in the Permian Basin and West Texas areas for many years. Since
the Company began exploring in the Brushy Canyon (Delaware) formation in October 1989, it has participated in drilling 480 wells in the
Permian Basin and West Texas areas through December 31, 2001, including 29 wells in 2001, and participated in the discovery or development
of over 25 oil and gas fields during that time. The Company believes that during the past nine years it has been one of the most active companies
drilling for oil and natural gas in the southeastern New Mexico (Lea and Eddy Counties) portion of the Permian Basin where the Company has
interests in over 131,000 gross acres. The Company currently plans to drill approximately 40 wells in the Permian Basin during 2002 in 15
known fields and exploratory prospects. Drilling objectives of these wells range in depth from 5,500 feet to 15,500 feet below the surface, and
target numerous producing formations including, among others, the shallow Brushy Canyon (Delaware), Bone Springs and Strawn formations,
to the deeper Morrow, Devonian and Ellenburger pay zones.

The Company s Western Division also actively participates in the exploration and development of the Madden Deep Unit in Central Wyoming,
where the Company currently is credited with varying working interests



Edgar Filing: POGO PRODUCING CO - Form 10-K

that average approximately 12.5% across the unit area. The Madden Deep Unit consists of two principal producing formations, the
comparatively shallow Lower Fort Union formation (where productive zones are historically found from approximately 5,500 feet to 9,500 feet
below the surface) and the Madison formation (which currently produces from zones located approximately 23,500 feet to 25,000 feet below the
surface). The gas produced from the Lower Fort Union formation is comparatively dry clean gas. Gas produced from the Madison formation,
however, contains significant quantities (approximately one-third by volume) of carbon dioxide and hydrogen sulfide gases. Gas from the
Madison zones must be processed through the Lost Cabin Gas Plant to remove the carbon dioxide and hydrogen sulfide gases prior to sale. The
Company owns a 12.4% working interest in this plant. Production from the Madison formation is currently limited to the gas plant s processing
capacity of 132 MMcf per day. However, an expansion of the gas plant that is designed to increase its processing capacity to 312 MMcf per day
is under construction, with the expansion scheduled to become fully operational in the fourth quarter of 2002. In addition, wells to the Madison
formation are deep and technologically challenging to drill, taking up to 13 months to drill and complete. One well to the Madison formation, the
Big Horn 7-34, is currently completing, while a second Madison formation well, the Big Horn 8-35, is currently drilling and is scheduled to
reach its projected total depth in March of 2002. Another deep Madison well is currently budgeted to commence drilling in 2002 and an
additional seven wells are budgeted to be drilled to the Lower Fort Union formation during the year.

Onshore Division. The Company s Onshore Division is actively exploring in Louisiana, East Texas and South Texas. During 2001, the Onshore
Division participated in drilling 33 wells, 88% of which were successfully completed. In Southeast Louisiana, the Company drilled and

completed four wells during 2001 on prospects that were identified through the Company s recently acquired Thibodaux 3-D seismic survey,
which covers approximately 39,000 acres. A fifth well was completed in early 2002 and another well was recently spudded. The Company
currently plans to drill a seventh well in this area in 2002.

In South Texas, the Company s Onshore Division is active in its Los Mogotes, Hundido and Hereford Ranch Fields, that produce from the Asche,
Charco and Lobo formations, and which are found at depths ranging from 7,000 to 14,000 feet below the surface. In its Los Mogotes Field,

where its working interest averages approximately 72%, the Company drilled nine wells in the fourth quarter of 2001 utilizing four drilling rigs

at various times during that period. The Company currently has three rigs working in the field and has budgeted to drill 20 wells there during
2002. In addition, the Company enjoys significant production from its Hundido Field, where it has an average approximately 98% working
interest and its Hereford Ranch Field, where it has a 100% working interest. The Company currently has one rig actively drilling in the Hundido
Field and currently plans to drill 5 wells there during 2002.

