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PART |. FINANCIAL INFORMATION
Iltem 1. Financial Statements
Rosetta Resources Inc.
Consolidated Balance Sheet
(In thousands, except share amounts)

December
June 30, 200 31, 2008
(Unaudited)
Assets
Current asset:
Cash and cash equivale $ 4952( $ 42,85!
Restricted cas - 1,421
Accounts receivabl 28,81 41,88¢
Derivative instrument 41,90¢ 34,74
Prepaid expenst 4,61F 5,04¢
Other current asse 3,48: 4,071
Total current assets 128,34( 130,02(
Oil and natural gas properties, full cost methddyleich $22.7 million at June 30, 2009 and $50.8iomni at
December 31, 2008 were excluded from amortize 1,953,76. 1,900,67:
Other fixed assetf 11,58¢ 9,43¢
1,965,35: 1,910,11.
Accumulated depreciation, depletion, and amortiratincluding impairmer (1,402,31) (935,85))
Total property and equipment, r 563,03 974,26(
Deferred loan fee 5,82¢ 1,16¢
Deferred tax asst 180,03¢ 42,65:
Other assets 5,70:% 6,27¢
Total other asse 191,57: 50,09¢
Total assets $ 882,94t $ 1,154,37
Liabilities and Stockholders' Equity
Current liabilities:
Accounts payabl $ 15 % 2,26¢
Accrued liabilities 14,18¢ 48,82¢
Royalties payabl 16,12¢ 17,38¢
Derivative instrument 57 98t
Prepayment on gas sa 8,79¢ 19,38:
Deferred income taxe 15,59( 12,57¢
Total current liabilities 54,90¢ 101,42:
Long-term liabilities:
Derivative instrument 38 -
Long-term debi 298,51« 300,00(
Asset retirement obligation 30,31: 26,58¢
Total liabilities 383,77. 428,00t
Commitments and contingencies (Note - -
Stockholders' equity
Preferred stock, $0.001 par value; authorized®@ID shares; no shares issued in 2009 or - -
Common stock, $0.001 par value; authorized 1500@0@shares; issued 51,163,118 shares and 51,031,
shares at June 30, 2009 and December 31, 200&ctasby 51 51
Additional paic-in capital 776,50: 773,67t
Treasury stock, at cost; 181,946 and 155,790 slerdsme 30, 2009 and December 31, 2008, resphc (3,242) (2,672)
Accumulated other comprehensive inca 28,72¢ 24,07¢
Accumulated deficit (302,867) (68,767
Total stockholders' equit 499,17! 726,37.
Total liabilities and stockholders' equ $ 882,94 $ 1,154,37

The accompanying notes to the financial statermemetsin integral part hereof.
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Revenues
Natural gas sale
Oil sales
Total revenue
Operating Costs and Expens
Lease operating expen
Depreciation, depletion, and amortizat
Impairment of oil and gas properti
Treating and transportatic
Marketing fees
Production taxe
General and administrative costs
Total operating costs and expen
Operating income (los

Other (income) expen:
Interest expense, net of interest capitali
Interest incomt
Other (income) expense, net

Total other expense

Income (loss) before provision for income ta
Provision for income taxes

Net income (loss

Earnings (loss) per share
Basic

Diluted

Weighted average shares outstanding
Basic
Diluted

The accompanying notes to the financial statermemetsin integral part hereof.

Rosetta Resources Inc.

Consolidated Statement of Operations

(In thousands, except per share amounts)

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
$ 67,080 $ 136,14: $ 141,31: $ 248,58
6,46° 18,32¢ 11,68: 34,21
73,55( 154,46° 152,99: 282,80(
16,56¢ 14,17: 34,60¢ 27,58¢
28,49¢ 51,73¢ 72,90( 103,15:
- - 379,46: -
1,101 1,53¢ 2,80¢ 2,84:
241 1,01¢ 55¢ 1,76¢
1,75(C 5,75¢ 3,07¢ 9,19
12,57 13,51¢ 21,94 25,62!
60,73( 87,731 515,35 170,16:
12,82( 66,73( (362,359 112,63¢
6,10¢ 4,47( 8,641 8,02¢
(25) (317) (76) (55€)
31C (89) 16C (137)
6,391 4,06¢ 8,72¢ 7,33
6,42¢ 62,66¢ (371,08 105,30:
2,39 23,35 (136,98) 38,497
$ 4038 $ 39,31f $ (234,10) $ 66,80¢
$ 0.0¢ $ 0.7¢ $ (4.60) $ 1.32
$ 0.0¢ $ 077 $ (4.60) $ 1.31
50,96¢ 50,58¢ 50,94 50,547
51,07¢ 50,96: 50,94¢ 50,87:
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Rosetta Resources Inc.
Consolidated Statement of Cash Flows
(In thousands)

(Unaudited)
Six Months Ended
June 30,
2009 2008
Cash flows from operating activiti
Net income (loss $ (234,10) $ 66,80-
Adjustments to reconcile net income (loss) to rehcfrom operating activitie
Depreciation, depletion and amortizat 72,90( 103,15:
Impairment of oil and gas properti 379,46. -
Deferred income taxe (137,13) 38,26:
Amortization of deferred loan fees recorded asr@geexpens 1,162 59C
Amortization of original issue discount recordedraerest expens 114 -
Stock compensation exper 2,82¢ 3,67
Other nor-cash item: - (16€)
Change in operating assets and liabilit
Accounts receivabl 13,07: (32,28)
Prepaid expense 431 5,022
Other current asse 58¢ 357
Other asset (77) 18¢
Accounts payabl (2,115 4,76¢
Accrued liabilities (8,179 2,57¢
Royalties payabl (11,849 21,04¢
Net cash provided by operating activit 77,10: 213,98
Cash flows from investing activitie
Acquisition of oil and gas properti (3,849 (29,509
Purchases of oil and gas as: (76,167 (119,59
Disposals of oil and gas properties and as 16,14¢ 27
Decrease in restricted ca 1,421 -
Net cash used in investing activities (62,444 (149,07()
Cash flows from financing activitie
Borrowings on revolving credit facilit 28,40( -
Payments on revolving credit facili (30,000 -
Deferred loan fee (5,829 -
Proceeds from stock options exerci: - 2,89¢
Purchases of treasury stock (570) (26E)
Net cash (used in) provided by financing activi (7,999 2,63
Net increase in cas 6,66¢ 67,55:
Cash and cash equivalents, beginning of period 42,85t 3,21¢
Cash and cash equivalents, end of pe $ 4952( $ 70,76¢
Supplemental nc-cash disclosure:
Capital expenditures included in accrued liabii $ 1,45¢ $ 19,45(

The accompanying notes to the financial statememetan integral part hereof.
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Rosetta Resources Inc.
Notes to Consolidated Financial Statements (unauditl)
(1) Organization and Operations of the Company

Nature of Operations. Rosetta Resources Inc. (together with its cons@ilaubsidiaries, the “Company”) is an independédrdand gas
company that is engaged in oil and natural gasoeafbn, development, production and acquisitidtivéies in the United States. The
Company’s main operations are primarily concentritethe Sacramento Basin of California, the Rogkike Lobo and Perdido Trends in
South Texas, the State Waters of Texas and theabMEexico.

These interim financial statements have not beeitedi However, in the opinion of managementadjustments, consisting of only
normal recurring adjustments necessary for a faisgntation of the financial statements have beenoded. Results of operations for interim
periods are not necessarily indicative of the tssefl operations that may be expected for theeg®ar. In addition, these financial statements
have been prepared in accordance with the insbnstio Form 10-Q and, therefore, do not includélialtlosures required for financial
statements prepared in conformity with accountinggiples generally accepted in the United StafeSmerica. These financial statements
and notes should be read in conjunction with thenany’s audited Consolidated Financial Statememdstlae notes thereto included in the
Company’s Annual Report on Form 10-K for the yaadledd December 31, 2008 ("2008 Annual Report”)preparing these financial
statements, the Company has evaluated eventsarsattions for potential recognition or disclogtweugh August 6, 2009, the date the
financial statements were issued, and have condltigg there were no subsequent events.

Certain reclassifications of prior year balanceghaeen made to conform them to the current yesgegmitation. These reclassifications
have no impact on net income (loss).

(2) Summary of Significant Accounting Policies

The Company has provided a discussion of signifieanounting policies, estimates and judgmenttssidnnual Report on Form 10-K for
the year ended December 31, 2008.

Principles of Consolidation. The accompanying consolidated financial statemastof June 30, 2009 and December 31, 2008 artldefor
three and six months ended June 30, 2009 and 20Q8ic the accounts of the Company and its majoritged subsidiaries after eliminating
all significant intercompany balances and transasti

Recent Accounting Developments
The following recently issued accounting developtadrave been applied or may impact the Companytiré periods.

Business Combinations. In December 2007, the FASB issued Statement @frf€iial Accounting Standard (“SFAS”) No. 141(RBuUSsines:
Combinations” (“SFAS No. 141(R)"). SFAS No. 141(Rpadens the guidance of SFAS No. 141, extendsngpiplicability to all transactions
and other events in which one entity obtains comver one or more other businesses. It broadenfair value measurement and recognition
of assets acquired, liabilities assumed, and isteiteansferred as a result of business combirsatad requires that acquisition-related costs
incurred prior to the acquisition be expensed. SRb. 141(R) also expands the definition of whatlifies as a business, and this expanded
definition could include prospective oil and gasghiases. This could cause us to expense transactibs for future oil and gas property
purchases that we have historically capitalizedldifionally, SFAS No. 141(R) expands the requiretidsures to improve the statement users’
abilities to evaluate the nature and financial @fef business combinations. SFAS No. 141(Rjfectve for business combinations for wh
the acquisition date is on or after January 1, 2008 adoption of SFAS No. 141(R) did not havégaificant impact on our consolidated
financial position, results of operations or cdshvg.

Noncontrolling Interests in Consolidated Financial Statements.  In December 2007, the FASB issued SFAS No. 160nt¥atrolling
Interests in Consolidated Financial Statementgmandment of Accounting Research Bulletin No. 38FAS No. 160”), which improves the
relevance, comparability and transparency of tharfcial information that a reporting entity pro\dda its consolidated financial statements by
establishing accounting and reporting standardghi®noncontrolling interest in a subsidiary andtfe deconsolidation of a subsidiary. This
statement is effective for fiscal years beginniftgreDecember 15, 2008. The adoption of SFAS M@. did not have a significant impact on
our consolidated financial position, results of igtiens or cash flows.

Disclosures about Derivative Instruments and Hedging Activities.  In March 2008, the FASB issued SFAS No. 161, “Qisares about
Derivative Instruments and Hedging Activities —Aamendment of FASB Statement No. 133" (“SFAS No. ")6Which is intended to improve
financial reporting about derivative instruments &redging activities by requiring enhanced disalesu This statement is effective for fiscal
years beginning after November 15, 2008. The Comypaopted the disclosure requirements of SFASIEb.beginning January 1, 2009. !
Note 4- Commodity Hedging Contracts and Other Derivatives
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Fair Value Measurements. In February 2008, the FASB issued FASB Staff Pasiti'FSP”) FAS 157-2 (“FSP No. 157-2%hich delaye:
the effective date of SFAS No. 157 for nonfinaneissets and liabilities, except for items thatraoegnized or disclosed at fair value in the
financial statements on a recurring basis (at l@astially), until fiscal years beginning after Nouger 15, 2008. Beginning January 1, 2009,
we implemented FSP No. 157-2 for nonfinancial asaet liabilities. The adoption of FSP No. 157k2mbt have an impact on our
consolidated financial position, results or op@mdior cash flows. In October 2008, the FASB idde®8P No. 157-3, “Determining the Fair
Value of a Financial Asset When the Market for TAaset Is Not Active” (“FSP No. 157-3"). This F8Rurifies the application of SFAS No.
157 in a market that is not active and providesxample to illustrate key considerations in deteing the fair value of a financial asset when
the market for that financial asset is not actiVais FSP was effective upon issuance, includingr greriods for which financial statements
have not been issued. We applied this FSP todinhassets measured at fair value on a recuridsglat September 30, 2008. See Note 5 -
Fair Value Measurements. The adoption of FSP B@-3.did not have a significant impact on our cdidsted financial position, results of
operations or cash flows.

