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| am pleased to report that we've had success on each of the
initiatives, ultimately resulting in:

An agreement to sell all of our Argentina properties.for $675
million, which is expected to close in March 2006

An agreement to sell our deepwater GOM assets, other
than the Clipper discovery announced in late 2005, for
$1.3 billion, which is also expected to close in March 2006

An additional $641 million of share repurchases in 2005
for total share repurchases of $941 million for the year

Plans to initiate a $359 million share repurchase program
upon closing the asset sales

A 2006 capital budget of $1.3 billion with 80% allocated to
onshore North American activities

A reduction in higher-impact, high-risk exploration to 10%
of the 2006 capital budget versus approximately 30% in 2005

.l A 20% increase in the semiannual dividend paid on

 Upon completion of the divestitures, our North American
assets will represent approximately 98% of proved reserves
and 92% of daily production. Pioneer will be a smaller com-
pany with fewer shares outstanding, minimal debt and an

outlook for strong, profitable production growth. \

Over the ne;(t five years, we expect to achieve compoﬂqded
annual production growth in excess of 10% through Ol}ﬁ
development drilling program, with significant upside as we
establish new resource plays, acquire incremental core
area assets or have success in our higher-impact explofétiorl‘l;
program. We plan to primarily concentrate on predictable oil
and gas basins in North America that can deliver strong,
consistent growth while continuing the development of
fields in AIéska,Tunisia and South Africa that are expectedlto
add %'ignifican't production within two years,
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to support our core area expansion efforts and the evaluation
of new resource plays.

Initiating changes such as these is extremely challenging
and requires significant effort on the part of many employees.
I'm proud of the way our employees rose to the challenge, and
we all appreciate their efforts. I'm also proud of Pioneer’s
strong sense of community, which was evident as many em-
ployees joined the Company this year in giving generously to
assist the less fortunate and the victims of the hurricanes.

The health and safety of our employees and the environments
in which we work are a top priority at Pioneer, and again in
2005, our people demonstrated leadership in these areas.

In December 2005, long-time board member James L. Houghton
retired from the board of directors. We appreciate his years of
service and commitment to Pioneer’s success.

The initiatives we undertook during 2005 created a period of
temporary uncertainty for our investors. We knew it would take

common shares outstanding to $0.12 per share 'k ':|_'gime to deliver on the initiatives ana| demonstrate success
R 1 | " under 'ghpf new strategy, and we appreciate your patience. | am
: .co'hfiden'p in our ability to again deliver top-tier performance

and look forward to earning your continued support.

Scott D. Sheffield
Chairman and CEO

CASH FLOW FROM OPERATIONS

(MILLIONS) (MILLION BARRELS OIL EQUIVALENT)
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2005 ACCOMPLISHMENTS

B Record cash flow from operations of $1.3 billion

B Net income per diluted share up 54%

B Drilled 820 wells with 95% success

B Repurchased 20 million shares

ANNUAL PRODUCTION

B Increased the dividend paid on common shares by 20%

FIVE-YEAR GROWTH PLAN

B Greater than 10% average annual growth expected from lower-risk drilling

and development

B Significant upside with success in establishing new resource plays, acquiring
incremental core area assets or with higher-impact exploration program

PROVED OIL AND GAS RESERVES
987 MILLION BARRELS OIL EQUIVALENT*

GAS 57%
® OIL 43%

“Proved reserves as of 12/31/05, 82% of reserves audited by Netherland,
Sewell & Associates, Inc.

2006 CAPEX BUDGET
$1.3 BILLION

NET INCOME
(MILLIONS)

$600

$500

$400

$300
03 05
DEVELOPMENT 70%
O RESOURCE PLAYS 20%

@ HIGHER-IMPACT EXPLORATION 10%
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NORTH AMERICA FOCUS
2006 PLANS

Alaska North Slope
Developing Oooguruk project
Planning 3 exploration wells

Alaska Cook Inlet

Evaluating 3-D seismic for mid-year decision
on developing Cosmopolitan project

Northeast British Columbia
Planning 50 wells in Chinchaga field

South Central Alberta
Planning 200 wells in Horseshoe Canyon CBM play
Establishing Mannville CBM pilot programs in 3 areas

Rocky Mountains

CBM tests and pilot programs in Uinta,
Piceance and Sand Wash basins

Southern Colorado
Planning 330 CBM wells in Raton field

Northern Louisiana & Mississippi
Testing new unconventional gas plays

West Texas
Planning 350 wells in Spraberry field

South Texas

Drilling 15 to 20 wells in Pawnee field and 15 to 20
low-risk exploration wells to test Edwards Reef expansion

Gulf Coast

Evaluating 4 recent Shelf discoveries

4 | Pioneer Natural Resources

A STRATEGY FOR PROFITABLE GROWTH

B Focusing on predictable oil and gas basins B Shifting exploration focus to lower-risk
in North America that can deliver strong, resource plays onshore North America
consistent growth

B Continuing selective higher-impact

B Adding new unconventional CBM and tight exploration for longer-term upside

gas resource plays in North America
B Continuing to pursue acquisition

B Developing sizable discoveries offshore opportunities to expand core areas

Alaska and South Africa

B Working to commercialize several
discovered resources

Southern Tunisia

Expanding drilling program and shooting
new 3-D seismic

West Africa

Drilling exploration well and shooting
new 3-D seismic offshore Nigeria

South Africa
Developing South Coast Gas project

2005 Annual Report | 5



When it comes to solid foundation assets, Pioneer's West
Texas Spraberry field, with its long-lived oil and gas reserves,
stable production and low maintenance capital cost, meets

the requirements.

Texas is where gall began, over 25 years ago, and is still a cornerstone

for Pioneer with over 2,500 drilling locations in West Texas and

S : R " an exciting field expansion underway in South Texas.
S ""; \ - e A S \ We are the largest producer in the field and have set the stan-
5 - 2 - e .- eI \__,-r""'!" ’ ; dards for best practices in development and operations.
-— == : - # ) ' This resource play covers over 11,000 square miles, with

- ,_-.'-".".:. -h‘ ever-expanding field boundaries, and we continually pursue
- opportunities to increase our working interest and acreage
o 4 ) position. We are accelerating Spraberry field development

_ in 2006, almost doubling the level of activity, with plans to drill
0 ‘ ?'_E' 1 1 1 I J § approximately 350 wells. We also see opportunities to target

1. "F ”lll} ih,f.

1 f.l_.iil"

AY TR T 1 _ ' deeper zones, and a portion of these wells will test that potential.
VES T /U8
/N In the Texas Panhandle and extending north into Kansas,

A Pioneer’s long-lived Hugoton and West Panhandle gas fields
HeA S also contribute to our solid North American foundation with
Y : _ dependable production and cash flow.

il

In South Texas, we are expanding our Pawnee resource play
concept along the Edwards Reef trend with very promising
g : results. We have been the most active driller in this area for
' X several years and have established a large and growing acreage
position along the trend. We've added significant production
and reserves and gained critical knowledge and experience,
cutting the time needed to drill a well by half over the last five

ot s et il program underecy i 4 years. During 2006, we plan to drill 30 to 40 wells to develop
the Eawareg Reef trend in South Texas. In the heart of n reserves and further define this opportunity.

the 250-mile trend, the Company is developing its
Pawnee field in which the estimate of gross ultimate | . . ) .
recoverable gas reserves has grown every year over the B|g Bend National Park, shown here, IS appr0XImate|y 200
last 10 years and more than doubled during that time.
To expand on its Pawnee success, Pioneer has been m”eS SOUth Of Pioneel"s Operations in West Tean.
actively acquiring acreage covering a number of analogous
prospects. Early test results from two discoveries drilled
in late 2005 and early 2006 are very encouraging.

6 | Pioneer Natural Resources




The Rocky Mountains are home to Pioneer’s CBM gas

operations in the Raton Basin and promising pilot programs testing the CBM

resource potential of three other basins in northern Colorado and Utah.

Pioneer entered the Rockies in 2004 with its merger with Evergreen
Resources, becoming the largest operator in the long-lived Raton
Basin CBM play and gaining prospective acreage in other Rockies
basins. We plan to drill 330 Raton wells duing 2006 and have a
large inventory of future drilling locations providing growth opportu-
nities for years to come. By owning much of the equipment required
to drill and operate wells in this resource play, Pioneer not only gains
100% access to the equipment, but is also able to more actively man-
age its costs and has set the industry standard for efficient operations.
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In the Raton Basin, Pioneer utilizes an integrated
services model and owns and operates most of the
equipment used in the field, including the coiled-tubing
drilling rig shown here. This model allows the Company
to control costs and the availability of services, gain

drilling and completions efficiencies and improve quality.
Pioneer owns one other drilling rig, six workover rigs,
four fracture stimulation fleets and other service and

maintenance equipment and employs the crews

We are leveraging our Raton expertise to develop
other emerging CBM projects in the Rockies and
southern Canada. Northwest of the Raton Basin,
on both sides of the Colorado/Utah border,
Pioneer is testing the resource potential of horizon-
tal CBM wells in the Uinta, Piceance and Sand Wash
basins. We have over 150,000 net acres with
CBM potential in these basins, 27 producing wells
and 35 wells that are being tested or awaiting
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responsible for operating the equipment.

completion or pipeline access. Based on these
encouraging results, Pioneer plans to drill 50 CBM
wells in these basins during 2006 and believes
that success with these wells could establish the
potential for more than 1,500 future drilling locations.
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Pioneer’s activities in Canada are centered in two areas,
the Chinchaga field which straddles the border in northern
British Columbia and Alberta and the Horseshoe Canyon
and Mannville coal beds in south central Alberta. While our
current Canadian production and reserves are a relatively
small percentage of the total company, these three resources
have the potential to significantly increase our Canadian
gas reserves and double our net daily gas production.

."‘

Canada’s rich gas resources offer significant:potential for
Pioneer to steadily increase production andreserves from both

conventional and unconventional fields. 2

Our Chinchaga field has been producing and expanding & ‘ e 154 o= f‘

since 1994, and during 2006, we plan to duplicate our 2005 7 ‘~ i o

program and drill approximately 60 wells. With 150 additional g ol :' -_-'1'_':.1-_:-

well locations and sufficient infrastructure in place, we expect % g ' c i

to continue to add new production from the field over the next : :;_g TR : Hy Ty

few years. - ﬁ%‘ 7 ! H#.ﬁ g % #

In south central Alberta, Pioneer has a very active drilling L "1 }" e _5+""'1 2
campaign underway in the Horseshoe Canyon CBM play, A "8 f‘-*' . '

having drilled 157 wells during the second half of 2005 b S - e "
and planning to drill approximately 200 wells during 20086. R LG Ve 51"- a.:ﬂ._ ::1 i '?’?'.-iﬁ;:.‘?;
Mannville coal beds are also widely distributed in this ;. RGNV R Y '1“*;3--'"'" b e

area and commercially producing from nearby acreage.
During 2006, Pioneer will initiate three pilot programs and
drill eight horizontal wells to test the CBM potential of the
Mannville formation where the Company holds 74,500 acres.

The Horseshoe Canyon CBM field was discovered in
2000 and has produced approximately 126 billion cubic
feet of gas to date. Pioneer entered the field in 2004
through its merger with Evergreen Resources and has
since added to its acreage position. Wells generally
require less than 24 hours to drill and are fracture
stimulated using nitrogen. The Company expects to add
two rigs to its drilling program during the first half

of 2006 and drill 200 wells by year—end.

2005 Annual Report | 11



To effectively explore for and develop new fields in Alaska,

Pioneer is tackling complex projects and field development We entered AlaSka in 2002’ recognizmg the Opportunity to

with an emphasis on lowering costs and maximizing

recoverable reserves. Pioneer is utilizing a new type of bring an independent,s mindset Of Stream”ning processes

rig specifically designed to withstand the arctic conditions

of the North Slope while being light enough to reduce the and rEdUCing costs to a landscape prEViOUS|y dominated

size and construction costs of the ice roads required for

R, e sy S . T (s i el by major oil companies where medium-sized prospects
Zfl?el:iigsa?;c?j:ae:pvsrt:x:wv;i;ltyhigoa R had been left untapped. That year we drilled three appraisal
wells in the Oooguruk field during an abbreviated winter
season. Earlier this year, we approved Oooguruk as our first
field development project in Alaska. We are already busy build-
ing ice roads and a gravel island in preparation for devel-
opment drilling beginning in 2007 and first oil production

in 2008.