The Company generally conducts its onshore activities through joint ventures and other interest-sharing arrangements with major and
independent oil companies. The Company and its subsidiaries operate many of their onshore properties using both independent contractors and
field personnel that are employed by the Company or its subsidiaries.

The Company s onshore capital and exploration expenditures for 2001 were approximately $141,000,000 (excluding approximately
$1,027,200,000 of net property acquisitions primarily related to the acquisition of North Central), or 156% higher than the Company s onshore
capital and exploration expenditures of approximately $55,100,000 (excluding approximately $8,400,000 of net property acquisitions) for 2000,
and 449% higher than the Company s onshore capital and exploration expenditures of approximately $25,700,000 (excluding approximately
$25,100,000 of net property acquisitions) for 1999. The increase in the Company s onshore capital and exploration expenditures for 2001,
compared to 2000 and 1999, resulted primarily from expenditures related to properties acquired in the North Central acquisition and, to a lesser
extent, increased exploratory and development drilling in its other onshore core areas. The Company has currently budgeted approximately
$126,000,000 for capital and exploration expenditures during 2002 in its domestic onshore areas.
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Lease Acquisitions

As it has in recent years, in 2001 the Company also successfully participated in various onshore federal and state lease sales and acquired
interests in prospective acreage from private individuals. As of December 31, 2001, the Company held interests in approximately 434,000 gross
(236,000 net) acres onshore in the United States.

International Operations

The Company has conducted international exploration activities since the late 1970 s in numerous oil and gas areas throughout the world.
Substantial portions of the Company s international operations are grouped under its wholly owned Dutch subsidiary, Pogo Overseas Production
B.V. Currently, a wholly owned subsidiary of Pogo Overseas Production, Thaipo Limited ( Thaipo ) maintains an office in Bangkok, Thailand
from which it oversees operations on the Thailand Concession. The Company currently owns, directly or indirectly, a 46.34% working interest
in the entire Thailand Concession. The remainder of the working interest is owned, directly or indirectly by Chevron Offshore (Thailand)
Limited ( Chevron ) (46.34%), a subsidiary of Chevron Corporation, and Palang Sophon Limited ( Palang ) (7.32%). Through its majority
ownership of Palang, Chevron owns or controls, directly or indirectly, 53.66% of the working interests in the Thailand Concession. Chevron is
currently the operator of the Thailand Concession. Through voting procedures in the joint operating agreement governing the Thailand
Concession, and the close working relationship between Chevron s and Thaipo s exploration staffs, Thaipo continues to exert substantial
influence over the development of the Thailand Concession. As of December 31, 2001, the Company s proved reserves located in the Kingdom
of Thailand accounted for approximately 25% of the Company s total proved reserves. During 2001, approximately 27% of the Company s
natural gas production and 47% of its oil and condensate production came from its operations on the Thailand Concession, contributing
approximately 31% of the Company s consolidated oil and gas revenues.

Exploration and Development

The Company s international capital and exploration expenditures were approximately $70,100,000 for 2001, or 46% higher than the Company s
international capital and exploration expenditures of $53,400,000 for 2000, and 29% lower than the Company s international capital and
exploration expenditures of approximately $111,500,000 for 1999. The increase in the Company s capital and exploration expenditures for 2001,
compared to 2000, resulted primarily from expenditures for facilities costs, including construction and installation of the Maliwan A platform
and fabrication of five platforms for installation in the Benchamas Field ( Benchamas Field Phase II ) and, to a lesser extent, from increased
exploration expenditures in Hungary. The decrease in the Company s international capital and exploration expenditures for 2001, compared to
1999, resulted primarily from decreased expenditures due to completion of the Benchamas Field Phase I development which was substantially
completed in 1999, that was not entirely offset by its Benchamas Field Phase II expenditures in the Kingdom of Thailand and increased
exploration expenditures in Hungary. Substantially all of the Company s international capital expenditures for 2001 were related to the
Company s license in the Kingdom of Thailand. However, during 2001, the Company incurred approximately $9,020,000 in exploration
expenditures in Hungary, primarily related to 3-D seismic data acquisition in Hungary. The Company has currently budgeted approximately
$85,000,000 for capital and exploration expenditures during 2002 in Thailand and other areas outside North America, including Hungary and the
North Sea. Approximately $51,500,000 of these funds is budgeted for facilities upgrades and additions, including the construction and
installation of five platforms in the Benchamas Field during 2002 as part of the Benchamas Field Phase II development program.