In April 2009, the FASB issued three FSPs to prevadditional application guidance and enhancealisces regarding fair value
measurements and impairments of securities. FSPIEXS!, ‘Determining Fair Value When the Volume and LeveRofivity for the Asset o
Liability Have Significantly Decreased and Identiify Transactions That Are Not Orderly,” providesdglines for making fair value
measurements more consistent with the principlesgmted in SFAS No. 157. FSP FAS 107-1 and APB, 2Biterim Disclosures about Fair
Value of Financial Instruments,” enhances conscsten financial reporting by increasing the freqogiof fair value disclosures. FSP FAS 115-
2 and FAS 124-2, “Recognition and Presentationtbe®Than-Temporary Impairments,” provides addioguidance designed to create
greater clarity and consistency in accounting fat presenting impairment losses on securities.s@ lleree FSPs are effective for interim and
annual periods ending after June 15, 2009, witly @aloption permitted for periods ending after Mal&, 2009. We applied these FSPs for
the period ended June 30, 2009, and the adoptitresé FSPs did not have a significant impact erCtbmpany’s consolidated financial
position, results of operations or cash flows.

Subsequent Events. In May 2009, the FASB issued SFAS No. 165, “Subseag&vents” (“SFAS No. 165”), to incorporate acctug
guidance that originated as auditing standardstiredody of authoritative literature issued by BASB. SFAS No. 165 requires the
evaluation of subsequent events through the detérthncial statements are issued or are avaifablissue and the disclosure of the date
through which subsequent events were evaluatedhanolasis for that date. This statement is effedor interim and annual financial periods
ending after June 15, 2009. The Company adoptedetjuirements of SFAS No. 165 for the period egpdime 30, 2009. The adoption of
SFAS No. 165 did not have a significant impact anapnsolidated financial position, results of gems or cash flows. See Note 1 —
Organization and Operations of the Company.

FASB Codification. In July 2009, the FASB issued SFAS No. 168, “TheSBAAccounting Standards Codification and the Highgirof
Generally Accepted Accounting Principles (“GAAP&s(amended)” (“SFAS No. 168"), making the FASB Aaaiting Standards Codification
the single source of authoritative nongovernmeldt8l. GAAP. The Codification is not intended to mha GAAP, however, it will represent a
significant change in researching issues and neéérg U.S. GAAP in financial statements and accimgnpolicies. This statement is effective
for financial statements issued for interim anduatmperiods ending after September 15, 2009.

Oil and Gas Reporting Requirements. In December 2008, the SEC released ReleasedNg935, “Modernization of Oil and Gas
Reporting” (the “Release”). The disclosure requieats under this Release will permit reportingibfind gas reserves using an average price
based upon the prior 12-month period rather tham-gad prices and the use of new technologiestirme proved reserves if those
technologies have been demonstrated to resultidble conclusions about reserves volumes. Coneganill also be allowed to disclose
probable and possible reserves in Securities astdfge Commission ("SEC") filings. In additionpgmanies will be required to report the
independence and qualifications of its reservepgrex or auditor and file reports when a third p&trelied upon to prepare reserves estimates
or conduct a reserves audit. The new disclosureirements become effective for the Company begmniith our annual report on Form 10-

K for the year ending December 31, 2009. The S&€ihdicated that it may delay the effective dditie revised reporting requirements if
FASB does not make conforming amendments by DeceB1he2009. We are currently evaluating the immdichis Release on our oil and ¢
accounting disclosures.
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(3) Property, Plant and Equipment
The Company’s total property, plant and equipmentsists of the following:

June 30, December 31

2009 2008
(In thousands)
Proved propertie $ 189384 $ 1,813,552
Unproved/unevaluated properti 22,68¢ 50,25:
Gas gathering systems and compressor sts 37,23( 36,89
Other 11,58¢ 9,43¢
Total oil and natural gas properti 1,965,35: 1,910,11.
Less: Accumulated depreciation, depletion, and émation (1,402,31) (935,85)
Total property and equipment, net $ 563,037 $ 974,26(

The Company capitalizes internal costs directlyiidied with acquisition, exploration and developmactivities. The Company
capitalized $0.9 million and $1.4 million of interrcosts for the three months ended June 30, 2002@08, respectively, and $1.8 million and
$2.8 million for the six months ended June 30, 2808 2008, respectively.

Included in the Company'’s oil and gas propertiesasset retirement costs of $24.4 million and $2dlon at June 30, 2009 and
December 31, 2008, respectively.

Oil and gas properties include costs of $22.7 amiliand $50.3 million at June 30, 2009 and Decer8be2008, respectively, which were
excluded from capitalized costs being amortizetlesSE amounts primarily represent unproved proeatiel unevaluated exploration projects
in which the Company owns a direct interest.

Pursuant to full cost accounting rules, the Compangt perform a ceiling test each quarter on ibs@d oil and gas assets within each
separate cost center. The Company’s ceiling tastaalculated using hedge adjusted market pricgasoénd oil at March 31 and June 30,
2009, which were based on a Henry Hub price of $& MMBtu and $3.89 per MMBtu, respectively, an@/est Texas Intermediate oil pr
of $46.00 per Bbl and $66.25 per Bbl (adjustedofasis and quality differentials), respectively, gamred to prices of $5.71 per MMBtu and
$41.00 per Bbl at December 31, 2008. Cash flowgheaf natural gas production in place at Marclar3d June 30, 2009 increased the
calculated ceiling value by approximately $79.7lionl (pre-tax) and $55.3 million (pre-tax), respeely. Based upon these analyses, a non-
cash, pre-tax write-down of $379.5 million was netel at March 31, 2009 and the Company did notrdeaavritedown at June 30, 2009. |
possible that another write-down of the Company'aral gas properties could occur in the futureusth@il and natural gas prices decline, the
Company experiences significant downward adjustmenmthe estimated proved reserves, and/or the @oyrgpcommodity hedges settle and
are not replaced.

The Company generated $16.1 million of proceed® fdivestitures of oil and gas properties and assatsen-core operating areas during
the quarter ended June 30, 2009. Of these divessit$15.4 million were recorded as credits tdfeliecost pool with no gain or loss
recognized and $0.7 million related to the saleashpressors which were not included in the poolsbich an immaterial loss on sale was
recorded.

(4) Commodity Hedging Contracts and Other Derivaives

The following financial fixed price swap and costeollar transactions were outstanding with assedinotional volumes and average
underlying prices that represent hedged price®oifroodities at various market locations at June2809:

Fair Market

Notional Total of Average Average Value Asset/
Daily Notional Floor/Fixed Ceiling Natural Gas (Liability)
Settlement Derivative Hedge Volume Volume Prices per Prices per Production (In

Period Instrument  Strategy MMBtu MMBtu MMBtu MMBtu Hedged (1) thousands)
2009 Swap Cash flow 52,14 9,593,994 $ 7.6 $ - 3% $ 33,421
2009 Costless CollaCash flow 5,00(C 920,00( 8.0C 10.0¢ 4% 3,58¢
2010 Swap Cash flow 10,00( 3,650,00! 8.31 - 9% 8,82¢
14,163,94 $ 45,84(

(1) Estimated based on anticipated future gas produc
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The Company has hedged the interest rates on $ttilidnh of its outstanding debt from September 3009 through December 31,
2010. As of June 30, 2009, the Company had thewoig financial interest rate swap position outstiag:

Fair Market
Value Asset/
(Liability)
Derivative Average (In
Settlement Period Instrument Hedge Strategy Fixed Rate thousands)
September 30, 20(- December 31, 201 Swap Cash Flow 1.22% $ (64)

The Company’s current cash flow hedge positionsidtte counterparties who are also lenders in them@any’s credit facilities. This
eliminates the need for independent collateralipgstwith respect to any margin obligation resgitirom a negative change in fair market
value of the derivative contracts in connectiorhvtite Company hedge related credit obligations. As of June2809, the Company made
deposits for collateral.

The following table sets forth the results of hettg@saction settlements for the respective pdaoothe Consolidated Statement of
Operations:

Three Months Ended June

30, Six Months Ended June 30
Natural Gas 2009 2008 2009 2008
Quantity settled (MMBtu 5,199,83. 6,636,211 10,342,52 12,792,43
Increase (decrease) in natural gas sales revemteofisands $ 21,80: $ (16,59%) $ 37,15¢ % (17,29¢)
Interest Rate Sway
Increase in interest expense (In thousa $ 52z $ 33E $ 1,03 $ 46(

The Company expects to reclassify gains of $411Bomias of June 30, 2009 to earnings from the @dain accumulated other
comprehensive income on the Consolidated BalaneetSturing the next twelve months.

The Company is exposed to certain risks relatingstongoing business operations. The primarysriginaged using derivative
instruments are commaodity price risk and interat risk. Forward contracts on various commoddiesentered into to manage the price risk
associated with forecasted sales of the Compamgfural gas and oil production. Interest ratepsiare entered into to manage interest rat
associated with the Company’s variable-rate bomgwi

SFAS No. 133, as amended, requires companies agmeze all derivative instruments as either asselsbilities at fair value in the
statement of financial position. In accordancednV@8FAS No. 133, as amended, the Company desigoatesodity forward contracts as cash
flow hedges of forecasted sales of natural gasodrmpfoduction and interest rate swaps as cash ffledges of interest rate payments due under
variable-rate borrowings.

Additional Disclosures about Derivative | nstruments and Hedging Activities
Cash Flow Hedges

For derivative instruments that are designatedcauadify as a cash flow hedge, the effective portibthe gain or loss on the derivative is
reported as a component of other comprehensiveria@nd reclassified into earnings in the same geanigeriods during which the hedged
transaction affects earnings. Gains and loss¢Beoderivative representing either hedge ineffectéss or hedge components excluded from
the assessment of effectiveness are recognizadiient earnings.

As of June 30, 2009, the Company had outstandihgalagas commaodity forward contracts with a nagilbvolume of 14,163,944 MMBt
that were entered into to hedge forecasted nagasakales.

As of June 30, 2009, the total notional amounhef€ompany’s receive-variable/pay-fixed interet savaps was $100.0 million. The
Company includes the realized gain or loss on #dughad items (that is, interest on variable-ratedwings) in the same line item — interest
expense, net of interest capitalized — as the thfigegain or loss on the related interest ratepsva
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Information on the location and amounts of deriafiair values in the statement of financial pesitand derivative gains and losses in the
statement of financial performance as of June 8092s as follows:

Fair Values of Derivative Instruments

Derivative Assets Derivative Liabilities
June 30, 200¢ June 30, 200¢
Balance Sheet Locatior Fair Value Balance Sheet Locatior Fair Value
Derivatives designated as hedging instrumer
under SFAS No. 133 (in thousands (in thousands
Interest rate swa Derivative Instrument $ - Derivative Instrument $ 57
Interest rate swa Derivative Instrument - Derivative Instrument 38
Interest rate swa Other asset 31 Derivative Instrument -
Commodity contract Derivative Instrument 41,90¢ || Derivative Instrument -
Commodity contracts Other assets 3,937 || Derivative Instruments -
Total derivatives designated as hedgin
instruments under SFAS No. 133 $ 4587 $ 9
Total derivatives not designated as hedgin
instruments under SFAS No. 133 $ - $ -
Total derivatives $ 45,87 $ 95
Amount of  Amount of
Gain or Gain or
(Loss) (Loss)
Recognized Recognized
Amount of  Amount of in Income in Income
Gain or Gain or on on
Amount of Amount of (Loss) (Loss) Derivative  Derivative
Gain or Gain or Reclassified Reclassified (Ineffective  (Ineffective
(Loss) (Loss) from from Location of Portion and Portion and
Recognizec Recognizec Accumulated Accumulated Gain or (Loss) Amount Amount
in OClon in OCl on Location of OCl into OCl into Recognized in Excluded Excluded
Derivative  Derivative Gain or (Loss) Income Income Income on from from
(Effective  (Effective  Reclassified (Effective (Effective Derivative  Effectivenes: Effectivenes:
Portion) Portion) from Portion) Portion) (Ineffective _Testing) ™ Testing) W
Three Accumulated Portion and Three
Derivatives in Months  Six Months OCl into Three Amount Months Six Months
SFAS No. 133 Cas Ended Ended Income Months Six Months Excluded from Ended Ended
Flow Hedging June 30, June 30, (Effective Ended June Ended June Effectiveness June 30, June 30,
Relationships 2009 2009 Portion) 30, 2009 30, 2009 Testing) 2009 2009
Interest expens Interest expens
net of interes! net of interes!
Interest rate swa  $ (110 $ (144) capitalizec $ -$ (512) capitalizec $ (522) $ (522)
Commodity contrac 4,54( 43,67 Natural gas sal 21,80: 37,15¢ Natural gas sal - -
Total $ 4,43( $  43,52¢ $ 21,80: $ 36,641 $ (522) $ (522)
(1) The amount of gain or (loss) recognized in incoa@esents $0.5 million related to the ineffectivetipn of the hedgin

relationships. Nothing was excluded from the amvest of hedge effectivene:

On April 9, 2009, the Company entered into an aredrahd restated revolving credit agreement repiattia previous revolving credit
agreement. At the time of the amended and restatedving credit agreement, the Company had twistanding interest rate swaps which
established a fixed interest rate for a portiothefprevious outstanding revolver that were dedeghas cash flow hedges and which became
ineffective. The Company ceased cash flow hedgeuwatting for these interest rate swaps which redut approximately $0.5 million in
interest expense. Because these swaps were toendatiing the quarter ended June 30, 2009, the @oyngid not recognize any unrealized
mark to market gains or losses within the Constdidi&tatement of Operations related to the swapsglthe period. There were no gains or
losses recognized in income representing hedge aoemps excluded from the assessment of effectigenes



(5) Fair Value Measurement:

The Company adopted SFAS No. 157, “Fair Value Mesmments” (“SFAS No. 157") effective January 1, 2008financial assets and
liabilities and effective January 1, 2009 for namahcial assets and liabilities. As defined in §H4o. 157, fair value is the amount that would
be received to sell an asset or paid to transli@abdity in an orderly transaction between margatticipants at the measurement date (“exit
price”). To estimate fair value, the Company mél market data or assumptions that market paatitpvould use in pricing the asset or
liability, including assumptions about risk and tigks inherent in the inputs to the valuation téghe. These inputs can be readily observ:
market corroborated or generally unobservable. SRA. 157 establishes a fair value hierarchy thatifizes the inputs to valuation
techniques used to measure fair value. The higyagives the highest priority to unadjusted quatedket prices in active markets for identi
assets or liabilities (“Level 1"”) and the lowesiopity to unobservable inputs (“Level 3"). The &erlevels of the fair value hierarchy are as
follows:

— Level 1 inputs are quoted prices (unadjusted) tivaenarkets for identical assets or liabiliti

— Level 2 inputs are quoted prices for similar asaets liabilities in active markets or inputs the¢ abservable for the asset
liability, either directly or indirectly through mieet corroboration, for substantially the full teohthe financial instrumen
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— Level 3 inputs are measured based on pricesloattan models that require inputs that are bagnigicant to the fair value
measurement and less observable from objectivess.

Level 3 instruments include money market fundsursigas swaps, natural gas zero cost collarsraatest rate swaps. The Company’s
money market funds represent cash equivalents wihesstments are limited to United States GoverrirSecurities, securities backed by the
United States Government, or securities of UnitedeS Government agencies. The fair value reptesash held by the fund manager as of
June 30, 2009. The Company identified the monesketdunds as Level 3 instruments due to the ta&t uoted prices for the underlying
investments cannot be obtained and there is natewe market for the underlying investments. Twmpany utilizes counterparty and third
party broker quotes to determine the valuatiortfierivative instruments. Fair values derivearfraounterparties and brokers are further
verified using the closing price as of June 30,2fi the relevant NYMEX futures contracts and exde traded contracts for each derivative
settlement location.

The following table sets forth by level within tfer value hierarchy the Company’s financial assetd liabilities that were accounted for
at fair value on a recurring basis as of June B092As required by SFAS No. 157, financial asaetliabilities are classified in their entirety
based on the lowest level of input that is sigatficto the fair value measurement. The Compangssssnent of the significance of a particular
input to the fair value measurement requires judgraad may affect the valuation of fair value assetd liabilities and their placement within
the fair value hierarchy levels.

At fair value as of June 30, 200!
(In thousands)

Level 1 Level 2 Level 3 Total
Assets (Liabilities)
Money market fund - - 2,034 2,034
Commodity derivative contrac - - 45,84( 45,84(
Interest rate swap contrac - - (64) (64)
Total - - 47,81( 47,81(

The determination of the fair values above incoapes various factors required under SFAS No. 16@és& factors include the credit
standing of the counterparties involved, the impdiaredit enhancements and the impact of the Cagipaonperformance risk on its
liabilities. The Company considered credit adjusttador the counterparties using current crediadifswap values and default probabilities
for each counterparty in determining fair value.

The table below presents a reconciliation of treetssand liabilities classified as Level 3 in thi falue hierarchy during the six months
ended June 30, 2009. Level 3 instruments presémtib@ table consist of net derivatives that, imagement’s judgment, reflect the
assumptions a marketplace participant would haed as June 30, 2009.

Money
Market
Derivatives Funds
Asset Asset
(Liability) (Liability) Total
(In (In (In
thousands) thousands) thousands)
Balance as of January 1, 2C $ 38,37: $ 5,02t $ 43,39}
Total (gains) losses (realized or unrealiz
included in earning - 9 9
included in other comprehensive inco 43,52¢ - 43,52¢
Purchases, issuances and settlenr (36,129 (3,000 (39,12H
Transfers in and out of level 3 - - -
Balance as of June 30, 20 $ 45,77¢  $ 2,03« $ 47,81(
The amount of total gains or losses for the peinatlded in earnings attributable to the
change in unrealized gains or losses relatinggetastill held at June 30, 2009 $ - $ - $ =

The carrying amount of long-term debt reportechim ¢onsolidated balance sheet at June 30, 20@®& % million. The Company
calculated the fair value of its long-term debb&dune 30, 2009, in accordance with SFAS No. I&iigua discounted cash flow technique that
incorporates a market interest yield curve wittuatipents for duration, optionality, and risk prefilThe Company has determined the carrying
value of its debt to approximate fair market vadildune 30, 2009 due to the recent redetermination.
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(6) Asset Retirement Obligation

Activity related to the Company’s asset retiremaitgation (“ARQ”) is as follows:

Six Months
Ended June
30, 2009
(In

thousands)
ARO as of December 31, 20 $ 27,94«
Revision of previous estimat (399
Liabilities incurred during perio 1,781
Liabilities settled/divested during peri (23%)
Accretion expens 1,21¢
ARO as of June 30, 2009 $ 30,31:

(7) Long-Term Debt

On April 9, 2009, the Company entered into an Angehdnd Restated Senior Revolving Credit AgreeméhtBNP Paribas, as
Administrative Agent, and the other lenders idéadittherein (“Restated Revolver”) providing a serdgecured revolving line of credit in the
amount of up to $600.0 million, replacing the prievolving credit agreement, and extending its tantil July 1, 2012. Availability under the
Restated Revolver is restricted to the borrowingebavhich is subject to review and adjustment sami-annual basis and other interim
adjustments, including adjustments based on thep@ags hedging arrangements. The borrowing base unddrRélstated Revolver is currer
set at $375.0 million. The next borrowing baseeewis scheduled for October 2009. Amounts outstejmdnder the Restated Revolver bear
interest, as amended, at specified margins oveddomnterbank Offered Rate (LIBOR) of 2.25% to 3@®Borrowings under the Restated
Revolver are collateralized by perfected first ftjoliens and security interests on substantiallyof the Company’s assets, including a
mortgage lien on oil and natural gas propertiesritpat least 80% of the pre-tax SEC PV-10 resernlaes a guaranty by all of the Company’s
domestic subsidiaries, and a pledge of 100% ofrtembership interests of domestic subsidiaries. &helateralized amounts under the
mortgages are subject to semi-annual reviews basegdated reserve information. The Company isestiltp the financial covenants of a
minimum current ratio of not less than 1.0 to 1s@&the end of each fiscal quarter and a maxinawarhge ratio of not greater than 3.5 to 1.0,
calculated at the end of each fiscal quarter ferfttur fiscal quarters then ended, measured gliarteraddition, the Company is subject to
covenants, including limiting dividends and othestricted payments, transactions with affiliatasprrence of debt, changes of control, asset
sales, and liens on properties. The Company ptadikty fee on the total commitment of $4.6 milioAs of August 6, 2009, the Company has
$200.0 million outstanding with $175.0 million dedle for borrowing under the revolving line okdiit.

On April 9, 2009, the Company also entered intéd\arended and Restated Second Lien Term Loan AgrelewitnBNP Paribas, as
Administrative Agent, and other lenders identiftedrein (“Restated Term Loan”) replacing the piierm Loan extending its term until
October 2, 2012. Borrowings under the Restated Tlayam were initially set at $75.0 million and béaterest at LIBOR plus 8.5% with a
LIBOR floor of 3.5%. The Restated Term Loan hadbption to increase fixed and floating rate borraygry up to $25.0 million to $100.0
million prior to May 9, 2009. The Company exerciski$ option on April 21, 2009 and the increaseddeings consisted of $5.0 million of
floating rate borrowings and $20.0 million of fixeate borrowings at 13.75%. The loan is collateealiby second priority liens on substanti
all of the Company'’s assets. The Company is sulgeitte financial covenants of a minimum asset caye ratio of not less than 1.5 to 1.0 and
a maximum leverage ratio of not more than 4.0 @g dalculated at the end of each fiscal quartettferfour fiscal quarters then ended,
measured quarterly. In addition, the Company igesiho covenants, including limiting dividends asttier restricted payments, transactions
with affiliates, incurrence of debt, changes oftcol asset sales, and liens on properties. Thegaompaid an original issue discount of $1.6
million and a facility fee of $0.9 million on thetal commitment. As of June 30, 2009, the Comgaaty $80.0 million of variable rate
borrowings and $20.0 million of fixed rate borrogoutstanding under the Restated Term Loan.

As of June 30, 2009, the Company had total outgtgrisbrrowings of $298.5 million. At June 30, 20@% Company’s weighted average
borrowing rate was 4.92%. Net borrowing availapilinder the Revolver was $175.0 million at JuneZB®9. The Company was in
compliance with all covenants at June 30, 2009.

As of June 30, 2009, all amounts drawn under thetd®ed Revolver are due and payable on July 1,.20h2 principal balance associated
with the Restated Term Loan is due and payableaok@r 2, 2012.

(8) Income Taxes

As of June 30, 2009, the Company had no unrecodnéebenefits. The effective tax rate for theethand six months ended June 30,
2009 was 37.2% and 36.9%, respectively. The éfietax rate for the three and six months ende@ By 2008 was 37.3% and 36.6%,
respectively. The provision for income taxes d#félom the tax computed at the federal statutocpnme tax rate primarily due to state income
taxes, tax credits and other permanent differengég income tax benefit for the six months endete 330, 2009 includes a $1.0 million
downward adjustment recorded in the three montls@&March 31, 2009 related to 2008 state taxes.
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The Company provides for deferred income taxedertifference between the tax basis of an asdethility and its carrying amount in
our financial statements in accordance with SFAST®, “Accounting for Income Taxes.” This diffecnwill result in taxable income or
deductions in future years when the reported amolitite asset or liability is recovered or settlexbpectively. Considerable judgment is
required in determining when these events may oaedrwhether recovery of an asset is more likedy thot. Deferred tax assets are reduced
by a valuation allowance when, in the opinion ofagement, it is more likely than not that someiporor all of the deferred tax assets will
not be realized. At June 30, 2009, the Companyatdeferred tax asset of approximately $180.0 oniltiesulting primarily from the difference
between the book basis and tax basis of its oilretdral gas properties. The Company believesittigtmore likely than not that this deferred
tax asset will be realized through future taxabhme generated by the production of its oil andnahgas properties.