We have a similar opportunity under evaluation in southern
Alaska in the Cook Inlet. During 2005, we took a working
interest in the Cosmopolitan unit and completed a 3-D
seismic survey over a field that had been discovered by
previous drilling. We hope to complete our evaluation and

make a decision on assuming operatorship of the unit,
which is approximately two miles offshore and 65 miles to
the nearest refinery, by mid-2006.

Alaska has long been known for its rich oil and gas
resources, and when legislative changes opened
access to new entrants, Pioneer became one of the

first independents to operate on the North Slope.

E = On the central North Slope, we have also gained acreage
—_ near existing field infrastructure where we plan to drill two
—— additional exploration wells in 2006. To drill these and other

prospects, Pioneer entered a multi-year drilling contract for
a new lightweight, highly mobile rig that allows for more
efficient operations during the short winter drilling season.

12 | Pioneer Natural Resources




Pioneer’s goal to enter North Africa was realized when, in
2001, we acquired interests in several blocks in the prolific
Ghadames Basin in Tunisia. Early drilling success resulted
in the discovery of the Adam field, which is currently pro-
ducing approximately 17,000 gross barrels of oil per day
from the eight wells drilled with 100% success. We have re-
cently expanded our position in Tunisia and will assume
operatorship of an adjacent block where we plan to acquire
3-D seismic and initiate our drilling program this summer.
We also see potential to extend our North African holdings
into neighboring Libya and Algeria.

Pioneer is promoting advanced visualization and illumination
techniques to enhance subsurface seismic interpretation,
overcoming inherent limitations associated with imaging
below the North African desert terrain. Pioneer has built

a large acreage position in Tunisia, recently acquiring the
remaining equity interest and assuming operatorship of
the Jenein Nord block, which is west of the Adam Conces-
sion where Pioneer and its partner have produced over
10 million barrels of oil since initiating production in May

| 2003. During 2006, Pioneer plans to acquire additional

3-D seismic data on acreage in the Adam Concession and
the Jenein Nord block and expand its drilling program.

Africa is a land of contrasts, and Pioneer's producing assets in the arid desert
of North Africa and off the beautiful coast of South Africa, reflect the diversity
one would expect of the world's second largest continent.

On the opposite end of the continent, approximately 5,000
miles away, Pioneer has partnered with PetroSA, the national
oil company of South Africa, in commercializing oil from the
offshore Sable field which began producing in 2003. During
2005, the partners approved a project to jointly develop
several South Coast gas discoveries to provide supply to
the existing gas-to-liquids plant at Mossel Bay beginning in
the second half of 2007.

Pioneer’s interest in Africa also extends west to the deep
waters offshore Nigeria and Equatorial Guinea, an area
known for large oil discoveries.The higher-potential reward of
large prospects does come with higher risks, and we plan to
mitigate ourrisk by participatingin multiple prospects, drilling
two wells peryearin 2006 and 2007 with the hope of utilizing
our deepwater expertise to develop a discovery.

Table Mountain, shown here, towers above the city of Cape
Town where we maintain our South African office.

2005 Annual Report | 15




Pioneer understands that sustainable
financial success relies on the safety
of our employees and our respect for
the environment and the communities
in which we operate. We also know
that solid corporate governance and
compliance policies and procedures
are critical to protecting the interests
of all stakeholders.

Pioneer’s operations are conducted in a
manner that supports environmentally
appropriate and socially beneficial
strategies to help provide the energy
resources that our world needs.

Our efforts to safeguard the environment
have been recognized by the Interstate
Oil and Gas Compact Commission’s
stewardship award program. Through
this program the commission recognizes
exemplary efforts in environmental
stewardship, reserved for the companies
that have gone above and beyond the
basic mandates of law to protect the
environment. Pioneer has also been named
STAR Gas Processing Partner of the
Year by the U.S. Environmental Protection
Agency, who also conducted a case
study of Pioneer’s program as an example
for others to follow.

Concern for the environment, health and
safety are a part of our employees’ daily
activities. For example, employees in
Canada are completing the ninth year of

a wildlife field study that has been widely
distributed in the Provincial Governments
of Alberta and British Columbia. They
are working with wildlife agencies to
study the stress levels of caribou, moose
and wolves in an effort to minimize the
industry’s impact on wildlife in Pioneer’s
areas of operation. In Colorado, Pioneer is
working with the Colorado Department
of Wildlife and sponsoring a similar study
of the local elk population.

16 | Pioneer Natural Resources

Pioneer is also committed to the health
and safety of our employees and their
surroundings and demonstrates this
commitment in all relevant business
decisions. Pioneer expects employees
to proactively participate in striving to
prevent accidents, injuries and occupa-
tional illnesses. To further emphasize
the importance of these considerations,
compliance with our policies on protect-
ing the environment and our people’s
safety is a part of every employee’s
annual performance review.

Pioneer’s commitment extends beyond
our concern for employees to a desire
to improve the communities where we
operate and where our employees live
and work. Our employees, supported by
matching contributions from Pioneer,
have given generously to the United
Way and other charitable organizations.

Employees across North America also
joined Pioneer in supporting the disaster
relief efforts following Hurricanes
Katrina and Rita. In addition to con-
tributing to the efforts of the American
Red Cross and the Salvation Army, a
foundation was established to assist
current and former employees who
were victims of the 2005 hurricanes as
they began to rebuild their homes and
their lives.

Employees have also contributed their
time and energy, combined with
Pioneer’s financial support, to benefit
numerous local organizations, helping
build a house for a needy family in
Anchorage through Habitat for Humanity
and in support of education, youth
development, the arts, and the health
and welfare of others across all areas
of operation.

Recognizing the burden of rising energy
costs, we have established a program to

assist needy senior citizens in Las Animas
County, Colorado with their winter
heating bills and also continued our
support for the statewide energy assis-
tance program for low-income families.

Pioneer’s mission, providing energy
that supports the health and well-being
of our world, is itself a service to our
communities, and by doing even more,
we demonstrate our commitment to
improving the lives of others.

Our strong culture of ethics and gover-
nance is at the core of our business, and
we strive for continual enhancement.
Through our Code of Business Conduct,
all directors, officers and employees are
held to high ethical standards.

We are governed by principles that ensure
that we are not just compliant with rules
and regulations, but that we strive for
leadership within our industry. All of
our Board’s committees are made up
of independent Directors actively
involved in strategic oversight and
committed to ensuring strong governance
and corporate responsibility.
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Cautionary Statement Concerning Forward-Looking Statements

Parts I and II of this annual report on Form 10-K (the “Report”) contain forward-looking statements that
involve risks and uncertainties. When used in this document, the words “believes,” “plans,” “expects,”
“anticipates,” “‘intends, “ 7o« should,” “future,” “

» o« » o« » o«

continue,” “may,” “will,” “could, potential,” “estimate,” or
the negative of such terms and similar expressions as they relate to Pioneer Natural Resources Company
(“Pioneer” or the “Company”) or its management are intended to identify forward-looking statements. The
forward-looking statements are based on our current expectations, assumptions, estimates and projections about
the Company and the industry in which we operate. Although the Company believes that the expectations and
assumptions reflected in the forward-looking statements are reasonable, they involve risks and uncertainties that
are difficult to predict and, in many cases, beyond the Company’s control. Accordingly, no assurances can be given
that the actual events and results will not be materially different than the anticipated results described in the
forward-looking statements. See “Item 1. Business — Competition, Markets and Regulations”, “Item IA. Risk
Factors” and “Item 7A. Quantitative and Qualitative Disclosures About Market Risk” for a description of various
factors that could materially affect the ability of Pioneer to achieve the anticipated results described in the forward-
looking statements. The Company undertakes no duty to publicly update these statements except as required by law.



Definitions of Certain Terms and Conventions Used Herein
Within this Report, the following terms and conventions have specific meanings:

“Bbl” means a standard barrel containing 42 United States gallons.

“Bef” means one billion cubic feet.

“BOE” means a barrel of oil equivalent and is a standard convention used to express oil and gas volumes on a comparable
oil equivalent basis. Gas equivalents are determined under the relative energy content method by using the ratio of 6.0 Mcf
of gas to 1.0 Bbl of oil or natural gas liquid.

“BOEPD” means BOE per day.

“Btu” means British thermal unit, which is a measure of the amount of energy required to raise the temperature of one
pound of water one degree Fahrenheit.

“field fuel” means gas consumed to operate field equipment (primarily compressors) prior to the gas being delivered to a
sales point.

“GAAP” means accounting principles that are generally accepted in the United States of America.

“LIBOR” means London Interbank Offered Rate, which is a market rate of interest.

“MBDIl” means one thousand Bbls.

“MBOE” means one thousand BOEs.

“Mcf” means one thousand cubic feet and is a measure of natural gas volume.

“MMBb[” means one million Bbls.

“MMBOE” means one million BOEs.

“MMBtu” means one million Btus.

“MMcf” means one million cubic feet.

“NGL” means natural gas liquid.

“NYMEX” means the New York Mercantile Exchange.

“NYSE” means the New York Stock Exchange.

“Pioneer” or the “Company” means Pioneer Natural Resources Company and its subsidiaries.

“proved reserves” mean the estimated quantities of crude oil, natural gas and natural gas liquids which geological and
engineering data demonstrate with reasonable certainty to be recoverable in future years from known reservoirs under
existing economic and operating conditions, i.e., prices and costs as of the date the estimate is made. Prices include
consideration of changes in existing prices provided only by contractual arrangements, but not on escalations based upon
future conditions.

(1) Reservoirs are considered proved if economic producibility is supported by either actual production or
conclusive formation test. The area of a reservoir considered proved includes (A) that portion delineated by drilling
and defined by gas-oil and/or oil-water contacts, if any; and (B) the immediately adjoining portions not yet drilled, but
which can be reasonably judged as economically productive on the basis of available geological and engineering data. In
the absence of information on fluid contacts, the lowest known structural occurrence of hydrocarbons controls the lower
proved limit of the reservoir.

(i) Reserves which can be produced economically through application of improved recovery techniques (such as
fluid injection) are included in the “proved” classification when successful testing by a pilot project, or the operation of
an installed program in the reservoir, provides support for the engineering analysis on which the project or program was
based.

(iii) Estimates of proved reserves do not include the following: (A) oil that may become available from known
reservoirs but is classified separately as “indicated additional reserves”; (B) crude oil, natural gas and natural gas liquids,
the recovery of which is subject to reasonable doubt because of uncertainty as to geology, reservoir characteristics or
economic factors; (C) crude oil, natural gas and natural gas liquids, that may occur in undrilled prospects; and (D) crude
oil, natural gas and natural gas liquids, that may be recovered from oil shales, coal, gilsonite and other such sources.
“SEC” means the United States Securities and Exchange Commission.

“Standardized Measure” means the after-tax present value of estimated future net revenues of proved reserves,
determined in accordance with the rules and regulations of the SEC, using prices and costs in effect at the specified
date and a 10 percent discount rate.

With respect to information on the working interest in wells, drilling locations and acreage, “net” wells, drilling locations
and acres are determined by multiplying “gross” wells, drilling locations and acres by the Company’s working interest in
such wells, drilling locations or acres. Unless otherwise specified, wells, drilling locations and acreage statistics quoted
herein represent gross wells, drilling locations or acres.

Unless otherwise indicated, all currency amounts are expressed in U.S. dollars.



PART I

ITEM 1. BUSINESS

General

Pioneer is a Delaware corporation whose common stock is listed and traded on the NYSE. The Company is a
large independent oil and gas exploration and production company with operations in the United States, Argentina,
Canada, Equatorial Guinea, Nigeria, South Africa and Tunisia.