Thailand Concession
Benchamas Field. In July 1997, the government of Thailand designated a portion of the Thailand Concession comprising approximately
102,000 acres as the Benchamas and Pakakrong production area or the Benchamas Field. Production from the Benchamas Field commenced

production in July 1999 from three production platforms, with natural gas and oil from these platforms delivered by undersea pipeline to a
central processing and compression platform where the oil, condensate and natural gas is processed and separated. The

6
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natural gas is sold to PTT Public Company Limited ( PTT ) and delivered into export pipelines for transportation to shore, while the oil and
condensate produced from the field is stored on board a Floating Storage and Offloading system ( FSO ), known as the Benchamas Explorer, for
sale and ultimate transfer to shore by oil tanker. The FSO is moored in the Benchamas Field. Its capacity is approximately 1,400,000 Bbls of

crude and condensate. Benchamas Field Phase I development was completed during the first quarter of 2000. There have been 72 wells drilled in

the Benchamas Field, which currently has 52 producing wells (20 of which were horizontal wells) and 20 water injection wells. Benchamas

Field Phase II development commenced in 2001. The jacket for the fourth platform in the field was set in late 2001. Currently construction of

four more platforms is nearing completion, with installation of these platforms scheduled to commence in the first half of 2002.

Tantawan Field. In August 1995, at the request of Thaipo and its joint venture partners, the government of Thailand designated a portion of the
Thailand Concession comprising approximately 68,000 acres as the Tantawan production area or the Tantawan Field. Initial production from the
Tantawan Field commenced on February 1, 1997. Currently, there are approximately 45 wells producing from five platforms in the Tantawan

Field. Oil and gas production from the Tantawan Field is gathered through pipelines from the platforms into a Floating Production Storage and
Offloading system (an FPSO ) named the Tantawan Explorer. The FPSO is a converted oil tanker with a capacity of slightly less than 1,000,000
Bbls, that is moored in the Tantawan Field, on which hydrocarbon processing, separation, dehydration, compression, metering and other
production-related equipment is installed. Following processing on board the FPSO, natural gas produced from the field is delivered to PTT

through an export pipeline. Oil and condensate produced from the field is stored on board the FPSO until sold and transferred to shore by oil

tanker. See Management s Discussion and Analysis of Financial Condition and Results of Operations Liquidity and Capital Resources.

Maliwan Field. In September 1997, the government of Thailand designated an additional approximately 91,000 acres of the Thailand
Concession as the Maliwan production area or the Maliwan Field. The Maliwan A platform was installed and commenced production on
October 29, 2001. Initial production from this first platform will be taken to the Benchamas Field production handling facilities for processing
and sale.

Other Portions of the Thailand Concession. Thaipo and its joint venture partners have identified other potentially promising areas on the
Thailand Concession and surrounding acreage. In November 2000, approximately 124,000 additional acres of the Thailand Concession, known
as the Jarmjuree area, were designated as a production area. Development plans for this area are still being formulated. Two exploration wells
were drilled in this license area during 2001. Another two wells are currently budgeted for 2002 in the Jarmjuree and surrounding areas. During
2001, Thaipo and its joint venture partners drilled seven wells on areas of the Thailand Concession that are not currently designated as
production areas and have currently budgeted to drill additional exploration wells 