(99 Commitments and Contingencies

The Company is party to various oil and naturallg@mstion matters arising out of the normal caucs business. The ultimate outcome of
each of these matters cannot be absolutely detednand the liability the Company may ultimatelgunwith respect to any one of these
matters in the event of a negative outcome mawy lexéess of amounts currently accrued for witheesfo such matters. Management doe:
believe any such matters will have a material astveffect on the Company’s financial position, hssof operations or cash flows.
(10) Comprehensive Income (Loss)

The Company’s total other comprehensive incomesjlissshown below:

Three Months Ended June 30 Six Months Ended June 30
2009 2008 2009 2008
(In thousands)

Accumulated othe

comprehensive (loss)

income beginning of

period $ 39,29¢ $ (48,539 $ 24,07¢ $  (7,22%)
Net income (loss 4,03t 39,31t (234,10 66,80

Change in fair value ¢
derivative hedging

instruments 4,43( (93,77 43,52¢ (160,43)
Hedge settlements reclass
to income (21,280 16,93( (36,125 17,75¢
Tax provision related to
hedges 6,27 28,62« (2,759 53,14¢
Total other comprehensi\
(loss) income (10,579 (10,579 (48,21)) (48,21) 4,64¢ 4,64¢ (89,53)) (89,53)
Comprehensive loss (6,539 (8,902 (229,459 (22,72)

Accumulated other
comprehensive income

(loss) $ 28,72 $ (96,750 $ 28,72 $ (96,750
(11) Earnings (Loss) Per Share
Basic earnings per share is computed by dividiegrnme available to common stockholders by the weijlaverage number of shares
outstanding for the period. Diluted earnings pers reflects the potential dilution that couldwcié outstanding common stock awards and

stock options were exercised at the end of thederi

The following is a calculation of basic and dilutedighted average shares outstanding:

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
(In thousands)

Basic weighted average number of shares outstal 50,96¢ 50,58¢ 50,94 50,54°
Dilution effect of stock option and awards at timel ®f the period 11C 37€ - 32€
Diluted weighted average number of shares outstgndi 51,07¢ 50,96. 50,94 50,87
Anti-dilutive stock awards and shal 1,952 313 1,947 287
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Because the Company reported a loss from contimyiregations for the six months ended June 30, 20®9nvested stock awards and
options were included in computing loss per sha@hbse the effect was anti-dilutive. In computogs per share, no adjustments were made
to reported net loss.

(12) Stock-Based Compensation
Performance Share Units

Pursuant to the approved Amended and Restatedl20@H Term Incentive Plan, the Company’s Compensafiommittee agreed to
allocate a portion of the 2009 long-term incentivents to executives as performance share uni®U%?). The PSUs are payable, at the
Company’s option, either in shares of common stwcks a cash payment equivalent to the fair markiee of a share of common stock at
settlement based on the achievement of certaioieaihnce metrics at the end of a three-year perfocemaeriod. At the end of the three-year
performance period, the number of shares vestedaceye from 0% to 200% of the targeted amount seréned by the Compensation
Committee of the Board of Directors. The PSUs hawveoting rights. PSUs may be vested solely atikcretion of the Board in the event of
a participant’s involuntary termination of employméor reasons other than cause or terminatiogdéad reason but will be forfeited in the
event of the participant’s voluntary terminationimvoluntary termination for cause. Any PSUs nested by the Board at the end of a
performance period will expire.

Compensation expense associated with PSUs thahuaertb vest based on future performance is basebeogrant-date fair value of the
Company’s common stock. The compensation expeiisbarre-measured at the end of each reportingpgehrough settlement using the
guarter-end closing common stock prices to refleetcurrent fair value. Compensation expense geteecognized ratably over the
performance period based on the Compsamgtimated achievement of the established perforenmetrics. Compensation expense will onl
recognized for those awards for which it is prokahht the performance metrics will be achievedwhith are expected to vest. The
compensation expense will be estimated based upassessment of the probability that the performanetrics will be achieved, current and
historical forfeitures, and the Board’s anticipatesting percentage.

The Company granted 350,698 PSUs on March 3, 20@9at June 30, 2009, no additional PSUs had breeregl nor had any vested or
forfeited and the fair value per unit was $8.94r fhe quarter and six months ended June 30, 200€Company did not recognize any
compensation expense associated with the PSUs.

(13) Geographic Area Information

The Company has one reportable segment, oil andaia@as exploration and production, as determineatcordance with SFAS No. 131,
“Disclosure About Segments of an Enterprise anddlInformation.”

The Company owns oil and natural gas interest&imain geographic areas all within the United &adr its territorial waters.
Geographic revenue and property, plant and equipmgrmation below are based on physical locatibthe assets at the end of each period.

Oil and Natural Gas Revenue

The table below presents the Company'’s gross dilnatural gas revenues by geographic area.

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
(In thousands)
California $ 13,58: $ 43,81¢ $ 32,761 $ 80,58
Rockies 4,791 9,557 11,40! 16,407
South Texa: 22,99¢ 70,52¢ 46,18: 114,75¢
Texas State Wate 3,142 15,70¢ 7,408 30,73
Other Onshor: 4,181 14,12 10,201 25,40
Gulf of Mexico 3,052 17,33¢ 7,871 32,20¢
Gain (loss) on hedge 21,80: (16,599 37,15¢ (17,299
Total revenue $ 73,55 $ 154,46° $ 152,99: $ 282,80(
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Oil and Natural Gas Properties

The table below presents the Company’s gross dilratural gas properties by geographic area aret fied assets.

June 30, December
2009 31, 2008
(In thousands)

California $ 626,28( $ 619,59:
Rockies 183,44° 175,29:
South Texa: 750,39¢ 712,46
Texas State Wate 65,97¢ 65,08t
Other Onshori 176,18¢ 171,85}
Gulf of Mexico 151,47¢ 156,38:
Other 11,58¢ 9,43¢

Total property and equipment $ 196535 §$ 1,910,11
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations
CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMEN$®

This report includes forward-looking informatiorgegding Rosetta that is intended to be coveredhbdyforward-looking statements”
within the meaning of the Private Securities Litiga Reform Act of 1995, Section 27A of the SedastAct of 1933, as amended, and Section
21E of the Securities Exchange Act of 1934, as alménAll statements other than statements of héstbfact included or incorporated by
reference in this report are forward-looking stagats, including without limitation all statemenégarding future plans, business objectives,
strategies, expected future financial positionenf@rmance, expected future operational positiopesformance, budgets and projected costs,
future competitive position, or goals and/or prtijaes of management for future operations. In scases, you can identify a forward-looking
statement by terminology such as “may,” “will,” “eldl,” “should,” “expect,” “plan,” “project,” “inten,” “anticipate,” “believe,” “estimate,”
“predict,” “potential,” “pursue,” “target” or “conbue,” the negative of such terms or variationseba, or other comparable terminology.

” o ”ou

The forward-looking statements contained in thjgoreare largely based on our expectations fofuhee, which reflect certain estimates
and assumptions made by our management. Theseatetiand assumptions reflect our best judgmentbaseurrently known market
conditions, operating trends, and other factorth@dlgh we believe such estimates and assumptidms teasonable, they are inherently
uncertain and involve a number of risks and uno@ies that are beyond our control. As such, mamege’s assumptions about future events
may prove to be inaccurate. For a more detailedrgig®n of the risks and uncertainties involveee $tem 1A. Risk Factors in Part Il. of this
report. We do not intend to publicly update orisevany forward-looking statements as a resulieof imformation, future events, changes in
circumstances, or otherwise. These cautionaryrtaies qualify all forward-looking statements atitdble to us, or persons acting on our
behalf. Management cautions all readers that thedia-looking statements contained in this repogtreot guarantees of future performance,
and we cannot assure any reader that such statemidiite realized or that the events and circumsta they describe will occur. Factors that
could cause actual results to differ materiallyrirthose anticipated or implied in the forward-loukistatements herein include, but are not
limited to:

— general economic conditions, either internationaitionally or in jurisdictions affecting our bosss;

— conditions in the energy and economic mark

— our ability to access the capital markets on fableréerms or at al

— our ability to obtain credit and/or capital in desi amounts and/or on favorable teri

— the ability and willingness of our current or pdiehcounterparties or vendors to enter into tratisas with us and/or to fulfill thei
obligations to us

— failure of our joint interest partners to fund amyall of their portion of any capital progra

— the occurrence of property acquisitions or divastis;

— reserve levels

— inflation;

— the supply and demand for natural gas anc

— the price of natural gas and ¢

— competition in the natural gas and oil indus

— the availability and cost of relevant raw matetigisods and service

— the availability and cost of processing and transion;

— changes or advances in technolc

— potential reserve revisions

— future processing volumes and pipeline through

— developments in ¢-producing and natural ¢-producing countries

— drilling and exploration risks

— several possible new legislative initiatives aagulatory changes potentially adversely impactinghusiness and industry, including, |
not limited to, national healthcare, cap and tréwyeraulic fracturing, state and federal corpomt®me taxes, retroactive royalty or
production tax regimes, changes in environmentallegions, environmental risks and liability undiederal, state and foreign
environmental laws and regulatiol

— effects of the application of applicable laws aedulations, including changes in such regulatiarth@ interpretation therec
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— present and possible future claims, litigation antbrcement action:

— lease termination due to lack of activity or otd&putes with mineral lease and royalty owners,théreregarding calculation and paym
of royalties or otherwise

— the weather, including the occurrence of any agversather conditions and/or natural disasters tiffgour business; ar

— any other factors that impact or could impact tkgl@ation of oil or natural gas resources, inchgdbut not limited to the geology of
resource, the total amount and costs to develaprezable reserves, legal title, regulatory, natges administration, marketing and
operational factors relating to the extraction ibbod natural gas

Overview

The following discussion addresses material chaimgte results of operations for the three andhsiaths ended June 30, 2009 compi
to the three and six months ended June 30, 200&hammaterial changes in financial condition sibegember 31, 2008. It is presumed that
readers have read or have access to our 2008 AReyalrt, which includes, as part of ManagementscDssion and Analysis of Financial
Condition and Results of Operations, disclosurganging critical accounting policies.

The following summarizes our performance for thistfsix months of 2009 as compared to the samegésr 2008:
Production on an equivalent basis decreased
Total revenue, including the effects of hedging;rdased $129.8 million or 46¢

Average realized gas prices including heddiecreased $4.14 per Mcf, or 43%, to $5.39 perafidune 30, 2009 from $9.53 per Mcf
at June 30, 2008 and average realized oil priceedeed $65.09 per Bbl, or 58%, to $46.76 per Bblae 30, 2009 from $111.85 per
Bbl at June 30, 200t

A non-cash impairment of oil and gas properties of $378ilBon pre-tax ($238.1 million net of tax) was recorded durihg first
quarter due to the continuing decline in natural graces:

Net income decreased $300.9 million to a net I6$284.1 million; net income excluding impairmentwid have decreased $6.
million to net income of $4.0 millior

Diluted earnings per share decreased $5.91 tcedilloss per share of $4.60; diluted earnings perestixcluding impairment wou
have decreased $1.23 per share from $1.31 per &h$€e08 per share; al

27 gross (20 net) wells were drilled with a netcass rate of 85% compared to 71 gross (61 netyw&lled with a net success rate
83% for the comparable period in 201

In early 2008, we began a strategic shift towabdisiness model that we believed could generate mustinable, predictable performa
over time by focusing on positions and programsriconventional onshore domestic basins. Thesedasé characterized by having lower
hydrocarbon risk project inventory and repeatalbtgmams. Our strategy shift is accompanied bysgytmadeliver, over time, both acceptable
rates of production growth, as well as growth iaved, probable and possible reserves. The tinfirgnd extent to which we can implement
this strategy shift will depend on several factongst notably commodity prices, availability of aametess to credit, and ability to capture
organic and inorganic opportunities.