The Company’s executive offices are located at 5205 N. O’Connor Blvd., Suite 900, Irving, Texas 75039. The
Company’s telephone number is (972) 444-9001. The Company maintains other offices in Anchorage, Alaska;
Denver, Colorado; Midland, Texas; Buenos Aires, Argentina; Calgary, Canada; London, England; Lagos, Nigeria;
Capetown, South Africa and Tunis, Tunisia. At December 31, 2005, the Company had 1,694 employees, 912 of
whom were employed in field and plant operations.

Available Information

Pioneer files or furnishes annual, quarterly and current reports, proxy statements and other documents with the
SEC under the Securities Exchange Act of 1934 (the “Exchange Act”). The public may read and copy any materials
that Pioneer files with the SEC at the SEC’s Public Reference Room at 450 Fifth Street, N.-W., Washington, D.C.
20549. The public may obtain information on the operation of the Public Reference Room by calling the SEC at
1-800-SEC-0330. Also, the SEC maintains an Internet website that contains reports, proxy and information
statements, and other information regarding issuers, including Pioneer, that file electronically with the SEC. The
public can obtain any documents that Pioneer files with the SEC at http://www.sec.gov.

The Company also makes available free of charge on or through its internet website (www.pxd.com) its Annual
Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and, if applicable,
amendments to those reports filed or furnished pursuant to Section 13(a) of the Exchange Act as soon as reasonably
practicable after it electronically files such material with, or furnishes it to, the SEC.

In 2005, the Company submitted the annual certification of its Chief Executive Officer regarding the
Company’s compliance with the NYSE’s corporate governance listing standards, pursuant to
Section 303A.12(a) of the NYSE Listed Company Manual.

Evergreen Merger

On September 28, 2004, Pioneer completed a merger with Evergreen Resources, Inc. (“Evergreen”). Pioneer
acquired the common stock of Evergreen for a total purchase price of approximately $1.8 billion, which was
comprised of cash and Pioneer common stock. Evergreen was a publicly-traded independent oil and gas company
primarily engaged in the production, development, exploration and acquisition of North American unconventional
natural gas. Evergreen’s operations were principally focused on developing and expanding its coal bed methane
(“CBM”) field located in the Raton Basin in southern Colorado. Evergreen also had operations in the Piceance
Basin in western Colorado, the Uinta Basin in eastern Utah and the Western Canada Sedimentary Basin. See Note C
of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and Supplementary Data”
for more information regarding the Evergreen merger.

Mission and Strategies

The Company’s mission is to enhance shareholder investment returns through strategies that maximize
Pioneer’s long-term profitability and net asset value. The strategies employed to achieve this mission are predicated
on maintaining financial flexibility and capital allocation discipline. These strategies are anchored by the
Company’s long-lived Spraberry oil field and Hugoton, Raton and West Panhandle gas fields’ reserves and
production which have an estimated remaining productive life in excess of 40 years. Underlying these fields are
approximately 78 percent of the Company’s proved oil and gas reserves as of December 31, 2005.
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Recent strategic initiatives. During September 2005, the Company announced that its board of directors (the
“Board”) approved significant strategic initiatives intended to enhance shareholder value and investment returns.
Together with other important initiatives, the Board approved:

¢ A $1 billion share repurchase program, $650 million of which was immediately initiated and substantially
completed during 2005 and $350 million of which is subject to the completion of the planned deepwater Gulf
of Mexico and Argentina divestitures discussed below.

e A plan to divest the Company’s assets in the Tierra del Fuego area in southern Argentina. The plan was later
broadened to include entertaining offers for a complete sale of all of the Company’s Argentine assets. During
January 2006, Pioneer entered into an agreement to sell its assets in Argentina for $675 million.

* A plan to divest the Company’s assets in the deepwater Gulf of Mexico. Bids to purchase the properties were
received in January 2006 and the Company is currently engaged in negotiations for the sale of these assets.
No assurance can be given that a sale can be completed on terms acceptable to the Company.

The implementation of the Board’s strategic initiatives is allowing Pioneer to (i) allocate and focus its
investment capital more heavily towards predictable oil and gas basins in North America that have delivered
relatively strong and consistent growth and (ii) lower its risk profile by expanding North American unconventional
resource investments while reducing higher-risk exploration expenditures.

The divestiture of the Company’s Argentine oil and gas assets will allow the Company to leverage the current
commodity price environment to monetize and exit operations in an area that has become characterized by lower
operating margins, government-controlled pricing and modest production growth opportunities. The divestiture of
the Company’s deepwater Gulf of Mexico assets, if successful, will also allow the Company to monetize and exit
operations in an area that is characterized by escalating drilling and operating costs and relatively high exploration
risk and production volatility.

During 2006, the Company plans to: (i) selectively explore for and develop proved reserve discoveries in areas
that it believes will offer superior reserve growth and profitability potential; (ii) evaluate opportunities to acquire oil
and gas properties that will complement the Company’s exploration and development drilling activities; (iii) invest
in the personnel and technology necessary to maximize the Company’s exploration and development successes; and
(iv) enhance liquidity, allowing the Company to take advantage of future exploration, development and acquisition
opportunities. The Company is committed to continuing to enhance shareholder investment returns through
adherence to these strategies.

Business Activities

The Company is an independent oil and gas exploration and production company. Pioneer’s purpose is to
competitively and profitably explore for, develop and produce oil, NGL and gas reserves. In so doing, the Company
sells homogenous oil, NGL and gas units which, except for geographic and relatively minor qualitative differentials,
cannot be significantly differentiated from units offered for sale by the Company’s competitors. Competitive
advantage is gained in the oil and gas exploration and development industry by employing experienced
management and staff that will lead the Company to prudent capital investment decisions, technological
innovation and price and cost management.

Petroleum industry. The petroleum industry has generally been characterized by rising oil, NGL and gas
commodity prices during 2005 and recent years. During 2005, the Company has also been affected by increasing
costs, particularly higher drilling and well servicing rig rates and drilling supplies. During recent years, world oil
prices have increased in response to increases in demand in Asian economies, hurricane activity in the Gulf of
Mexico and supply disruptions and threatened disruptions in the Middle East and Venezuela. North American gas
prices have improved as overall demand fundamentals have strengthened while supply uncertainties still remain.
Significant factors that will impact 2006 commodity prices include developments in the issues currently impacting
Iraq and Iran and the Middle East in general; the extent to which members of the Organization of Petroleum
Exporting Countries (“OPEC”) and other oil exporting nations are able to continue to manage oil supply through
export quotas; and overall North American gas supply and demand fundamentals. To mitigate the impact of
commodity price volatility on the Company’s net asset value, Pioneer utilizes commodity hedge contracts. See
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“Item 7A. Quantitative and Qualitative Disclosures About Market Risk” and Note J of Notes to Consolidated
Financial Statements included in “Item 8. Financial Statements and Supplementary Data” for information regarding
the impact to oil and gas revenues during 2005, 2004 and 2003 from the Company’s hedging activities and the
Company’s open hedge positions at December 31, 2005.

The Company. The Company’s asset base is anchored by the Spraberry oil field located in West Texas, the
Hugoton gas field located in Southwest Kansas, the Raton gas field located in southern Colorado and the West
Panhandle gas field located in the Texas Panhandle. Complementing these areas, the Company has exploration and
development opportunities and/or oil and gas production activities in the Gulf of Mexico, the onshore Gulf Coast
area and in Alaska, and internationally in Argentina, Canada, Equatorial Guinea, Nigeria, South Africa and Tunisia.
Combined, these assets create a portfolio of resources and opportunities that are well balanced among oil, NGLs and
gas, and that are also well balanced between long-lived, dependable production and exploration and development
opportunities. Additionally, the Company has a team of dedicated employees that represent the professional
disciplines and sciences that will allow Pioneer to maximize the long-term profitability and net asset value inherent
in its physical assets.

The Company provides administrative, financial and management support to United States and foreign
subsidiaries that explore for, develop and produce oil, NGL and gas reserves. Production operations are principally
located domestically in Texas, Kansas, Colorado, Louisiana, Utah and the Gulf of Mexico, and internationally in
Argentina, Canada, South Africa and Tunisia.

Production. The Company focuses its efforts towards maximizing its average daily production of oil, NGLs
and gas through development drilling, production enhancement activities and acquisitions of producing properties
while minimizing the controllable costs associated with the production activities. During the year ended
December 31, 2005, the Company’s average daily production, on a BOE basis, decreased as a result of
(i) production curtailments in the Gulf of Mexico resulting from 2004 and 2005 hurricane damages,
(i1) production curtailment in the United States Mid-Continent area during mid-May through mid-July due to
the fire at the Company’s Fain gas plant and (iii) full production of recoverable reserves from the Harrier field in the
deepwater Gulf of Mexico during the third quarter of 2005. Partially offsetting these decreases in production
volumes were (i) a full year of gas production from the properties acquired in the Evergreen merger, (ii) increased
production from the Company’s Devils Tower oil field in the deepwater Gulf of Mexico despite hurricane
disruptions, (iii) increased production from the Company’s Raptor and Tomahawk gas fields in the deepwater Gulf
of Mexico and (iv) increased production from the Company’s Argentine and Canadian subsidiaries, primarily in
response to increased development drilling. Production, price and cost information with respect to the Company’s
properties for 2005, 2004 and 2003 is set forth under “Item 2. Properties — Selected Oil and Gas Information —
Production, Price and Cost Data”.

The aforementioned divestitures of the Argentine and deepwater Gulf of Mexico assets, if successfully
completed, will significantly reduce the Company’s 2006 production volumes.

Drilling activities. The Company seeks to increase its oil and gas reserves, production and cash flow through
exploratory and development drilling and by conducting other production enhancement activities, such as well
recompletions. During the three years ended December 31, 2005, the Company drilled 1,626 gross (1,484 net)
wells, 91 percent of which were successfully completed as productive wells, at a total drilling cost (net to the
Company’s interest) of $2.1 billion.

The Company believes that its current property base provides a substantial inventory of prospects for future
reserve, production and cash flow growth. The Company’s proved reserves as of December 31, 2005 include proved
undeveloped reserves and proved developed reserves that are behind pipe of 196 MMBOE of oil and NGLs and
1,233 Bef of gas. Development of these proved reserves will require future capital expenditures. The timing of the
development of these reserves will be dependent upon the commodity price environment, the Company’s expected
operating cash flows and the Company’s financial condition. The Company believes that its current portfolio of
proved reserves and unproved prospects provides attractive development and exploration opportunities for at least
the next three to five years.



Exploratory activities. The Company has devoted significant efforts and resources to hiring and developing
a highly skilled exploration staff as well as acquiring a portfolio of exploration opportunities. During September
2005, the Company announced that the Board approved strategic initiatives to implement a plan to exit exploration
in the deepwater Gulf of Mexico and the Tierra del Fuego area in Argentina and to focus its exploration efforts in
onshore North America, Alaska and Africa. Associated therewith, and pending approval of a 2006 capital spending
budget, the Company plans to reduce its 2006 exploration budget to less than 20 percent of the total 2006 capital
budget. The Company anticipates that its 2006 exploration efforts will be concentrated domestically in the onshore
Gulf Coast area, the Rocky Mountain area and Alaska, and internationally in Africa and Canada. Exploratory
drilling involves greater risks of dry holes or failure to find commercial quantities of hydrocarbons than
development drilling or enhanced recovery activities. See “Item 1A. Risk Factors — Drilling activities” below.

Acquisition activities. The Company regularly seeks to acquire properties that complement its operations,
provide exploration and development opportunities and potentially provide superior returns on investment. In
addition, the Company pursues strategic acquisitions that will allow the Company to expand into new geographical
areas that feature producing properties and provide exploration/exploitation opportunities. During 2005, 2004 and
2003, the Company invested $269.7 million, $2.6 billion (including $2.5 billion associated with the Evergreen
merger) and $151.0 million, respectively, of acquisition capital to purchase proved oil and gas properties, including
additional interests in its existing assets, and to acquire new prospects for future exploitation and exploration
activities. See Note C of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and
Supplementary Data” for a description of the Company’s acquisitions during 2005, 2004 and 2003.

The Company periodically evaluates and pursues acquisition opportunities (including opportunities to acquire
particular oil and gas properties or related assets; entities owning oil and gas properties or related assets; and
opportunities to engage in mergers, consolidations or other business combinations with such entities) and at any
given time may be in various stages of evaluating such opportunities. Such stages may take the form of internal
financial analysis, oil and gas reserve analysis, due diligence, the submission of an indication of interest,
preliminary negotiations, negotiation of a letter of intent or negotiation of a definitive agreement. The success
of any acquisition will depend on a number of factors. See “Item 1A. Risk Factors-Acquisitions”.

Asset divestitures. The Company regularly reviews its asset base for the purpose of identifying nonstrategic
assets, the disposition of which would increase capital resources available for other activities and create
organizational and operational efficiencies. While the Company generally does not dispose of assets solely for
the purpose of reducing debt, such dispositions can have the result of furthering the Company’s objective of
increasing financial flexibility through reduced debt levels.

During September 2005, the Company announced that the Board had approved a series of strategic initiatives,
including a plan to divest the Company’s nonoperated Tierra del Fuego interests in southern Argentina and the
Company’s deepwater Gulf of Mexico portfolio. During the Argentine sale process, the Company had indications
from several potential buyers that they could enhance their value for a transaction in Argentina if it included all of
the Company’s properties. Consequently, the Company expressed its willingness to entertain offers for a complete
exit from Argentina. During January 2006, the Company announced signing an agreement with Apache
Corporation to sell all of its assets in Argentina for $675 million, subject to normal closing adjustments. The
sale to Apache Corporation is expected to close during the latter part of the first quarter or in early April of 2006.

The deepwater Gulf of Mexico bid process has been completed and the Company is currently engaged in
negotiations for the sale of the properties. No assurance can be given that a sale can be completed on terms
acceptable to the Company.

During 2005, the Company’s material divestitures consisted of (i) the sale of three volumetric production
payments (“VPPs”) in the Spraberry and Hugoton fields for net proceeds of approximately $892.6 million, (ii) the
sale of all of its interests in the Martin Creek, Conroy Black and Lookout Butte oil and gas properties in Canada for
net proceeds of $197.2 million, which resulted in a gain of $138.3 million that is included in the Company’s
discontinued operations; (iii) the sale of all of its interests in certain oil and gas properties on the shelf of the Gulf of
Mexico for net proceeds of $59.1 million, which resulted in a gain of $27.7 million that is included in the
Company’s discontinued operations; and (iv) the sale of all of its shares in a subsidiary that owns the interest in the
Olowi block in Gabon for net proceeds of $47.9 million, which resulted in a gain of $47.5 million that is included in
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the Company’s 2005 income from continuing operations. The net cash proceeds were primarily used to fund
additions to oil and gas properties or to reduce the Company’s outstanding indebtedness. See Notes N and T of Notes
to Consolidated Financial Statements included in “Item 8. Financial Statements and Supplementary Data” for
specific information regarding the Company’s asset divestitures and VPPs entered into by the Company during
2005.

The Company anticipates that it will continue to sell nonstrategic properties or other assets from time to time to
increase capital resources available for other activities, to achieve operating and administrative efficiencies and to
improve profitability.

Operations by Geographic Area

The Company operates in one industry segment, that being oil and gas exploration and production. See Note R
of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and Supplementary Data”
for geographic operating segment information, including results of operations and segment assets.

Marketing of Production

General. Production from the Company’s properties is marketed using methods that are consistent with
industry practices. Sales prices for oil, NGL and gas production are negotiated based on factors normally considered
in the industry, such as the index or spot price for gas or the posted price for oil, price regulations, distance from the
well to the pipeline, well pressure, estimated reserves, commodity quality and prevailing supply conditions. In
Argentina, the Company receives significantly lower prices for its production as a result of the Argentine
government’s imposed price limitations. See “Qualitative Disclosures” in “Item 7A. Quantitative and
Qualitative Disclosures About Market Risk™ for additional discussion of Argentine foreign currency, operations
and price risk.

Significant purchasers. During 2005, the Company’s primary purchasers of oil, NGLs and gas were
Williams Power Company, Inc. (nine percent), Occidental Energy Marketing, Inc. (nine percent), ConocoPhillips
(seven percent), Plains Marketing LP (seven percent) and Tenaska Marketing (six percent). The Company is of the
opinion that the loss of any one purchaser would not have an adverse effect on its ability to sell its oil, NGL and gas
production.

Hedging activities. The Company utilizes commodity swap and collar contracts in order to (i) reduce the
effect of price volatility on the commodities the Company produces and sells, (ii) support the Company’s annual
capital budgeting and expenditure plans and (iii) reduce commodity price risk associated with certain capital
projects. See “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations”
for a description of the Company’s hedging activities, “Item 7A. Quantitative and Qualitative Disclosures About
Market Risk” and Note J of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements
and Supplementary Data” for information concerning the impact on oil and gas revenues during 2005, 2004 and
2003 from the Company’s commodity hedging activities and the Company’s open commodity hedge positions at
December 31, 2005.

Competition, Markets and Regulations

Competition. The oil and gas industry is highly competitive. A large number of companies, including major
integrated and other independent companies, and individuals engage in the exploration for and development of oil
and gas properties, and there is a high degree of competition for oil and gas properties suitable for development or
exploration. Acquisitions of oil and gas properties have been an important element of the Company’s growth. The
Company intends to continue to acquire oil and gas properties that complement its operations, provide exploration
and development opportunities and potentially provide superior returns on investment. The principal competitive
factors in the acquisition of oil and gas properties include the staff and data necessary to identify, evaluate and
purchase such properties and the financial resources necessary to acquire and develop the properties. Higher recent
commodity prices have increased the cost of properties available for acquisition. Many of the Company’s
competitors are substantially larger and have financial and other resources greater than those of the Company.

8



Markets. The Company’s ability to produce and market oil, NGLs and gas profitably depends on numerous
factors beyond the Company’s control. The effect of these factors cannot be accurately predicted or anticipated.
Although the Company cannot predict the occurrence of events that may affect these commodity prices or the
degree to which these prices will be affected, the prices for any commodity that the Company produces will
generally approximate current market prices in the geographic region of the production.

Governmental regulations. Enterprises that sell securities in public markets are subject to regulatory
oversight by agencies such as the SEC and the NYSE. This regulatory oversight imposes on the Company the
responsibility for establishing and maintaining disclosure controls and procedures that will ensure that material
information relating to the Company and its consolidated subsidiaries is made known to the Company’s
management and that the financial statements and other financial information included in submissions to the
SEC do not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made in such submissions not misleading.

Oil and gas exploration and production operations are also subject to various types of regulation by local, state,
federal and foreign agencies. Additionally, the Company’s operations are subject to state conservation laws and
regulations, including provisions for the unitization or pooling of oil and gas properties, the establishment of
maximum rates of production from wells and the regulation of spacing, plugging and abandonment of wells. States
and foreign governments also generally impose a production or severance tax with respect to the production and sale
of oil and gas within their respective jurisdictions. The regulatory burden on the oil and gas industry increases the
Company’s cost of doing business and, consequently, affects its profitability.

Additional proposals and proceedings that might affect the oil and gas industry are considered from time to
time by the United States Congress, the Federal Energy Regulatory Commission, state regulatory bodies, the courts
and foreign governments. The Company cannot predict when or if any such proposals might become effective or
their effect, if any, on the Company’s operations.

Environmental and health controls. The Company’s operations are subject to numerous U.S. federal, state
and local, as well as foreign, laws and regulations governing the discharge of substances into the environment or
otherwise relating to environmental and health protection. These laws and regulations may require the acquisition
of a permit before drilling commences, restrict the type, quantities and concentration of various substances that can
be released into the environment in connection with drilling and production activities, limit or prohibit drilling
activities on certain lands lying within wilderness, wetlands and other protected areas and impose substantial
liabilities for pollution resulting from oil and gas operations. The Company’s inability to obtain these permits in a
timely manner or at all could cause delays or otherwise negatively impact the Company’s ability to implement its
business plans. Failure to comply with these environmental laws and regulations may result in the assessment of
administrative, civil, and criminal penalties, the imposition of remedial obligations, and the issuance of injunctions
that limit or prevent operations. Although the Company believes that compliance with U.S. and foreign
environmental laws and regulations will not have a material adverse effect on its future results of operations or
financial condition, risks of substantial costs and liabilities are inherent in oil and gas operations, and there can be no
assurance that significant costs and liabilities will not be incurred or that curtailment in production or processing
might not arise as a result of such compliance. Moreover, it is possible that other developments, such as stricter
environmental laws and regulations or claims for damages to property or persons resulting from the Company’s
operations, could result in substantial costs and liabilities.

In the U.S., the Comprehensive Environmental Response, Compensation, and Liability Act (“CERCLA”), also
known as the “Superfund” law, imposes liability, without regard to fault or the legality of the original conduct, on
certain classes of persons with respect to the release of a “hazardous substance” into the environment. These persons
include the owner or operator of the disposal site or sites where the release occurred and companies that disposed or
arranged for the disposal of hazardous substances released at the site. Persons who are or were responsible for
releases of hazardous substances under CERCLA may be subject to joint and several, strict liability for the costs of
cleaning up the hazardous substances that have been released into the environment and for damages to natural
resources, and it is not uncommon for neighboring landowners and other third parties to file claims for personal
injury and property damage allegedly caused by the hazardous substances released into the environment.
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The Company generates wastes in the U.S., including hazardous wastes, that are subject to the federal
Resource Conservation and Recovery Act (“RCRA”) and comparable state statutes. The U.S. Environmental
Protection Agency, and various state agencies have limited the approved methods of disposal for certain hazardous
and nonhazardous wastes. Furthermore, certain wastes generated by the Company’s oil and gas operations that are
currently exempt from treatment as hazardous wastes may in the future be designated as hazardous wastes, and
therefore be subject to more rigorous and costly operating and disposal requirements.

The Company currently owns or leases, and has in the past owned or leased, properties in the U.S. that for many
years have been used for the exploration and production of oil and gas reserves. Although the Company has used
operating and disposal practices that were standard in the industry at the time, hydrocarbons or other wastes may
have been disposed of or released on or under the properties owned or leased by the Company or on or under other
locations where such hydrocarbons or wastes have been taken for recycling or disposal. In addition, some of these
properties have been operated by third parties whose treatment and disposal or release of hydrocarbons or other
wastes was not under the Company’s control. These properties and the hydrocarbons or wastes disposed thereon
may be subject to CERCLA, RCRA and analogous state laws. Under such laws, the Company could be required to
remove or remediate previously disposed wastes or property contamination or to perform remedial plugging
operations to prevent future contamination.

Federal regulations require certain owners or operators of facilities that store or otherwise handle oil, such as
the Company, to prepare and implement spill prevention control plans, countermeasure plans and facility response
plans relating to the possible discharge of oil into surface waters. The Oil Pollution Act of 1990 (“OPA”) amends
certain provisions of the federal Water Pollution Control Act of 1972, commonly referred to as the Clean Water Act
(“CWA”), and other statutes as they pertain to the prevention of and response to oil spills into navigable waters of
the U.S. The OPA subjects owners of facilities to strict, joint and several liability for all containment and cleanup
costs and certain other damages arising from a spill, including, but not limited to, the costs of responding to a release
of oil to surface waters. The CWA provides penalties for any discharges of petroleum products in reportable
quantities and imposes substantial liability for the costs of removing a spill. OPA requires responsible parties to
establish and maintain evidence of financial responsibility to cover removal costs and damages resulting from an oil
spill. OPA calls for a financial responsibility of $35 million to cover pollution cleanup for offshore facilities. State
laws for the control of water pollution also provide varying civil and criminal penalties and liabilities in the case of
releases of petroleum or its derivatives into surface waters or into the ground. The Company does not believe that the
OPA, CWA or related state laws are any more burdensome to it than they are to other similarly situated oil and gas
companies.