Under commodity price scenarios of approximately0®&er Mcfe or greater, we believe we can sucagsiplement our strategy
shift because of some inherent strengths. Of naehelieve our core existing onshore assets hasig@phat has not been fully analyzed
through an unconventional resource approach. Wi this approach could yield additional inventooy the Company over time. In addition,
we have an experienced workforce and managementuéidn background in unconventional resource opemat Finally, we have a financial
and capital allocation approach that we believevaslus to adapt to the unpredictable industry cyaled manage through the current economic
downturn. These factors do not ensure our sucoesseicuting our strategy shift, but we believe theywide a competitive advantage towards
executing our strategy shift over the longer tetdmder an extended period of commodity prices be$6v@0 per Mcfe, our ability to
implement our business strategy would likely best@ined. Due to our hedging program, we curremilye a market price of greater than
$5.00 per Mcfe for a portion of our production whigill continue through the end of 2009. Managehwemtinuously analyzes and evaluates
possible actions that could be taken if a protdhtiies price environment persists with a focus oasprving an acceptable level of liquidity and
cash flow through 2010.
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The current plan for implementing our businesstastiais to pursue, over time, both organic andgaaic opportunities that meet the
Companys criteria for funding, particularly inventory pot&al and attractive financial returns. In 200& began several studies to test org
concepts in areas where we currently have assetisdgurpose of identifying possible upside angtiriory. These studies are continuing in
2009. We also actively study new domestic basinsre/we believe the Company can compete successiMhile we have a preference for
organic opportunities, we have expanded our capabil evaluate and pursue large and small acémisapportunities that make sense for the
Company. We believe this balanced approach is mefeddong-term success. Our ability to executagranic activities will depend on market
conditions, including availability of acquisitiorpportunities, relative valuations, and access talifug sources that could include proceeds
non-core asset divestitures, as well as proceeds ¢apital market activities. Thus far in 2009, ea’e generated $16.1 million of proceeds
from non-core divestitures, and we continue to tlestmarket for additional non-core divestitureswhver, we are not driven to sell assets
unless values are compelling.

We entered 2009 in a position to execute our bgsipé&an and effect our desired goals, subjecttencodity prices and market
factors. During the first half of 2009 these fastbave generally weakened. The outlook for conitpquiices continues to be uncertain due to
a sluggish economic outlook for the year, which tessilted in reduced demand for natural gas andvamity oversupply. Given this outlook,
we continue to exercise prudence and caution witicapital spending in order to preserve liquiditld maximize the financial position of the
Company. The priority for our 2009 organic spegdto spend less than our internally generatst law. We have the discretion to adjust
capital spending, either up or down, throughoutytsar in response to market conditions, the aviithabf proceeds from possible divestitures,
access to attractive acquisitions, and follow-osuocess in our organic programs. We expect @anic capital spending level will be
significantly reduced compared to our prelimina@p2 budget and 2008 actual spending. At this timeeintend to drill a limited number of
Lobo wells in South Texas, continue a recomplefimgram in the Sacramento Basin, and test two n@loeatory play concepts in the Bakl
Shale in the Alberta Basin and the Eagle Ford ShaBouth Texas. Given the uncertainty in our Edgirogram and possible divestiture
results, it is not practical to provide definitipeoduction guidance for 2009. However, with potgel organic capital spending in 2009 of
$115.0 million, we would expect to achieve betw&df — 140 MMcfe/d of full-year 2009 production, kxing acquisitions and
divestitures. Typically, we do not provide detdiguidance on other metrics, such as revenuessts.c&iven current uncertainties in the
marketplace, it is more likely than usual that ttemvill be difficult to predict. However, given c@ing volumes, unit costs are likely to
increase.

We are operating in one of the most challengingriass environments in recent history. The creailis; lower natural gas prices and a
weak domestic and global economic outlook aredileasely impacting the business environment. \tenihto work continuously with our
lenders to effectively stay abreast of market anedlitor conditions to ensure prudent and timelyiglens should market conditions deteriorate
further. With the amendments and restatementsiofi@dit agreements in April 2009, we extendedntiaurities of our credit facilities to
2012. We believe that we have sufficient liquidityd operational flexibility to carry out a prudemganic capital expenditures program in
2009. Our capital program for 2010 has not yehlietermined, but the planning exercise is undeniide level of capital spending will
be determined by available cash flows from opegadictivities, access to liquidity, and proceedsfimossible property divestitures. To the
extent that capital expenditures or prudent actjois require cash flow in excess of available &jnde would consider drawing on our unused
capacity under our existing revolving credit fagiliAs of June 30, 2009, the undrawn credit avédlab us was $175.0 million. We have not
received any indication from our lenders that drawder the credit facility are restricted belowreat availability at this time, and we are
proactively communicating with them on a routinsibaDuring April 2009, we re-affirmed our borrowibase at $375.0 million reduced from
$400.0 million. The next borrowing base reviewdheduled for October 2009. Additionally, we amended restated our second lien term
loan, which allowed us to increase our borrowingdar the facility from $75.0 million to $100.0 nidlh. We believe these actions provide
capacity and time for managing through the curdentnturn. During the second quarter of 2009, Weglfa universal shelf registration
statement with the SEC, thereby positioning Rogettaise additional funds in the capital marketsleemed appropriate. We currently do not
have any stated plans to issue securities but wanridider doing so under certain circumstancesiypto fund an attractive acquisition or to
fund follow-on development activities in our prospee organic Eagle Ford and/or Bakken plays, stheither or both of these plays be
successful.

Our capital expenditures are primarily in areasnelvee are operator and have high working interéstsa result, we do not believe we
have significant exposure to joint interest pagneho may be unable to fund their portion of angited program, but we are monitoring part
situations in light of the current economic enviment. We are actively working with service comgarand suppliers to mitigate costs, anc
are examining all cash costs for improved efficienc

All counterparties to our derivative instruments participants in our credit facilities, and we @anot received any indication that any of
these counterparties are unable to perform theirired obligations under the terms of the derivatientracts, although we are mindful that
could change and are staying alert for such charBjeslarly, we have not received any indicatioatthny of the banks participating in the
existing bank facility are incapable of performithgir obligations under the terms of the credieagnent.

Finally, with respect to the current market enviremt for liquidity and access to credit, we, throlignks participating in our credit
facility, have invested available cash in inteesd non-interest bearing demand deposit accoudtsnaney market accounts and funds whose
investments are limited to United States Governnsaatirities, securities backed by the United Stamsernment, or securities of United
States Government agencies. We followed this pgiayr to the recent changes in credit marketskaiigtve this is an appropriate approact
the investment of Company funds in the current remmnent.
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Critical Accounting Policies and Estimates

In our 2008 Annual Report we identified our mostical accounting policies upon which our finanaiaindition depends as those relating
to oil and natural gas reserves, full cost methioacoounting, derivative transactions and hedgitiyities, income taxes and stock-based
compensation.

We assess the impairment for oil and natural gegesties for the full cost accounting method oruarterly basis using a ceiling test to
determine if impairment is necessary. If the neitedized costs of oil and natural gas propertiaseed the cost center ceiling, we are subject to
a ceiling test write-down to the extent of suchesec A ceiling test write-down is a charge to eagaiand cannot be reinstated even if the cost
ceiling increases at a subsequent reporting datequiired, it would reduce earnings and impactaimalders’equity in the period of occurren
and result in a lower depreciation, depletion amdization expense in the future.

Our ceiling test was calculated using hedge adjustarket prices of gas and oil at March 31 and A&009, which were based on a
Henry Hub price of $3.63 per MMBtu and $3.89 per BiM, respectively, and a West Texas Intermedidtpraie of $46.00 per Bbl and
$66.25 per Bbl (adjusted for basis and qualityedéhtials), respectively, compared to prices of $fher MMBtu and $41.00 per Bbl at
December 31, 2008. Cash flow hedges of naturapgzduction in place at March 31 and June 30, 200@ased the calculated ceiling value
by approximately $79.7 million (pre-tax) and $5&8lion (pre-tax), respectively. Based upon thaealyses, we recorded a non-cash, pre-tax
write-down of $379.5 million at March 31, 2009 amd did not record a non-cash, pre-tax write-dowduaie 30, 2009. Due to the volatility of
commodity prices, should natural gas and oil prid@dine in the future, we experience a significdmwnward adjustment to our estimated
proved reserves, and/or our commodity hedges settleare not replaced, it is possible that anothiée-down of our oil and gas properties
could occur.

We have entered into financial fixed price swapthwrices ranging from $6.81 per MMBtu to $8.58 M#VIBtu covering approximately
9.6 million MMBtu, or 37%, of our 2009 production@3.6 million MMBtu, or 9%, of our 2010 productioiVe have also entered into costl
collar transactions covering approximately 0.9 imillMMBtu of our 2009 production. The costlesdas have an average floor price of $8
per MMBtu and an average ceiling price of $10.06N#Btu. Approximately 95% of total hedged tran8ans represents hedged prices of
commodities at the PG&E Citygate and Houston Shipr@@el. Our current cash flow hedge positionsnatte counterparties who are lender
our credit facilities. This arrangement eliminaties need for independent collateral postings vafpect to any margin obligation resulting
from a negative change in fair market value ofdbgvative contracts in connection with our hedgjated credit obligations. As of June 30,
2009, we made no deposits for collateral. Ounagitie instrument assets and liabilities relatedmmodity hedges that represent the
difference between hedged prices and market poisdsedged volumes of the commodities as of Jun2mY. We evaluated non-
performance risk using current credit default swalpes and default probabilities for each counteypand recorded a downward adjustmer
the fair value of our derivative assets in the amad $0.3 million at June 30, 2009.

We utilize counterparty and third party broker qsoto determine the valuation of our derivativerimeents. Fair values derived from
counterparties and brokers are further verifiedgishe settled price as of June 30, 2009 for NYMEires contracts and exchange traded
contracts for each derivative settlement locatidfe have used this valuation technique since tbptazh of SFAS No. 157 on January 1, 2(
and we have made no changes or adjustments techurigue since then. We mark to market on a qiyatiasis.

Recent Accounting Developments

For a discussion of recent accounting developmsatsNote 2 to the Consolidated Financial StatesriarRart |. Item 1. Financial
Statements of this Form 10-Q.

Results of Operations

Revenues. Our revenues are derived from the sale of ourral matural gas production, which includes the ¢$fe€ qualifying hedge
contracts. Our revenues may vary significantlyrfreeriod to period as a result of changes in conitypdices or volumes of production
sold. Total revenue for the first six months 009@vas $153.0 million, including the effects of bed, which is a decrease of $129.8 million,
or 46%, from the six months ended June 30, 200&urslegas sales, excluding the effects of hedgiegreased by $161.7 million. Of this
decrease, $162.7 million is attributable to a 6Xérdase in natural gas prices partially offset B{.& million increase due to a less than 1%
increase in production volumes. Oil sales decibhge$b22.5 million of which $16.3 million was attitable to a 58% decrease in the price of
oil and of which $6.2 million was attributable teateased production. Approximately 92% of our nesewas attributable to natural gas sales
on total volumes of 27.7 Bcfe in the first half209.
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The following table presents information regarding revenues (including the effects of hedging) pratiuction volumes:

Three Months Ended Six Months Ended
June 30, June 30,
% Change % Change
Increase/ Increase/
2009 2008 (Decrease’ 2009 2008 (Decrease’
(In thousands, except percentages and per unit amats)
Natural gas sale $ 67,087 $ 136,14. (51%) $ 141,31: $ 248,58° (43%)
Oil sales 6,46: 18,32¢ (65%) 11,68 34,21% (66%)
Total revenue $ 73,55( $ 154,46° (52%) $ 152,99. $ 282,80( (46%)
Production:
Gas (Bcf) 12.€ 13.2 (5%) 26.2 26.1 0%
Oil (MBbls) 116.( 147.2 (21%) 249.¢ 305.¢ (18%)
Total Equivalents (Bcfe 13.2 14.1 (6%) 27.1 27.¢ (1%)
$ per unit:
Avg. Gas Price per Mc $ 53z $ 10.3( (48%) $ 53¢ $ 9.5 (43%)
Avg. Gas Price per Mcf excluding
hedge: $ 3.5¢ 11.5¢ (69%) $ 3.9¢ 10.2( (61%)
Avg. QOil Price per Bb $ 55.72 124.5: (55%) $ 46.7¢ 111.8¢ (58%)
Avg. Revenue per Mcfe includir
hedges $ 5.5 10.9¢ (50%) $ 5.52 10.1: (46%)

Natural Gas. For the three months ended June 30, 2009, natasalevenue decreased by $69.0 million, incluttiegrealized impact of
derivative instruments, from the comparable peiio2008, to $67.1 million from $136.1 million. Thikecrease is primarily due to the
significant decline in commodity prices. The aggrgas price, including the effects of hedgingre@sed by $4.98 per Mcf from $10.30 per
Mcf for the three months ended June 30, 2008 t82per Mcf for the comparable period in 2009. €ffect of gas hedging activities on
natural gas revenue for the three months ended3r2009 was a gain of $21.8 million as compaced loss of $16.6 million for the three
months ended June 30, 2008.