Many states in which the Company operates regulate naturally occurring radioactive materials (“NORM”) and
NORM wastes that are generated in connection with oil and gas exploration and production activities. NORM
wastes typically consist of very low-level radioactive substances that become concentrated in pipes and production
equipment. Certain state regulations require the testing of pipes and production equipment for the presence of
NORM, the licensing of NORM-contaminated facilities and the careful handling and disposal of NORM wastes.
The Company believes the regulation of NORM has minimal effect on its operations because the Company
generates only small quantities of NORM on an annual basis.

The Company’s field operations in the U.S. involve the use of gas-fired compressors, which are subject to the
federal Clean Air Act and analogous state laws governing the control and permitting of air emissions. The Company
believes that it is in substantial compliance with applicable permitting and control technology requirements of such
laws and regulations; however, in the future, additional facilities could become subject to additional permitting,
monitoring and pollution control requirements as compressor facilities are expanded.

The Company’s operations outside of the U.S. are potentially subject to similar foreign governmental controls
relating to protection of the environment. The Company believes that compliance with existing requirements of
these foreign governmental bodies has not had a material adverse effect on the Company’s operations.

ITEM 1A. RISK FACTORS

The nature of the business activities conducted by the Company subjects it to certain hazards and risks. The
following is a summary of some of the material risks relating to the Company’s business activities. Other risks are
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described in “Item 1. Business — Competition, Markets and Regulations” and “Item 7A. Quantitative and
Qualitative Disclosures About Market Risk”. If any of these risks actually occur, they could materially harm
the Company’s business, financial condition or results of operations and impair Pioneer’s ability to implement
business plans or complete development projects as scheduled. In that case, the market price of the Company’s
common stock could decline.

Commodity prices. The Company’s revenues, profitability, cash flow and future rate of growth are highly
dependent on oil and gas prices, which are affected by numerous factors beyond the Company’s control.
Historically, oil and gas prices have been very volatile. A significant downward trend in commodity prices
would have a material adverse effect on the Company’s revenues, profitability and cash flow and could, under
certain circumstances, result in a reduction in the carrying value of the Company’s oil and gas properties and
goodwill and the recognition of deferred tax asset valuation allowances or an increase to the Company’s deferred tax
asset valuation allowances, depending on the Company’s tax attributes in each country in which it has activities.
Pioneer makes price assumptions that are used for planning purposes, and a significant portion of the Company’s
operating expenses, including rent, salaries and noncancellable capital commitments, is largely fixed in nature.
Accordingly, if commodity prices are below expectations, Pioneer’s financial results are likely to be adversely and
disproportionately affected because these expenses are not variable in the short term and cannot be quickly reduced
to respond to unanticipated decreases in commodity prices.

Drilling activities. Drilling involves numerous risks, including the risk that no commercially productive oil
or gas reservoirs will be encountered. The cost of drilling, completing and operating wells is often uncertain and
drilling operations may be curtailed, delayed or canceled as a result of a variety of factors, including unexpected
drilling conditions, pressure or irregularities in formations, equipment failures or accidents, adverse weather
conditions and shortages or delays in the delivery of equipment. The Company’s future drilling activities may not be
successful and, if unsuccessful, such failure could have an adverse effect on the Company’s future results of
operations and financial condition. While all drilling, whether developmental or exploratory, involves these risks,
exploratory drilling involves greater risks of dry holes or failure to find commercial quantities of hydrocarbons. The
Company expects that it will continue to experience exploration and abandonment expense in 2006 even though less
than 20 percent of the Company’s 2006 capital budget is devoted to higher-risk exploratory projects. Increased
levels of drilling activity in the oil and gas industry in recent periods have led to reduced availability, extended
delivery times and increased costs of some drilling equipment, materials and supplies. The Company expects that
these trends will continue in the foreseeable future and, if so, will impact the Company’s profitability, cash flow and
ability to complete development projects as scheduled.

Unproved properties. At December 31, 2005, the Company carried unproved property costs of
$313.9 million. GAAP requires periodic evaluation of these costs on a project-by-project basis in comparison
to their estimated fair value. These evaluations will be affected by the results of exploration activities, commodity
price outlooks, planned future sales or expiration of all or a portion of the leases, contracts and permits appurtenant
to such projects. If the quantity of potential reserves determined by such evaluations is not sufficient to fully recover
the cost invested in each project, the Company will recognize noncash charges in the earnings of future periods.

Acquisitions. Acquisitions of producing oil and gas properties have been a key element of the Company’s
growth. The Company’s growth following the full development of its existing property base could be impeded if it is
unable to acquire additional oil and gas reserves on a profitable basis. The success of any acquisition will depend on
a number of factors, including the ability to estimate accurately the costs to develop the reserves, the recoverable
volumes of reserves, rates of future production and future net revenues attainable from the reserves and the
assessment of possible environmental liabilities. All of these factors affect whether an acquisition will ultimately
generate cash flows sufficient to provide a suitable return on investment. Even though the Company performs a
review of the properties it seeks to acquire that it believes is consistent with industry practices, such reviews are
often limited in scope.
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Divestitures. The Company regularly reviews its property base for the purpose of identifying nonstrategic
assets, the disposition of which would increase capital resources available for other activities and create
organizational and operational efficiencies. Various factors could materially affect the ability of the Company
to dispose of nonstrategic assets, including the availability of purchasers willing to purchase the nonstrategic assets
at prices acceptable to the Company.

Operation of gas processing plants. As of December 31, 2005, the Company owned interests in 12 gas
processing plants and three treating facilities. The Company operates eight of the plants and all three treating
facilities. There are significant risks associated with the operation of gas processing plants. For example, in May
2005, the Company’s Fain gas plant was shut in for two months due to a mechanical failure that resulted in a fire.
Gas and NGLs are volatile and explosive and may include carcinogens. Damage to or misoperation of a gas
processing plant or facility could result in an explosion or the discharge of toxic gases, which could result in
significant damage claims in addition to interrupting a revenue source.

Operating hazards and uninsured losses. The Company’s operations are subject to all the risks normally
incident to the oil and gas exploration and production business, including blowouts, cratering, explosions, adverse
weather effects and pollution and other environmental damage, any of which could result in substantial losses to the
Company due to injury or loss of life, damage to or destruction of wells, production facilities or other property,
clean-up responsibilities, regulatory investigations and penalties and suspension of operations. Increased hurricane
activity over the past two years has resulted in production curtailments and physical damage to the Company’s Gulf
of Mexico operations. Although the Company currently maintains insurance coverage that it considers reasonable
and that is similar to that maintained by comparable companies in the oil and gas industry, it is not fully insured
against certain of these risks, either because such insurance is not available or because of the high premium costs
and deductibles associated with obtaining such insurance.

Environmental. The oil and gas business is subject to environmental hazards, such as oil spills, produced
water spills, gas leaks and ruptures and discharges of substances or gases that could expose the Company to
substantial liability due to pollution and other environmental damage. A variety of United States federal, state and
local, as well as foreign laws and regulations govern the environmental aspects of the oil and gas business.
Noncompliance with these laws and regulations may subject the Company to administrative, civil, or criminal
penalties, remedial cleanups, and natural resource damages or other liabilities and compliance may increase the cost
of the Company’s operations. Such laws and regulations may also affect the costs of acquisitions. See “Item 1.
Business — Competition, Markets and Regulations — Environmental and health controls” above for additional
discussion related to environmental risks.

The Company does not believe that its environmental risks are materially different from those of comparable
companies in the oil and gas industry. Nevertheless, no assurance can be given that future environmental laws will
not result in a curtailment of production or processing activities, result in a material increase in the costs of
production, development, exploration or processing operations or adversely affect the Company’s future operations
and financial condition. Pollution and similar environmental risks generally are not fully insurable.

Debt restrictions and availability. The Company is a borrower under fixed rate senior notes and a variable
rate credit facility. The terms of the Company’s borrowings under the senior notes and the credit facility specify
scheduled debt repayments and require the Company to comply with certain associated covenants and restrictions.
The Company’s ability to comply with the debt repayment terms, associated covenants and restrictions is dependent
on, among other things, factors outside the Company’s direct control, such as commodity prices and interest rates.
See Note F of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and
Supplementary Data” for information regarding the Company’s outstanding debt as of December 31, 2005 and
the terms associated therewith.

The Company’s ability to obtain additional financing is also impacted by the Company’s debt credit ratings
and competition for available debt financing. See “Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations” for a discussion of the Company’s debt credit ratings.

Competition. The oil and gas industry is highly competitive. The Company competes with other companies,
producers and operators for acquisitions and in the exploration, development, production and marketing of oil and
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gas. Some of these competitors have substantially greater financial and other resources than the Company. See
“Item 1. Business — Competition, Markets and Regulations” above for additional discussion regarding
competition.

Government regulation. The Company’s business is regulated by a variety of federal, state, local and foreign
laws and regulations. There can be no assurance that present or future regulations will not adversely affect the
Company’s business and operations. See “Item 1. Business — Competition, Markets and Regulations” above for
additional discussion regarding government regulation.

International operations. At December 31, 2005, approximately 14 percent of the Company’s proved
reserves of oil, NGLs and gas were located outside the United States (ten percent in Argentina, two percent in
Canada and two percent in Africa). The success and profitability of international operations may be adversely
affected by risks associated with international activities, including economic and labor conditions, political
instability, tax laws (including host-country import-export, excise and income taxes and United States taxes on
foreign subsidiaries) and changes in the value of the U.S. dollar versus the local currencies in which oil and gas
producing activities may be denominated. To the extent that the Company is involved in international activities,
changes in exchange rates may adversely affect the Company’s future results of operations and financial condition.
See “Critical Accounting Estimates™ included in “Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations”, “Qualitative Disclosures” in “Item 7A. Quantitative and Qualitative
Disclosures About Market Risk” and Note B of Notes to Consolidated Financial Statements included in
“Item 8. Financial Statements and Supplementary Data” for information specific to Argentina’s economic and
political situation and other risks associated with the Company’s international operations. The aforementioned
planned sale of Argentine assets, if completed, will significantly reduce the Company’s international operations.

Estimates of reserves and future net revenues. Numerous uncertainties exist in estimating quantities of
proved reserves and future net revenues therefrom. The estimates of proved reserves and related future net revenues
set forth in this Report are based on various assumptions, which may ultimately prove to be inaccurate.

Petroleum engineering is a subjective process of estimating underground accumulations of oil and gas that
cannot be measured in an exact manner. Estimates of economically recoverable oil and gas reserves and of future net
cash flows depend upon a number of variable factors and assumptions, including the following:

e historical production from the area compared with production from other producing areas,

* the quality and quantity of available data,

* the interpretation of that data,

* the assumed effects of regulations by governmental agencies,

 assumptions concerning future oil and gas prices and

e assumptions concerning future operating costs, severance, ad valorem and excise taxes, development costs

and workover and remedial costs.

Because all reserve estimates are to some degree subjective, each of the following items may differ materially
from those assumed in estimating reserves:

* the quantities of oil and gas that are ultimately recovered,

e the production and operating costs incurred,

e the amount and timing of future development expenditures and
* future oil and gas sales prices.

Furthermore, different reserve engineers may make different estimates of reserves and cash flows based on the
same available data. The Company’s actual production, revenues and expenditures with respect to reserves will
likely be different from estimates and the differences may be material.
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As required by the SEC, the estimated discounted future net cash flows from proved reserves are generally
based on prices and costs as of the date of the estimate, while actual future prices and costs may be materially higher
or lower. Actual future net cash flows also will be affected by factors such as:

* the amount and timing of actual production,
* increases or decreases in the supply or demand of oil and gas and
* changes in governmental regulations or taxation.

The Company reports all proved reserves held under production sharing arrangements and concessions
utilizing the “economic interest” method, which excludes the host country’s share of proved reserves. Estimated
quantities of production sharing arrangements reported under the “economic interest” method are subject to
fluctuations in the price of oil and gas and recoverable operating expenses and capital costs. If costs remain stable,
reserve quantities attributable to recovery of costs will change inversely to changes in commodity prices.

Standardized Measure is a reporting convention that provides a common basis for comparing oil and gas
companies subject to the rules and regulations of the SEC. It requires the use of oil and gas prices, as well as
operating and development costs, prevailing as of the date of computation. Consequently, it may not reflect the
prices ordinarily received or that will be received for oil and gas production because of seasonal price fluctuations or
other varying market conditions, nor may it reflect the actual costs that will be required to produce or develop the oil
and gas properties. Accordingly, estimates included herein of future net revenues may be materially different from
the net revenues that are ultimately received. Therefore, the estimates of discounted future net cash flows or
Standardized Measure in this Report should not be construed as accurate estimates of the current market value of the
Company’s proved reserves.

Stock repurchases. During 2005, the Company repurchased 20 million shares of its common stock, and
announced its intention to repurchase up to an additional $350 million of its common stock, subject to completion of
the planned divestiture of its deepwater Gulf of Mexico and Argentine assets. The Board sets limits on the price per
share at which Pioneer’s common stock can be repurchased, and the Company will not be permitted to repurchase
its stock during certain periods because of scheduled and unscheduled trading blackouts. Additionally, business
conditions and availability of capital may dictate that repurchases be suspended or cancelled. As a result, there can
be no assurance that additional repurchases will be commenced and, if so, that they will be completed.

Commodity hedges. To the extent that the Company engages in hedging activities to reduce commodity price
risk, Pioneer may be prevented from realizing the benefits of price increases above the levels of the hedges. See
“Item 7A. Quantitative and Qualitative Disclosures About Market Risk”.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

The information included in this Report about the Company’s oil, NGL and gas reserves as of December 31,
2005, 2004 and 2003, which are located in the United States, Argentina, Canada, South Africa and Tunisia, were
based on evaluations prepared by the Company’s engineers and audited by Netherland, Sewell & Associates, Inc.
(“NSATI”) with respect to the Company’s major properties and prepared by the Company’s engineers with respect to
all other properties. The reserve audits performed by NSAI in aggregate represented 82 percent, 88 percent and
87 percent of the Company’s 2005, 2004 and 2003 proved reserves, respectively; and, 76 percent, 84 percent and
89 percent of the Company’s 2005, 2004 and 2003 associated present value of proved reserves discounted at ten
percent, respectively.

NSALI follows the general principles set forth in the standards pertaining to the estimating and auditing of oil
and gas reserve information promulgated by the Society of Petroleum Engineers (“SPE”). A reserve audit as defined
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by the SPE is not the same as a financial audit. The SPE’s definition of a reserve audit includes the following
concepts:

* A reserve audit is an examination of reserve information that is conducted for the purpose of expressing an
opinion as to whether such reserve information, in the aggregate, is reasonable and has been presented in
conformity with generally accepted petroleum engineering and evaluation principles.

* The estimation of proved reserves is an imprecise science due to the many unknown geologic and reservoir
factors that cannot be estimated through sampling techniques. Since reserves are only estimates, they cannot
be audited for the purpose of verifying exactness. Instead, reserve information is audited for the purpose of
reviewing in sufficient detail the policies, procedures and methods used by a company in estimating its
reserves so that the reserve auditors may express an opinion as to whether, in the aggregate, the reserve
information furnished by a company is reasonable and has been estimated and presented in conformity with
generally accepted petroleum engineering and evaluation principles.

* The methods and procedures used by a company, and the reserve information furnished by a company, must
be reviewed in sufficient detail to permit the reserve auditor, in its professional judgment, to express an
opinion as to the reasonableness of the reserve information. The auditing procedures require the reserve
auditor to prepare its own estimates of reserve information for the audited properties.

To further clarify, in conjunction with the audits of the Company’s proved reserves and associated present
value discounted at ten percent, the Company provided to NSAI its external and internal engineering and
geoscience technical data and analyses. Based on NSAI’s review of that data, they had the option of honoring
the Company’s interpretation, or making their own interpretation. No data was withheld from them. NSAI accepted
without independent verification the accuracy and completeness of the historical information and data furnished by
the Company with respect to ownership interest; oil and gas production; well test data; oil, NGL and gas prices;
operating and development costs; and any agreements relating to current and future operations of the properties and
sales of production. However, if in the course of their evaluation something came to their attention which brought
into question the validity or sufficiency of any such information or data, NSAI did not rely on such information or
data until they had satisfactorily resolved their questions relating thereto or had independently verified such
information or data.

In the course of their evaluations, NSAI prepared, for all of the audited properties, their own estimates of the
Company’s proved reserves and present value of such reserves discounted at ten percent. NSAI’s estimates of those
proved reserves and present value of such reserves discounted at ten percent did not differ from the Company’s
estimates by more than ten percent in the aggregate. However, when compared on a field-by-field or area-by-area
basis, some of the Company’s estimates were greater than those of NSAI and some were less than the estimates of
NSAI When such differences do not exceed ten percent in the aggregate and NSAI is satisfied that the proved
reserves and present value of such reserves discounted at ten percent are reasonable and that their audit objectives
have been met, NSAI will issue a completed unqualified audit opinion. Remaining differences are not resolved due
to the limited cost benefit of continuing such analyses by the Company and NSAI. At the conclusion of the audit
process, it is NSAI’s opinion, as set forth in its audit letters, that Pioneer’s estimates of the Company’s proved oil and
gas reserves and associated future net revenues are, in the aggregate, reasonable and have been prepared in
accordance with generally accepted petroleum engineering and evaluation principles.

The Company did not provide estimates of total proved oil and gas reserves during 2005, 2004 or 2003 to any
federal authority or agency, other than the SEC. The Company’s reserve estimates do not include any probable or
possible reserves.

Proved Reserves

The Company’s proved reserves totaled 986.7 MMBOE, 1.0 billion BOE and 789.1 MMBOE at December 31,
2005, 2004 and 2003, respectively, representing $7.3 billion, $6.6 billion and $4.6 billion, respectively, of
Standardized Measure. The Company’s proved reserves include field fuel which is gas consumed to operate
field equipment (primarily compressors) prior to the gas being delivered to a sales point. The following table shows
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the changes in the Company’s proved reserve volumes by geographic area during the year ended December 31, 2005
(in MBOE):

Discoveries and

Production Extensions Acquisitions Divestitures Revisions Total
United States . .......... (49,210) 17,494 79,663 (37,964)  (29,049) (19,066)
Argentina.............. (11,874) 7,602 — — (20,881) (25,153)
Canada................ (2,922) 9,840 49 (9,947) 3,082 102
Africa ................ (3,674) 12,109 — — 184 8,619
Total . ..oovvern (67,680) 47,045 79,712 (47911)  (46,664) (35,498)

Production. Production volumes include (a) 2,409 MBOE of field fuel and (b) 1,188 MBOE of production
associated with certain divested assets being presented as discontinued operations.

Discoveries and extensions. Discoveries and extensions are primarily the result of (a) drilling activity in the
Raton Basin in the United States, Horseshoe Canyon and Chinchaga fields in Canada and the Neuquen Basin in
Argentina and (b) the approval to begin development of the gas reserves, previously discovered, off the south coast
of South Africa.

Acquisitions. Acquisition volumes are primarily attributable to the (a) July 2005 announced completion of
the acquisition of 70 MBOE of proved reserves in the Spraberry field and Gulf Coast area and (b) other smaller
acquisitions.

Divestitures. The divestitures are primarily attributable to (a) the sale of approximately 28 MMBOE of
proved reserves in the Spraberry and Hugoton fields through three VPPs, (b) the sale of approximately 10 MMBOE
of proved reserves in properties on the shelf of the Gulf of Mexico and East Texas and (c) the sale of approximately
10 MMBOE of proved reserves in the Martin Creek and Conroy Black areas of northeast British Columbia and the
Lookout Butte area of southern Alberta.

Revisions. The overall downward revisions are primarily attributable to (a) the recent drilling results in the
deep gas reserves in the Neuquen Basin of Argentina which indicated that the gas reservoirs are more complex and
compartmentalized than expected, and (b) additional production decline history on producing wells and unexpected
drilling results in certain areas of the field in the Raton Basin in the United States where a number of wells drilled on
the northern rim of the field during the second half of 2005 encountered less CBM reservoir than expected due to
nonproductive volcanic intrusions into the coal interval. The downward revisions were offset by increased
commodity prices that extended the economic life on various properties.

On a BOE basis, 62 percent of the Company’s total proved reserves at December 31, 2005 were proved
developed reserves. Based on reserve information as of December 31, 2005, and using the Company’s production
information for the year then ended, the reserve-to-production ratio associated with the Company’s proved reserves
was 15 years on a BOE basis. The following table provides information regarding the Company’s proved reserves
and average daily sales volumes by geographic area as of and for the year ended December 31, 2005:

2005 Average Daily

Proved Reserves as of December 31, 2005(a) Sales Volumes(b)
Oil (o)1}
& NGLs Gas Standardized & NGLs Gas
(MBbls) (MMcf) MBOE Measure (Bbls) (Mcf) BOE

(In thousands)
United States .. 385,771 2,750,856 844,247 $6,078,764 43,345 497,068 126,191

Argentina. . . .. 34,024 404,323 101,411 807,897(c) 9,693 137,032 32,531
Canada. . ... .. 2,423 130,514 24,175 254,067 713 36,427 6,784
Africa ....... 6,824 60,395 16,890 156,169 10,065 — 10,065

Total ...... 429,042 3,346,088 986,723 $7,296,897 63,816 670,527 175,571

(a) The gas reserves contain 306 MMcf of gas that will be produced and utilized as field fuel.
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(b) The 2005 average daily sales volumes are from continuing operations and (i) do not include the field fuel
produced, which averaged 6,599 BOEPD and (ii) were calculated using a 365-day year and without making pro
forma adjustments for any acquisitions, divestitures or drilling activity that occurred during the year.

(c) Assuming the Argentine export tax on oil remains in place after the expiration date of the law in February 2007

the standardized measure of discounted future cash flows for Argentina would be approximately $633 million at
December 31, 2005.

The following table represents the estimated timing and cash flows of developing the Company’s proved
undeveloped reserves as of December 31, 2005:

Estimated
Future Future Future Future

Production Cash Production Development Future Net

Year Ended December 31, (MBOE) Inflows Costs Costs Cash Flows
($ in thousands)

2006. . ... 5,694 $ 204592 $ 26,656 $ 666,238 $ (488,302)
2007, ..o 15,552 603,300 78,878 502,221 22,201
2008. . ... 19,470 740,419 101,040 375,092 264,287
2009. ... 21,306 825,809 119,378 208,685 497,746
2010, . ... 21,652 862,436 130,472 212,670 519,294
Thereafter. .. ............ 287,562 13,008,489 3,408,631 729,274 8,870,584

371,236 $16,245,045  $3,865,055  $2,694,180  $9,685,810

Description of Properties

As of December 31, 2005, the Company has production, development and/or exploration operations in the
United States, Argentina, Canada, Equatorial Guinea, Nigeria, South Africa and Tunisia.

United States

Approximately 78 percent of the Company’s proved reserves at December 31, 2005 is located in the Spraberry
field in the Permian Basin area, the Hugoton and West Panhandle fields of the Mid-Continent area and the Raton
field in the Rocky Mountain area. These fields generate substantial operating cash flow and the Spraberry and Raton
fields have a large portfolio of low risk drilling opportunities. The cash flows generated from these fields provide
funding for the Company’s other development and exploration activities both domestically and internationally. The
Company has preliminarily budgeted approximately $900 million to $1.0 billion for exploration and development
drilling expenditures for 2006.