For the six months ended June 30, 2009, naturaleyanue decreased by 43%, or $107.3 million, dholy the realized impact of
derivative instruments, from the same period in®@0$141.3 million. This decrease was due tonetcaverage gas price. The average gas
price, including the effects of hedging, decredsed3%, or $4.14, from $9.53 per Mcf for the sixntits ended June 30, 2008 to $5.39 per
for the same period in 2009. The effect of gagireglactivities on natural gas revenue for thensonths ended June 30, 2009 was a gain of
$37.2 million as compared to a loss of $17.3 millior the six months ended June 30, 2008.

CrudeOil . For the three months ended June 30, 2009, @y was $6.5 million as compared to $18.3 milfmrthe same period in
2008. This decrease is attributable to the averagjezed price decrease of $68.79 per Bbl fromd$82 per Bbl for the three months ended
June 30, 2008 to $55.72 per Bbl for the three meatided June 30, 2009. The decrease in oil ptiodumlumes was primarily due to a
decline in well performance at our Sabine Lake prop

For the six months ended June 30, 2009, oil reveleaeeased by 66%, or $22.5 million, compared ¢osime period in 2008. This
decrease is primarily attributable to lower averagj@rices of $46.76 per Bbl for the six monthsled June 30, 2009 compared to $111.85 per
Bbl for the same period in 2008. Oil volumes dasesl overall by 18% for the six months ended JOn@@9 compared to the same period in
2008 due to decreases in production in Sabine haklehe Gulf of Mexico region compared to the saeod in 2008.
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Operating Expenses

The following table presents information regardiuy operating expenses:

Three Months Ended Six Months Ended
June 30, June 30,
% Change % Change
Increase/ Increase/
2009 2008 (Decrease) 2009 2008 (Decrease)
(In thousands, except percentages and per unit amots)
Lease operating expen $ 16,56¢ $ 14,17 17% $ 34,60¢ $ 27,58¢ 25%
Production taxe 1,75(C 5,75¢ (70%) 3,07¢ 9,192 (67%)
Depreciation, depletion ar
amortization 28,49¢ 51,73¢ (45%) 72,90( 103,15: (29%)
Impairment of oil and gas properti - - - 379,46. - 10(%
General and administrative co 12,57 13,51¢ (7%) 21,94 25,62 (14%)
$ per unit:
Avg. lease operating expense per M $ 128 $ 1.01 2% $ 128 $ 0.9¢ 26%
Avg. production taxes per Mc $ 0.1z 0.41 (68%) $ 0.11 0.3¢ (67%)
Avg. DD&A per Mcfe $ 2.14 3.617 (42%) $ 2.62 3.7C (29%)
Avg. G&A per Mcfe $ 0.9t 0.9¢ (1%) $ 0.7¢ 0.92 (14%)

Lease Operating Expense. Lease operating expense increased $2.4 miltiothe three months ended June 30, 2009 as com{uatied
three months ended June 30, 2008. The overa#iase is due primarily to a $3.3 million increaseélirect lease operating expense and a $0.9
million increase in ad valorem taxes, partiallyseffby a $1.5 million decrease in workover expend3éw increase in direct lease operating
expense is due to increased operating expensesiahy acquired properties from the Petroflow amh&ellation acquisitions, which
occurred during the second and fourth quarter©082respectively, as well as non-operated leaseatipg expense. The increase in ad
valorem taxes is primarily due to increased propesiue assessments in California compared to floe period. The decrease in workover
expenses is due to a decrease in workover acpuittjally offset by unanticipated workovers in fhexas State Waters and Gulf of Mexico.

Lease operating expense increased $7.0 milliothiosix months ended June 30, 2009 as comparéé &x months ended June 30,
2008. The overall increase is due to a $5.2 miliicrease in direct lease operating expense pitimeafated to acquisitions and non-operated
lease operating expense and a $2.8 million incrieaad valorem tax expense partially offset by @&$8illion decrease in insurance expense
and a $0.3 million decrease in workover expense.Higher costs are related to the increase indh#er of operating wells, particularly in
Rockies and South Texas due to acquisitions antldhe drilling program, and the higher ad valorexes are due to higher property value
assessments in California.

Production Taxes. Production taxes decreased $4.0 million for theghmonths ended June 30, 2009 as compared torégentonths
ended June 30, 2008 primarily due to the 68% dsergarealized natural gas and oil prices, exclydiiedges, and the 6% decrease in
production.

Production taxes decreased $6.1 million for thersixths ended June 30, 2009 as compared to timecsiths ended June 30, 2008
primarily due to the 61% decrease in realized réiyas and oil prices, excluding hedges.

Depreciation, Depletion and Amortization. Depreciation, depletion and amortization (“DD&A€xpense decreased $23.2 million for the
three months ended June 30, 2009 as compared tiordgmonths ended June 30, 2008. The decredse i® the full cost ceiling test
impairment charges recognized during the secorfbh@008 and during the first quarter of 2009 whiaecreased the full cost pool and thus
the DD&A rate. The DD&A rate for the second quax&2009 was $2.14 per Mcfe while the rate fordkeond quarter of 2008 was $3.67 per
Mcfe. The decrease in the rate was due to a lfwllezost asset base over a comparable reserveibése second quarter of 2009 as compared
to the same period in 2008.

DD&A expense decreased $30.3 million for the sixaths ended June 30, 2009 as compared to the sithmiended June 30, 2008. The
decrease is due to the full cost ceiling test impant charges recognized during the second h&008 and during the first quarter of 2009
which decreased the full cost pool and thus the BD&te. The DD&A rate for the six months endede)30, 2009 was $2.63 per Mcfe while
the rate for the same period of 2008 was $3.70Muée. The decrease in the rate was due to a léwllecost asset base over a comparable
reserve base in the first half of 2009 as comp#rede same period in 2008.

Impairment of Oil and Gas Properties. The June 30, 2009, the ceiling test computationeaésulated using hedge adjusted market prices
of gas and oil, which were based on a Henry Hubepof $3.89 per MMBtu and a West Texas Intermedidtprice of $66.25 per Bbl (adjust
for basis and quality differentials). Cash flowdbes of natural gas production in place at Jun@09 increased the calculated ceiling value
by approximately $55.3 million (pre-tax). Basednghis analysis, there was no write-down recomtetline 30, 2009. At June 30, 2008, the
ceiling test computation was calculated using hexttjested market prices of gas and oil, which vibsed on a Henry Hub price of $13.10 per
MMBtu and a West Texas Intermediate oil price o4@22 per Bbl (adjusted for basis and quality défeials). Cash flow hedges of natural
gas production in place at June 30, 2008 decrahsethlculated ceiling value by approximately $8&iion (net of tax). There was no write-
down required to be recorded at June 30, 2
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The March 31, 2009 ceiling test computation wasudated using hedge adjusted market prices of ga®i, which were based on a
Henry Hub price of $3.63 per MMBtu and a West Telxasrmediate oil price of $46.00 per Bbl (adjustedbasis and quality differentials).
Cash flow hedges of natural gas production in p&ddarch 31, 2009 increased the calculated ceiladge by approximately $79.7 million
(pre-tax). Based upon this analysis, a non-caghtgx write-down of $379.5 million was recordedvirch 31, 2009. At March 31, 2008, the
ceiling test computation was calculated using hexttjested market prices of gas and oil, which vibsed on a Henry Hub price of $9.37 per
MMBtu and a West Texas Intermediate oil price 0%53 per Bbl (adjusted for basis and quality défeials). Cash flow hedges of natural
gas production in place at March 31, 2008 decredsedalculated ceiling value by approximately $3million (net of tax). There was no
write-down required to be recorded at March 31,8200

General and Administrative Costs. General and administrative costs decreased @yrfillion for the three months ended June 30, 28%
compared to the three months ended June 30, ZDi8.decrease is primarily due to the decreasd & #illion in legal expenses incurred
during the second quarter of 2008 associated WélCalpine litigation, which was settled during therth quarter of 2008. This decrease was
partially offset by increased salaries, wages amkfits expense due to an increase in headcou& efployees for the second quarter of 2
compared to the second quarter of 2008.

General and administrative costs decreased byrillian for the six months ended June 30, 2009amspared to the six months ended
June 30, 2008. The decrease is primarily due tadicecase of $6.3 million in legal fees associatitl the Calpine litigation, which was sett
during the fourth quarter of 2008, offset by $2.@ion of higher payroll and benefit costs relatitigthe increase in employee headcount.

Total Other Expense

Total other expense includes interest expenseagisitencome and other income/expense, net whigleased $2.3 million for the three
months ended June 30, 2009 compared to the thrathmended June 30, 2008. The interest incomarised on cash balances, which were
lower during the quarter ended June 30, 2009 comapar June 30, 2008. Interest expense was highénd quarter ended June 30, 2009
compared to the same period in 2008 due primavily higher long-term debt balance and an increabgdrest rates related to the debt
refinancing. The quarter to date weighted avenatgeest rate for the second quarter of 2009 wet@% compared to 3.39% for the same
period in 2008.

For the six months ended June 30, 2009, total @keense increased by $1.4 million as compareldgsik months ended June 30, 2008
primarily as a result of increased interest expehugeto a higher long-term debt balance and inexkaderest rates as a result of the debt
refinancing during the period.

Provision for Income Taxes

The effective tax rate for the three and six morthded June 30, 2009 was 37.2% and 36.9%, reselgctiVhe effective tax rate for the
three and six months ended June 30, 2008 was 3an8986.6%, respectively. The provision for incoees differs from the tax computed at
the federal statutory income tax rate primarily tlustate income taxes, tax credits and other peentadifferences. The income tax benefit for
the six months ended June 30, 2009 includes arfillion downward adjustment recorded in the thramths ended March 31, 2009 related to
2008 state taxes.

We provide for deferred income taxes on the difiesebetween the tax basis of an asset or liakifity its carrying amount in our financial
statements in accordance with SFAS No. 109, “Actiagrfor Income Taxes.” This difference will resuittaxable income or deductions in
future years when the reported amount of the asdetbility is recovered or settled, respectiveBonsiderable judgment is required in
determining when these events may occur and whetewvery of an asset is more likely than not. dbefd tax assets are reduced by a
valuation allowance when, in the opinion of managetnit is more likely than not that some portiorab of the deferred tax assets will not be
realized. At June 30, 2009, we have a deferredisart of approximately $180.0 million resultingrmrily from the difference between the
book basis and tax basis of our oil and naturalpgaeperties. We believe that it is more likelyrth@ot that this deferred tax asset will be
realized through future taxable income generatethéyroduction of our oil and natural gas projstti

Liquidity and Capital Resources

Our primary source of liquidity and capital is mperating cash flow. We also maintain a revolving lof credit, which can be accessed as
needed to supplement operating cash flow. Addifignwe filed a universal shelf registration stagnt with the SEC during the period, which
positions us to raise additional funds in the edpitarkets as deemed appropriate. However, wertlyrdo not have any stated plans to issue
securities.