The following tables summarize the Company’s development and exploration/extension drilling activities
during 2005:

Development Drilling
Beginning Wells Wells Successful Unsuccessful Ending Wells

in Progress Spud Wells Wells In Progress
Spraberry field ............... 13 181 170 1 23
Hugoton field ................ 1 18 18 1 —
West Panhandle field . . ......... 11 42 50 3 —
Raton field . ................. — 262 262 — —
Other. ...................... 7 38 37 2 6
Total United States. . ......... 32 541 537 7 29
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Exploration/Extension Drilling
Beginning Wells Wells Successful Unsuccessful Ending Wells

in Progress Spud Wells Wells In Progress
Raton field .................. — 27 26 — 1
Other. .. .....oooveeeinin 9 18 14 7 6
Total United States. .......... 9 7 7

5 40

The following table summarizes by geographic area the Company’s costs incurred, excluding asset retirement
obligations, during 2005 and the total wells preliminarily planned to be drilled during 2006:

Property 2006
Acquisition Costs Exploration  Development Wells
Proved Unproved Costs Costs Total Planned

(In thousands)
United States:

Permian Basin . . ... .. $145244 $ 2,520 $ 1,236 $130,308 $279,308 365
Mid-Continent . . . .. .. 163 — 34 40,808 41,005 28
Rocky Mountain . . ... — 20,050 13,207 132,876 166,133 379
Gulf of Mexico .. .... — 12,374 150,305 94,552 257,231 4(a)
Onshore Gulf Coast . . . 22,407 26,390 8,871 44,412 102,080 35
Alaska............. — (773) 44,070 5,427 48,724

Total United States.. $167,814  $60,561 $217,723 $448,383 $894,481 814

(a) Includes two sidetrack wells proposed by the operator in the Aconcagua field and two delineation wells
planned on the Clipper discovery.

Permian Basin

Spraberry field. The Spraberry field was discovered in 1949 and encompasses eight counties in West Texas.
The field is approximately 150 miles long and 75 miles wide at its widest point. The oil produced is West Texas
Intermediate Sweet, and the gas produced is casinghead gas with an average energy content of 1,400 Btu. The oil
and gas are produced primarily from three formations, the upper and lower Spraberry and the Dean, at depths
ranging from 6,700 feet to 9,200 feet. Recently, the Company has begun completing selected wells in the Wolfcamp
formation at depths ranging from 9,300 feet to 10,300 feet with successful results. The Company believes the area
offers excellent opportunities to enhance oil and gas production because of the numerous undeveloped drilling
locations, many of which are reflected in the Company’s proved undeveloped reserves, and the ability to contain
operating expenses through economies of scale.

Mid-Continent

Hugoton field. The Hugoton field in southwest Kansas is one of the largest producing gas fields in the
continental United States. The gas is produced from the Chase and Council Grove formations at depths ranging
from 2,700 feet to 3,000 feet. The Company’s gas in the Hugoton field has an average energy content of 1,025 Btu.
The Company’s Hugoton properties are located on approximately 257,000 gross acres (237,000 net acres), covering
approximately 400 square miles. The Company has working interests in approximately 1,200 wells in the Hugoton
field, about 1,000 of which it operates, and partial royalty interests in approximately 500 wells. The Company owns
substantially all of the gathering and processing facilities, primarily the Satanta plant, that service its production
from the Hugoton field. Such ownership allows the Company to control the production, gathering, processing and
sale of its gas and NGL production.

The Company’s Hugoton operated wells are capable of producing approximately 74 MMcf of wet gas per day
(i.e., gas production at the wellhead before processing or field fuel use and before reduction for royalties), although
actual production in the Hugoton field is limited by allowables set by state regulators. The Company estimates that it

18



and other major producers in the Hugoton field produced near allowable capacity during the year ended
December 31, 2005.

West Panhandle field. The West Panhandle properties are located in the panhandle region of Texas. These
stable, long-lived reserves are attributable to the Red Cave, Brown Dolomite, Granite Wash and fractured Granite
formations at depths no greater than 3,500 feet. The Company’s gas in the West Panhandle field has an average
energy content of 1,300 Btu and is produced from approximately 600 wells on more than 250,000 gross acres
covering over 375 square miles. The Company controls 100 percent of the wells, production equipment, gathering
system and gas processing plant for the field.

Rocky Mountains

Raton field. The Raton Basin properties are located in the southeast portion of Colorado. Exploration for
CBM in the Raton Basin began in the late 1970s and continued through the late 1980s, with several companies
drilling and testing more than 100 wells during this period. The absence of a pipeline to transport gas from the Raton
Basin prevented full scale development until January 1995, when Colorado Interstate Gas Company completed the
construction of the Picketwire lateral pipeline system. The Company’s gas in the Raton Basin has an average energy
content of 1,000 Btu. Since the completion of the Picketwire lateral, production has continued to grow, resulting in
expansion of the system’s capacity by its operator, the most recent expansion of which was in October 2005. The
Company owns approximately 385,000 gross acres in the center of the Raton Basin with current production from
coal seams of the Vermejo and Raton formations.

Piceance/Uinta Basins. The Piceance Basin is located in the central portion of western Colorado, and the
Uinta Basin is located in the central portion of eastern Utah. The Company owns approximately 115,000 acres
covering producing and prospective regions of the Piceance and Uinta Basins. Currently, production is established
from various tight sandstone, coal and shale formations.

Sand Wash Basin. The Sand Wash Basin is the site of a potential CBM project located north of the
Company’s Piceance Basin properties. The Company holds a 50 percent operated interest in 114,000 gross acres in
the Lay Creek field. In 2006, the Company plans to (i) refrac the wells drilled by the previous owner in two existing
pilots, specifically targeting coal seams to reduce water handling and (ii) drill an additional two or three pilot
programs to evaluate the potential of the project.

Gulf of Mexico

Gulf of Mexico area. 1In the Gulf of Mexico, the Company has focused on reserve and production growth by
drilling its portfolio of shelf and deepwater development projects, high-impact, higher-risk shelf and deepwater
exploration prospects and exploitation opportunities inherent in the properties the Company currently has
producing on the shelf.

During September 2005, the Company announced its plans to pursue the divestment of its deepwater Gulf of
Mexico assets to reduce the exploration risk and production volatility that have been associated with these assets.
The deepwater Gulf of Mexico bid process has been completed and the Company is currently in negotiations for the
sale of these assets. No assurance can be given that a sale can be completed on terms acceptable to the Company.
However, if successfully completed, such a divestiture would remove the deepwater Gulf of Mexico from the
Company’s portfolio of oil and gas activities.

During 2005, the Company had five significant projects in the deepwater Gulf of Mexico, which are discussed
below:

* Canyon Express — The Canyon Express project is a joint development of three deepwater Gulf of Mexico
gas discoveries, including the Company’s Total E&P USA-operated Aconcagua field and Marathon-
operated Camden Hills fields, where the Company holds 37.5 percent and 33.3 percent working
interests, respectively. The Company participated in the discovery of the Aconcagua gas field in 1999
and later added Camden Hills to its portfolio to enhance its ownership in the project. The Canyon Express
project was approved for development in June 2000 and reached first production in September 2002. The
existing Aconcagua and Camden Hills wells are expected to reach the end of their productive lives in early
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2006; therefore, the Company now anticipates that the system will be shut in once the recoverable reserves
are fully produced until a rig becomes available to drill sidetrack wells in the Aconcagua field. The Company
has been advised by the operator of the Canyon Express system that sidetrack operations are planned for the
Aconcagua field in late 2006.

 Falcon Corridor — The Falcon Corridor project started with the Company’s Falcon field discovery during
2001, followed by the 2003 Harrier, Raptor and Tomahawk discoveries. The Company owns a 100 percent
working interest in the Falcon Corridor discoveries and surrounding areas. First production from Falcon
occurred in March 2003, followed by production from Harrier, Raptor and Tomahawk in 2004. During 2005,
the Harrier, Raptor and Tomahawk fields were fully depleted.

* Devils Tower Area — The Dominion-operated Devils Tower development project was sanctioned in 2001 as
a spar development project with the owners leasing a spar from a third party for the life of the field. The spar
has slots for eight dry tree wells and up to four subsea tie-back risers and is capable of handling 60 MBbls of
oil per day and 60 MMcf of gas per day. Devils Tower production operations were initiated in 2004 prior to
being shut in due to Hurricane Ivan. Production was resumed in November 2004. In addition to the Devils
Tower wells, three subsea tie-back wells in the Goldfinger and Triton satellite discoveries in the Devils
Tower area were jointly tied back to the Devils Tower spar in November of 2005. The Company holds a
25 percent working interest in each of these projects.

» Thunder Hawk — The Murphy Exploration and Production Company-operated Thunder Hawk discovery in
2004 encountered in excess of 300 feet of net oil pay in two high-quality reservoir zones in Mississippi
Canyon Block 734. The third appraisal well was spudded during the fourth quarter of 2005 and plans to
complete the drilling of the previously spudded second well, which was temporarily suspended due to
weather. These wells are expected to be completed during the first half of 2006. The Company owns a
12.5 percent working interest in this discovery.

* Clipper — During the fourth quarter of 2005, the Company announced a discovery on its Clipper prospect in
the Green Canyon Block 299. The Company plans additional drilling during 2006 to further delineate the
field. The Company operates the block with a 55 percent working interest.

Onshore Gulf Coast

South Texas. The Company has focused its drilling efforts in this area on the Pawnee field in the Edwards
Reef trend in South Texas. The Edwards Reef trend is a tight gas limestone reservoir characterized by narrow bands
of dry gas fields extending over 250 miles. In addition to the Pawnee field, the Company has operations in the SW
Kenedy and Washburn fields of the Edwards Reef trend and a growing acreage position with over 160,000 acres
acquired during the past year. Production depths in the trend range from 9,500 feet to 14,000 feet, from which over
1 trillion cubic feet of gas has been produced by the oil and gas industry. The Company drilled its first successful
exploration well in the recently acquired acreage in the Edwards Reef trend in late 2005 and is currently producing
approximately 1.3 MMcf of gas per day from the discovery. Pioneer’s current plans include drilling at least 20 wells
in the Edwards Reef trend during 2006, leveraging the Company’s horizontal drilling expertise.

Northern Louisiana and Mississippi. The Company has acquired significant acreage in Northern Louisiana
and Mississippi. During 2006, the Company is planning exploratory tests in the Hosston/Cotton Valley trend in
Northern Louisiana and a Norphlet prospect in Mississippi.

Alaska

North Slope area. During 2002, the Company acquired a 70 percent working interest and operatorship in ten
state leases on Alaska’s North Slope. Associated therewith, the Company drilled three exploratory wells during
2003 to test a possible extension of the productive sands in the Kuparuk River field in the shallow waters offshore.
Although all three of the wells found the sands filled with oil, they were too thin to be considered commercial on a
stand-alone basis. However, the wells also encountered thick sections of oil-bearing Jurassic-aged sands, and the
first well flowed at a rate of approximately 1,300 Bbls per day (“BPD”). In January 2004, the Company farmed-into
a large acreage block to the southwest of the Company’s discovery. In the fourth quarter of 2004, Pioneer completed
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an extensive technical and economic evaluation of the resource potential within this area. As a result of this
evaluation, the Company performed front-end engineering and permitting activities during 2005 to further define
the scope of the project. In February 2006, the Company announced that it has approved and is commencing the
development of the Oooguruk field in the project area. Following the construction of a gravel drilling and
production site in 2006, installation of a subsea flowline and facilities are planned for 2007 to carry produced liquids
to existing onshore processing facilities at the Kuparuk River Unit. Between 2007 and 2009, Pioneer plans to drill
approximately 40 horizontal wells in the Oooguruk field. Total gross capital invested, including projected drilling
and facility costs, is expected to range from $450 million to $525 million. First production from these wells is
expected to begin in 2008.

During the first quarter of 2006, Pioneer anticipates drilling two exploration wells as operator, one with a
50 percent working interest in the Storms area, and a second, under a farm-in agreement with ConocoPhillips, with a
90 percent working interest on the Cronus prospect. Under another farm-in agreement with ConocoPhillips, Pioneer
plans to participate with a 32.5 percent working interest in a third exploration well to be drilled on ConocoPhillips’
Antigua prospect.

Cosmopolitan. During 2005, Pioneer announced that it entered into an agreement on the Cosmopolitan Unit
in the Cook Inlet. Under this agreement, Pioneer earned a ten percent working interest in the unit from
ConocoPhillips through a disproportionate spending arrangement for a 3-D seismic program undertaken during
the fourth quarter of 2005. Pursuant to this agreement, Pioneer has the option to acquire an additional 40 percent
interest in the Cosmopolitan Unit any time prior to June 1, 2006. Upon evaluation of the results of the
aforementioned 3-D seismic program, Pioneer will determine whether or not to exercise this option.