Operating Cash Flow . Our cash flows depend on many factors, includiregprice of oil and natural gas and the succéssio
development and exploration activities as wellidare acquisitions. We actively manage our exposumommodity price fluctuations by
executing derivative transactions to hedge the g&am prices of a portion of our production, thgrefitigating our exposure to price declines,
but these transactions will also limit our earnipgs$ential in periods of rising natural gas pricBise effects of these derivative transactions on
our natural gas sales are discussed above undsultRef Operations — Natural Gas.” Our currerttdeepositions are expected to increase
revenue by $37.0 million during the next six montfifie majority of our capital expenditures areditionary and could be curtailed if our
cash flows decline from expected levels. Currensnemic conditions and lower commodity prices caddersely affect our cash flow and
liquidity. We will continue to monitor our cash floand liquidity and if appropriate, we may considdjusting our capital expenditure progr
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Senior Secured Revolving Line of Credit. On April 9, 2009, we entered into the RestateddResr with BNP Paribas, as Administrative
Agent, and the other lenders identified thereinvaliog a senior secured revolving line of credittie amount of up to $600.0 million, replac
the prior revolving credit agreement, and extendisgerm until July 1, 2012. Availability underetfRestated Revolver is restricted to the
borrowing base, which is subject to review and sitijient on a send@nnual basis and other interim adjustments, inolyididjustments based
our hedging arrangements. Our borrowing basepsmgent on a number of factors including our |®fgkserves as well as the pricing outl
at the time of the redetermination. A reductiorapital spending could result in a reduced leveksérves thus causing a reduction in the
borrowing base. The borrowing base under the ResRevolver is currently set at $375.0 million. Trext borrowing base review is schedt
for the fall of 2009. Amounts outstanding under Restated Revolver bear interest, as amendedeaeifisg margins over London Interbank
Offered Rate (LIBOR) of 2.25% to 3.00%. Borrowingsder the Restated Revolver are collateralizeddsfepted first priority liens and
security interests on substantially all of our éssecluding a mortgage lien on oil and natural geoperties having at least 80% of the pre-tax
SEC PV-10 reserve value, a guaranty by all of aumektic subsidiaries, and a pledge of 100% of tambership interests of domestic
subsidiaries. These collateralized amounts undemtbrtgages are subject to seaniual reviews based on updated reserve informatienare
subject to the financial covenants of a minimunrent ratio of not less than 1.0 to 1.0 as of the @each fiscal quarter and a maximum
leverage ratio of not greater than 3.5 to 1.0,udated at the end of each fiscal quarter for the fiscal quarters then ended, measured quarterly
with the pro forma effect of acquisitions and diteses. At June 30, 2009, our current ratio wasahd the leverage ratio was 1.3. In addi
we are subject to covenants limiting dividends atieér restricted payments, transactions with at#éis, incurrence of debt, changes of control,
asset sales, and liens on properties. We werenipléance with all covenants at June 30, 2009. B&ugust 6, 2009, we have $200.0 million
outstanding with $175.0 million available for baniog under the Restated Revolver. At June 30, 28D@mounts drawn under the Restated
Revolver are due and payable on July 1, 2012.

Second Lien Term Loan.  On April 9, 2009, we also entered into RestatethTLoan with BNP Paribas, as Administrative Ageami
other lenders identified therein replacing the pfierm Loan extending its term until October 2, 20Borrowings under the Restated Term
Loan were initially set at $75.0 million and beateirest at LIBOR plus 8.5% with a LIBOR floor 06%6. The Restated Term Loan had an
option to increase fixed and floating rate borraygy up to $25.0 million to $100.0 million priar May 9, 2009. We exercised this option on
April 21, 2009 and the increased borrowings coadisif $5.0 million of floating rate borrowings a$20.0 million of fixed rate borrowings at
13.75%. The loan is collateralized by second pridiens on substantially all of our assets. Wesrgject to the financial covenants of a
minimum asset coverage ratio of not less thand. 6@ and a maximum leverage ratio of not more tharto 1.0, calculated at the end of each
fiscal quarter for the four fiscal quarters thedeth, measured quarterly with the pro forma efféetoguisitions and divestitures. At June 30,
2009, our asset coverage ratio was 2.8 and thedgeeatio was 1.3. In addition, we are subjecioieenants limiting dividends and other
restricted payments, transactions with affiliatesurrence of debt, changes of control, asset safeksliens on properties. We were in
compliance with all covenants at June 30, 2009 .0fAkine 30, 2009, we had $80.0 million of variataliee borrowings and $20.0 million of
fixed rate borrowings outstanding under the Redt@isrm Loan. At June 30, 2009, the principal be¢aof the Restated Term Loan was due
and payable on October 2, 2012.

Our current liquidity position is supported by dRestated Revolver. Our ability to raise capitgletels on the current state of the capital
markets, which are subject to general economidrashastry conditions. We will continue to monitoetfinancial markets as the availability
price of capital in these markets could negatiafgct our liquidity position.

Cash Flows

The following table presents information regardihg change in our cash flow:

Six Months Ended June 30

2009 2008
(In thousands)
Cash flows provided by operating activit $ 77,101 $ 213,98¢
Cash flows used in investing activiti (62,444 (149,07()
Cash flows (used in) provided by financing actesti (7,999 2,63
Net increase in cash and cash equival $ 6,66 $ 67,55:

Operating Activities. Key drivers of net cash provided by operating dii¢is are commodity prices, production volumes eosts and
expenses, which primarily include operating castses other than income taxes, transportation andrgl and administrative expenses. Net
cash provided by operating activities continuetiéa primary source of liquidity and capital usedimance our capital program.
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Cash flows provided by operating activities deceelasy $136.9 million for the six months ended JB0£2009 as compared to the same
period for 2008. The decrease in 2009 primariguted from lower realized average natural gasalngrices. In addition, at June 30, 2009,
we had a working capital surplus of $73.4 milliobhis surplus was primarily attributable to thergese in derivative instruments and a
decrease in accrued liabilities.

Investing Activities. The primary driver of cash used in investingwiogs is capital spending.

Cash flows used in investing activities decreasefid®.6 million for the six months ended June 3MPas compared to the same period
for 2008. During the six months ended June 30920@ participated in the drilling of 27 gross weedls compared to the drilling of 71 gross
wells during the same period in 2008.

Financing Activities. The primary drivers of cash (used in) providgdibancing activities are borrowings and repayrsett the
revolving credit facility and equity transactiorssaciated with the exercise of stock options artinvg of restricted stock.

Cash flows (used in) provided by financing actastdecreased by $10.6 million as compared to the geriod for 2008. The net
decrease is primarily related to a $30.0 milliogrpant on the revolving credit facility in the sedoguarter of 2009, $5.8 million of loan fees
paid in connection with the Restated Revolver asdt&ed Term Loan during the second quarter of 20f8et by $28.4 million of borrowings
on the revolving credit facility during the firsali of 2009.

Capital Expenditures

Our capital expenditures for the six months endegt B0, 2009 decreased by $48.5 million to $541Bamicompared to the same periot
2008. During the six months ended June 30, 20@Qarticipated in the drilling of 27 gross wellglwihe majority of these being in the Lobo
region. Our positive operating cash flow and aasthand are sufficient to fund planned capital exiiteires for 2009, which are projected tc
$115.0 million. We have the discretion to adjuspital spending plans throughout the year in respéa market conditions and the availability
of proceeds from possible divestitures.

Commodity Price Risk, I nterest Rate Risk and Related Hedging Activities

The energy markets have historically been verytileland there can be no assurance that oil andadajas prices will not be subject to
wide fluctuations in the future. To mitigate oupesure to changes in commodity prices, managenesigds oil and natural gas prices from
time to time primarily through the use of certagridative instruments including fixed price swalbpasis swaps, costless collars and put opt
Although not risk free, we believe these activitig8 reduce our exposure to commaodity price flatians and thereby achieve a more
predictable cash flow. Consistent with this poliedg have entered into a series of natural gas {fiptese swaps, which are intended to establish
a fixed price for a portion of our expected natwas production through 2010. The fixed-price sagfeements we have entered into require
payments to (or receipts from) counterparties basetthe differential between a fixed price and dalde price for a notional quantity of
natural gas without the exchange of underlying n@s. The notional amounts of these financial ims&nts were based on expected proved
production from existing wells at inception of thedge instruments.

The following table sets forth the results of congity hedging transaction settlements for the peended June 30, 2009:

Three Months Ended June

30, Six Months Ended June 30
Natural Gas 2009 2008 2009 2008
Quantity settled (MMBtu 5,199,83. 6,636,21 10,342,52 12,792,43
Increase (decrease) in natural gas sales revemtieofisands $ 21,80: $ (16,599 $ 37,15¢ % (17,29¢)
Interest Rate Sway
Increase in interest expense (In thousa $ 52z $ 33k % 1,032 $ 46C

As of June 30, 2009, borrowings under our RestR&blver and Restated Term Loan mature on Julp12 2nd October 2, 2012,
respectively, and bear interest at a LIBOR-bastal fidhis exposes us to risk of earnings loss duecteases in market interest rates. To
mitigate this exposure, as of June 30, 2009, we leatered into a series of interest rate swap agrets through December 2010. If we
determine the risk may become substantial anddbts @re not prohibitive, we may enter into addaidnterest rate swap agreements in the
future.

In accordance with SFAS No. 133, as amended, dllateve instruments, not designated as a normathmase sale, are recorded on the
balance sheet at fair market value and changémifair market value of the derivatives are recdrelach period in current earnings or other
comprehensive income, depending on whether a desvia designated as a hedge transaction, anchdegeon the type of hedge transaction.
Our derivative contracts are cash flow hedge tretitsas in which we are hedging the variability et flow related to a forecasted transaction.
Changes in the fair market value of these derieatigtruments are reported in other comprehensn@e and reclassified as earnings in the
period(s) in which earnings are impacted by théabdity of the cash flow of the hedged item. Wsess the effectiveness of hedging
transactions on a quarterly basis, consistent dédumented risk management strategy for the patitiedging relationship. Changes in the
fair market value of the ineffective portion of betow hedges, if any, are included in other incdieepense).
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Our current commaodity and interest rate hedge ositare with counterparties that are participantsur credit facilities. This allows us
secure any margin obligation resulting from a niegathange in the fair market value of the derix&tontracts in connection with our credit
obligations and eliminate the need for independeltateral postings. As of June 30, 2009, we hadeposits for collateral.

Capital Requirements

The historical capital expenditures summary tablia¢luded in Item 1. Business in our 2008 Annuep®&t and is incorporated herein by
reference.

Our capital expenditures for the period ended Athe&009 were $54.9 million, and we have plansatefully execute an organic capital
program in 2009 that can be funded from interngéiperated cash flows. We also have the discrétioise available cash, borrowings under
our Restated Revolver, and proceeds from divesstto fund capital expenditures, including acquisg, that make sense for the
Company. However, our main priority for the foreable future is to preserve liquidity and maxintize financial position of the Company.

Commitments and Contingencies

As is common within the industry, we have entergd ivarious commitments and operating agreemefaterkto the exploration and
development of and production from proved oil aatural gas propertieslt is management’s belief that such commitments lvéimet
without a material adverse effect on our finanpiasition, results of operations or cash flows.

We are party to various litigation matters and adstiative claims arising out of the normal coun§business. Although the ultimate
outcome of each of these matters cannot be abgotigeermined, and the liability the Company maynuiately incur with respect to any one
these matters in the event of a negative outcomelmdn excess of amounts currently accrued wisheet to such matters, management does
not believe any such matters will have a matedakase effect on the Company’s financial positi@sults of operations or cash flows.

ltem 3. Quantitative and Qualitative Disclosures Adout Market Risk

We are currently exposed to market risk prima@iated to adverse changes in oil and natural gesgpand interest rates. We use
derivative instruments to manage our commodityeprisk caused by fluctuating prices. We do nogeimto derivative instruments for trading
purposes. For information regarding our exposuieettain market risks, see Iltem 7A. “Quantitatinel Qualitative Disclosure About Market
Risk” in our 2008 Annual Report and Note 4 includedPart I. Item 1. Financial Statements of thisrkd.0-Q.

At June 30, 2009, we had open natural gas dervéidges in an asset position with a fair valu®4af8 million. A 10 percent increase in
natural gas prices would reduce the fair valuefgpraximately $6.5 million, while a 10 percent dexge in natural gas prices would increas
fair value by approximately $6.3 million. Thesé fealue changes assume volatility based on priexpiharket parameters at June 30,

2009. The effects of these derivative transact@msur natural gas sales are discussed above tRegults of Operations — Natural Gas”. In
addition, the majority of our capital expendituresliscretionary and could be curtailed if our clistvs decline from expected levels.

Our current cash flow hedge positions are with tegarties who are lenders in our credit faciliti@ased upon communications with
these counterparties, the obligations under thessdctions are expected to continue to be meeWkiated non-performance risk using
current credit default swap values and default gbdlties for each counterparty and recorded a deavd adjustment to the fair value of our
derivative assets in the amount of $0.3 milliodwate 30, 2009. We currently know of no circumsgartbat would limit access to our credit
facility or require a change in our debt or hedgstrgicture.

Item 4. Controls and Procedures

(a) Under the supervision and with the participatdd our management, including our Chief Execu@fécer and Chief Financial Officer,
we conducted an evaluation of the effectivenesheflesign and operation of our disclosure conantsprocedures, as defined in Rules 13a-
15(e) and 15d-15(e) under the Securities Excham®®1934, as amended (“Exchange Act”), as of Bhe&009. Based on that evaluation,
and in light of the material weakness set fortlolaelthe Chief Executive Officer and Chief Finand@dficer concluded that, as of June 30,
2009, our disclosure controls and procedures weteffiective in providing reasonable assuranceitifatmation required to be disclosed by
in the reports filed or submitted by us under tlettange Act is recorded, processed, summarizedegaited within the time periods specif
in the SEC’s rules and forms, and that such inféionas accumulated and communicated to the Comipangnagement, including the Chief
Executive Officer and Chief Financial Officer, gspeopriate, to allow timely decisions regardinguieed disclosure.
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As of June 30, 2009, we identified a material wealsnin our internal controls over financial repagtielated to the monthly calculation
and review of our DD&A expense that existed dutimg second quarter of 2009. Specifically, a caldoh error was made that overstated our
DD&A expense for the period and was not identifiethe subsequent internal review. The requirgdsaichent was recorded in our financial
information for the three months ended June 30920 address this material weakness, we havegeldbour review procedures to include a
more comprehensive monthly review of the calcufatisVhile we believe that the steps we have takiéirsufficiently address this material
weakness in internal control over financial repagtithere can be no assurance that the measutesgetleave taken are adequate.

(b) Other than the material weakness discussedealtiosre were no changes in our internal contret éimancial reporting that occurred
during the most recent fiscal quarter that haveenelty affected, or are reasonably likely to mathty affect, our internal control over financial
reporting.

PART Il. Other Information
Item 1. Legal Proceedings

We are party to various oil and natural gas lifigammatters arising out of the ordinary course udibess as well as administrative claims
related to employment issues. While the outcont@ede proceedings cannot be predicted with céytaire do not expect these matters to
have a material adverse effect on the consolid@tadcial statements.

Item 1A. Risk Factors

As of the date of this filing, there have been retemial changes in our risk factors from those jmesly disclosed in Item 1A of our 2008
Annual Report.

Iltem 2. Unregistered Sales of Equity Securities ahUse of Proceeds

Purchases of Equity Securities by the Issuer and Affiliated Purchasers for the three months ended June 30, 2009

Maximum
Number (or
Total Approximate
Number of  Dollar Value)
Shares of Shares
Purchased a: that May yet
Total Part of Be
Number of Publicly Purchased
Shares Average Announced Under the
Purchased Price Paid Plans or Plans or
Period (1) per Share Programs Programs
April 1 - April 30 881 $ 6.3¢ - -
May 1- May 31 42€ 7.17 - -
June 1- June 3( 1,554 8.7( - -
Total 2,861 $ 7.7¢ - -

(1) All of the shares repurchased were surrenderedriployees to pay tax withholding upon the vestingestricted stock awards. The
repurchases were not part of a publicly announcedrpm to repurchase shares of our common stocldoawe have a publicly
announced program to repurchase shares of our carstook.

Issuance of Unregistered Securities
None.

Item 3. Defaults Upon Senior Securities

None.
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Item 4. Submission of Matters to a Vote of SecugtHolders

On May 8, 2009, we held our Annual Meeting of Shatders. At the meeting, shareholders voted ontiele of all of our currel
directors to serve until the next annual meetinghafreholders. The following is a summary of th&es on this item:

Votes For Votes Withheld
Randy L. Limbache 46,979,87 1,212,43i
D. Henry Houstor 31,584,83 16,607,48
Richard W. Beckle 31,584,09 16,608,22
Donald D. Patteson, < 31,579,85 16,612,45
Josiah O. Low Il 31,584,03. 16,608,27
Philip L. Fredericksol 47,228,19 964,12(
Matthew D. Fitzgerali 47,228,21 964,09!

With respect to the ratification of the appointmefthe Company’s Independent Public AccountingrkiPricewaterhouseCoopers LLP
for 2009, the following is a summary of the votestbis item:

For 48,117,76 Against 53,12¢ Abstain 21,42
With respect to Proposal No. 3, approval of an anemnt to the Company’s Amended and Restated 200§-Ierm Incentive Plan to
allow for the grant of stock options, stock awaréstricted stock, restricted stock units, stogirapiation rights, performance awards and ¢
incentive awards to employees, non-employee dire@nd other service providers the following isimmary of the votes on this item:
For 41,696,50 Against 2,004,42. Abstain 36,71¢ Broker Nor-votes  4,454,66!

Iltem 5. Other Information

None.
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Iltem 6. Exhibits

Exhibit Number

Description

3.1

3.2

4.1

10.18

10.19

311

31.2

32.1

Certificate of Incorporation (incorporated herejnrbference to Exhibit 3.1 to the Comp’s Registration Statement
Form &-1 filed on October 7, 2005 (Registration No. -128888)).

Amended and Restated Bylaws (incorporated herirefgrence to Exhibit 3.2 to the Company's Curregppdt on Forn
8-K filed on December 10, 2008 (Registration No.-51801)).

Registration Rights Agreement (incorporated hebgimeference to Exhibit 4.1 to the Company’s Regt&in Statement
on Form &1 filed on October 7, 2005 (Registration No. -128888)).

Amended and Restated Senior Revolving Credit Agesgrtincorporated herin by reference to Exhibitl8dto the
Company's Current Report on For-K filed on April 15, 2009 (Registration No. 0-51801)).

Amended and Restated Second Lien Term Loan Agreefimeonrporated herin by reference to Exhibit 10td$he
Company's Current Report on Fori-K filed on April 15, 2009 (Registration No. 0-51801)).

Certification of Periodic Financial Reports by Chiexecutive Officer in satisfaction of Section 362the Sarban«-Oxley
Act of 2002

Certification of Periodic Financial Reports by Chitenancial Officer in satisfaction of Section 362the Sarbanes-Oxley
Act of 2002

Certification of Periodic Financial Reports by Chiiexecutive Officer and Chief Financial Officer satisfaction o
Section 906 of the Sarbal-Oxley Act of 2002
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdréport to be signed on its behalf by
the undersigned thereunto duly authorized.

ROSETTA RESOURCES INC

By: /s/MICHAEL J. ROSINSKI
Michael J. Rosinsk
Executive Vice President and Chief Financial Officer

(Duly Authorized Officer and Principal Financial fi@er)

Date: August 6, 2009
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Exhibit Number

ROSETTA RESOURCES INC.
EXHIBIT INDEX

Description

3.1

3.2

4.1

10.18

10.19

31.1

31.2

32.1

Certificate of Incorporation (incorporated hereinrbference to Exhibit 3.1 to the Comp’s Registration Statement
Form -1 filed on October 7, 2005 (Registration No. -128888)).

Amended and Restated Bylaws (incorporated herirefarence to Exhibit 3.2 to the Company's Curregpdt on Form
8-K filed on December 10, 2008 (Registration No.-51801)).

Registration Rights Agreement (incorporated hebgimeference to Exhibit 4.1 to the Company’s Regtgin Statement
on Form &1 filed on October 7, 2005 (Registration No. -128888)).

Amended and Restated Senior Revolving Credit Agezrtincorporated herin by reference to Exhibitl8dto the
Company's Current Report on Fori-K filed on April 15, 2009 (Registration No. 0-51801)).

Amended and Restated Second Lien Term Loan Agreefimenrporated herin by reference to Exhibit 10td $he
Company's Current Report on Fori-K filed on April 15, 2009 (Registration No. 0-51801)).

Certification of Periodic Financial Reports by Chiiexecutive Officer in satisfaction of Section 30Pthe Sarbane®xley
Act of 2002

Certification of Periodic Financial Reports by Ciiénancial Officer in satisfaction of Section 36Rthe Sarban-Oxley
Act of 2002

Certification of Periodic Financial Reports by Chiexecutive Officer and Chief Financial Officer $atisfaction o
Section 906 of the Sarbai-Oxley Act of 200z
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Exhibit 31.1

I, Randy L. Limbacher, certify that:

1. I have reviewed this report on Form 10-Q of &@sResources Inc. (the “Registrant”);

2. Based

on my knowledge, this report does natadomny untrue statement of a material fact ortamstate a material fact necessary to

make the statements made, in light of the circunt&s under which such statements were made, nigtaisg with respect to the period
covered by this report;

3. Based

on my knowledge, the financial statememts other financial information included in théport, fairly present in all material

respects the financial condition, results of operstand cash flows of the Registrant as of, andlffie periods presented in this report;

4. The Registrant’s other certifying officer andré responsible for establishing and maintainisgldsure controls and procedures (as

defined in

Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportigg defined in Exchange Act Rules 13a-

15(f) and 15d-15(f)) for the Registrant and have:

a)

b)

d)

Designed such disclosure controls and proceduresiused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the Registrant, including its consolidhgeibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

Designed such internal control over finahm@aorting, or caused such internal control ovearicial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataroece with generally accepted accounting princjj

Evaluated the effectiveness of the Regissalisclosure controls and procedures and predentthis report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougredis report based on such
evaluation; ant

Disclosed in this report any change in the Regi¢’s internal control over financial reporting thatomed during the Registré s
most recent fiscal quarter that has materiallycéfe, or is reasonably likely to materially affette Registrant’s internal control
over financial reporting; an

5. The Registrant’s other certifying officer andave disclosed, based on our most recent evatuatimternal control over financial

reporting,
functions)

a)

to the Registrant’s auditors and thdatazamittee of the Registrant’s board of direct@spersons performing the equivalent

All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting which a
reasonably likely to adversely affect the Regid’s ability to record, process, summarize and refpmahcial information; an

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the Registra’s
internal controls over financial reportir
Date: August 6, 2009 /s/Randy L. Limbache

Randy L. Limbache
President and Chief Executive Offic




Exhibit 31.2

I, Michael J.

Rosinski, certify that:

1. I have reviewed this report on Form 10-Q of &@sResources Inc. (the “Registrant”);

2. Based

on my knowledge, this report does natadomny untrue statement of a material fact ortamstate a material fact necessary to

make the statements made, in light of the circunt&s under which such statements were made, nigtaisg with respect to the period
covered by this report;

3. Based

on my knowledge, the financial statememts other financial information included in théport, fairly present in all material

respects the financial condition, results of operstand cash flows of the Registrant as of, andlffie periods presented in this report;

4. The Registrant’s other certifying officer andré responsible for establishing and maintainisgldsure controls and procedures (as

defined in

Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportigg defined in Exchange Act Rules 13a-

15(f) and 15d-15(f)) for the Registrant and have:

a)

b)

d)

Designed such disclosure controls and proceduresiused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the Registrant, including its consolidhgeibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

Designed such internal control over finahm@aorting, or caused such internal control ovearicial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataroece with generally accepted accounting princjj

Evaluated the effectiveness of the Regissalisclosure controls and procedures and predentthis report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougredis report based on such
evaluation; ant

Disclosed in this report any change in the Regi¢’s internal control over financial reporting thatomed during the Registré s
most recent fiscal quarter that has materiallycéfe, or is reasonably likely to materially affette Registrant’s internal control
over financial reporting; an

5. The Registrant’s other certifying officer andave disclosed, based on our most recent evatuatimternal control over financial

reporting,
functions)

a)

to the Registrant’s auditors and thdatazamittee of the Registrant’s board of direct@spersons performing the equivalent

All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting which a
reasonably likely to adversely affect the Regid’s ability to record, process, summarize and refpmahcial information; an

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the Registra’s
internal controls over financial reportir
Date: August 6, 2009 /s/Michael J. Rosins}

Michael J. Rosinsk
Executive Vice President and Chief Financial Offi




Exhibit 32.1

Certification of Chief Executive Officer and Chief Financial Officer
Pursuant to 18 U.S.C. Section 1350
As Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Quarterly Report of Ros&#sources Inc. (“the Company”) on Form 10-Q forgkeod ended March 31, 2009
(“Form 10-Q"), each of the undersigned officerdled Company certifies pursuant to Section 906 efSarbanes-Oxley Act of 2002, 18 U.S.C.
Section 1350, that to the best of such officeriewledge: (i) the Form 10-Q fully complies with trexjuirements of Section 13(a) or 15(d) of
the Securities Exchange Act of 1934, as amendet(igrthe information contained in the Form 10-&xlfy presents, in all material respects,
the financial condition and results of operatiohthe Company.

Date: August 6, 2009 /s/Randy L. Limbache

Randy L. Limbache
President and Chief Executive Offic

/s/Michael J. Rosinsl
Michael J. Rosinsk
Executive Vice President and Chief Financial Offi