International

The Company’s international operations are located in the Neuquen and Austral Basins areas of Argentina, the
Chinchaga and Horseshoe Canyon areas of Canada, the Sable oil field offshore South Africa and in southern
Tunisia. Additionally, the Company has other development and exploration activities in the shallow waters offshore
South Africa and oil development and exploration activities in Equatorial Guinea, Nigeria and Tunisia. As of
December 31, 2005, approximately ten percent, two percent and two percent of the Company’s proved reserves
were located in Argentina, Canada and Africa, respectively.

The following tables summarize the Company’s development and exploration/extension drilling activities
outside the United States during 2005:

Development Drilling
Beginning Wells Wells Successful Unsuccessful Ending Wells

in Progress Spud Wells Wells In Progress
Argentina ................... 6 65 65 4 2
Canada . .................... 3 27 27 — 3
Total International ........... 9 92 92 4 5
Exploration/Extension Drilling
Beginning Wells Wells Successful Unsuccessful Ending Wells
in Progress Spud Wells Wells In Progress
Argentina ................... 8 29 19 14 4
Canada . .................... 21 182 87 7 109
Nigeria . .................... — 1 — 1 —
South Africa . ................ 2 — 1 — 1
Tunisia . ........... ... .. ... 2 _ 4 2 2 2
Total International . .......... 33 216 109 24 116
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The following table summarizes by geographic area the Company’s international costs incurred, excluding
asset retirement obligations, during 2005 and the total wells preliminarily planned to be drilled during 2006:

Property 2006
Acquisition Costs Exploration  Development Wells
Proved Unproved Costs Costs Total Planned
(In thousands)

Argentina. ................ $ — $ 512 $ 36,878 $ 85,786  $123,176 —

Canada................... 2,593 7,344 43,437 77,962 131,336 298
Africa:

Equatorial Guinea. ........ — — 3,395 — 3,395 1

Nigeria. . ............... — 30,663 34,134 — 64,797 1

South Africa............. — 260 755 13,638 14,653 4

Tunisia................. — — 18,395 2,847 21,242 9

Other.................... — — 6,926 292 7,218 —

Total International . . . .. .. $2,593  $38,779  $143,920  $180,525  $365,817 313

Argentina. The Company’s operated production in Argentina is concentrated in the Neuquen Basin, which is
located about 925 miles southwest of Buenos Aires and to the east of the Andes Mountains. Oil and gas are
produced primarily from the Al Norte de la Dorsal, the Al Sur de la Dorsal, the Dadin, the Loma Negra, the Dos
Hermanas, the Anticlinal Campamento and the Estacion Ferndndez Oro blocks, in each of which the Company has a
100 percent working interest. Most of the gas produced from these blocks is processed in the Company’s Loma
Negra gas processing plant. The Company operates the Meseta Sirven block located in the southern part of the
San Jorge basin in Santa Cruz Province, approximately 1,200 miles south of Buenos Aires. The production from this
block, in which the Company has a 100 percent working interest, is primarily oil. The Company also operates and
has a 50 percent working interest in the Lago Fuego field, which is located in Tierra del Fuego, an island in the
extreme southern portion of Argentina, approximately 1,500 miles south of Buenos Aires.

Most of the Company’s nonoperated production in Argentina is located in Tierra del Fuego, the most southern
province in Argentina, where oil, gas and NGLs are produced from six separate fields in which the Company has a
35 percent working interest. The Company also has a 14.4 percent working interest in the Confluencia field which is
located in the Neuquen Basin.

During September 2005, the Company announced that it would pursue the sale of its nonoperated position in
Tierra del Fuego. During the Tierra del Fuego sales process, several prospective buyers indicated that they could
enhance their value for a transaction in Argentina if it included all of Pioneer’s properties. The Company decided
that if a buyer presented an attractive offer for all of the Argentine assets, that it would consider exiting Argentina.
On January 17, 2006, the Company announced signing an agreement with Apache Corporation to sell all of the
Company’s interests in Argentina for $675 million (subject to normal closing adjustments). The transaction is
expected to close during the latter part of the first quarter or in early April of 2006.

Canada. The Company’s Canadian producing properties are located primarily in Alberta and British
Columbia, Canada. In May 2005, the Company sold its ownership interests in the Martin Creek and Conroy
Black areas of northeast British Columbia and the Lookout Butte area of southern Alberta for net proceeds of
$197.2 million. The Company continues to exploit lower risk opportunities identified in the Chinchaga field core
area of northeast British Columbia. The Company also initiated significant drilling, pipeline and facility activities in
south-central Alberta targeting Horseshoe Canyon CBM potential on the existing land base in the greater
Drumbheller area.

Production from the Chinchaga area of northeast British Columbia is relatively dry gas from formation depths
averaging 3,400 feet. The greater Drumheller area in south-central Alberta produces CBM gas, CBM condensate
and minor oil from Cretaceous to Devonian formations at depths ranging from 400 to 6,500 feet. The Company has
CBM gas production currently from the Horseshoe Canyon coal and further exploitation drilling will occur
throughout the area in 2006.
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Equatorial Guinea. The Company owns a 50 percent working interest in Block H offshore Equatorial
Guinea. The Company has identified several prospects on the block that are being evaluated for future drilling, one
of which is expected to be drilled during 2006 or 2007.

Nigeria. A partially-owned subsidiary of the Company joined Oranto Petroleum and Orandi Petroleum in an
existing production sharing contract on Block 320 in deepwater Nigeria gaining exploration rights from the
Nigerian National Petroleum Corporation. The subsidiary, which holds a 51 percent interest in Block 320, is owned
59 percent by the Company and 41 percent by an unaffiliated third party. The Company acquired 3-D seismic data in
2005, is currently processing the seismic and plans to drill the first well in Block 320 during 2007.

The Company owns a 26 percent working interest in Devon-operated Block 256 offshore Nigeria. The
Company participated in an unsuccessful exploratory well on this block during 2005 and is participating in a second
exploration well that spudded during January 2006. The timing of a third exploration well planned for the block has
not been determined.

The Company had previously announced it was awarded, through a consortium, rights to acreage in Blocks 2
and 3 of the Joint Development Zone in offshore Nigeria, Sio Tomé and Principe subject to negotiating acceptable
joint operating and production sharing agreements. On February 7, 2006, the Company announced that it was
withdrawing from participation in both blocks.

South Africa. The Company has agreements to explore for oil and gas offshore South Africa covering over
five million acres along the southern coast in water depths generally less than 650 feet. The Sable oil field began
producing in August 2003 and the majority of the gas from the field has been reinjected. The Company has a
40 percent working interest in the Sable field.

In December 2005, the Company announced the final approvals with its partner in the South Coast Gas project.
Pioneer has a 45 percent working interest in the project. The project will include subsea tie-back of gas from the
Sable field and six additional gas accumulations to the existing production facilities on the F-A platform for
transportation via existing pipelines to a gas-to-liquids (“GTL”) plant. The Company has signed a contract for the
sale of its share of gas and condensate to the GTL plant. Production is expected to begin during the second half of
2007 and increase to an average of approximately 100 MMcf per day of gas and 3,000 BPD of condensate over the
initial phase of the project through 2012. Development drilling related to the project is expected to commence in the
first quarter of 2006.

Tunisia. The Company’s Tunisian permits can be separated into three categories: (i) three permits covering
2.9 million acres which the Company operates with an average 55 percent working interest, (ii) the Anadarko-
operated Anaguid and Jenein Nord permits covering over 1.5 million acres in which the Company has a 45 percent
working interest and (iii) the ENI-operated Adam Concession and Borj El Khadra permit covering approximately
212,000 acres and 970,000 acres, respectively, in which the Company has a 20 percent and 40 percent working
interest, respectively. Production from the Adam Concession began in May 2003. All permits are onshore southern
Tunisia.

In 2005, the Company conducted an extended production test of one of the two existing Anaguid Block
exploration wells and drilled an offset appraisal well to the other exploration well. The results of the extended
production test were unfavorable. However, the appraisal well offsetting the second discovery encountered gas and
condensate in a similar horizon to the initial well. The Company is currently reviewing data from the appraisal well
to determine whether development of the area is economical.

Selected Oil and Gas Information

The following tables set forth selected oil and gas information from continuing operations for the Company as
of and for each of the years ended December 31, 2005, 2004 and 2003. Because of normal production declines,
increased or decreased drilling activities and the effects of acquisitions or divestitures, the historical information
presented below should not be interpreted as being indicative of future results.

Production, price and cost data. The following tables set forth production, price and cost data with respect to
the Company’s properties for 2005, 2004 and 2003. These amounts represent the Company’s historical results from
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continuing operations without making pro forma adjustments for any acquisitions, divestitures or drilling activity
that occurred during the respective years. The production amounts will not agree to the reserve volume tables in the
“Unaudited Supplementary Information” section included in “Item 8. Financial Statements and Supplementary
Data” due to field fuel volumes and production from discontinued operations being included in the reserve volume
tables.

The Company’s lower average prices received for its Argentine commodities, as compared to the prices
received in other countries, are due to price limitations imposed by the Argentine government in an effort to keep
fuel and energy prices for Argentine consumers at pre-devaluation levels. These limitations have kept the prices
received for oil and gas sales in Argentina well below world market levels. Beginning in 2004, the government
mandated certain scheduled gas price increases through mid-2005. Those specific increases occurred as scheduled,
but no specific predictions can be made about the future of oil or gas prices in Argentina. See “Qualitative
Disclosures” in “Item 7A. Quantitative and Qualitative Disclosures About Market Risk” for additional discussion of
Argentine foreign currency, operations and price risk.
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PRODUCTION, PRICE AND COST DATA

Production information:
Annual sales volumes:

Oil MBDIs) . . ...
NGLs (MBbIs) . .. ......... ...
Gas (MMcf) . ........... . ... ... .....
Total MBOE) . ......................

Average daily sales volumes:

Oil BbBIS). . oo
NGLs (Bbls) . .......cci..
Gas (Mcf) .......... ... ... ... ... ...
Total BOE) . . ... ... ... ... ........
Average prices, including hedge results:
Oil (per Bbl) . ..... ... ...
NGLs (per Bbl) ........................
Gas(perMcf) ........ .. ...
Revenue (per BOE) .. ...................
Average prices, excluding hedge results:
Oil (per Bbl) ...... ... .. ... ... ......
NGLs (per Bbl) ....... ... ... ........
Gas (per Mcf) . ...
Revenue (per BOE) .....................

Average costs (per BOE):
Production costs:

Lease operating . .......................

Taxes:

Advalorem .......................
Production ........................
Workover . . ....... ... ...

Year Ended December 31, 2005

United
States Argentina Canada Africa Total
9,469 2,872 77 3,674 16,092
6,351 666 184 — 7,201
181,429 50,017 13,296 — 244742
46,059 11,874 2,476 3,674 64,083
25,943 7,869 210 10,065 44,087
17,402 1,824 503 — 19,729
497,068 137,032 36,427 — 670,527
126,191 32,531 6,784 10,065 175,571
$ 3109 $ 36.88 $ 5212 $53.00 $ 37.22
$ 31.72 $ 3317 $4579 % — $ 3222
$ 683 § 88 $ 767 $ — § 566
$ 3766 $ 1450 $ 46.18 $ 53.00 $ 34.57
$ 5405 $ 3688 $ 5212 $ 5300 $ 50.74
$ 31.72 $ 3317 $4579 % — $ 3222
$ 794 $ 88 $ 767 $ — $ 649
$ 4678 $ 1450 $ 46.18 $ 5300 $ 41.14
$ 487 $ 297 $1294 $ 882 $ 507
.88 — — — .63
1.30 23 — — .97
.36 .06 1.89 — .34
$ 741 $ 326 $ 1483 $ 882 $ 701
$ 871 $ 713 $ 1271 $ 796 $ 8.3
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PRODUCTION, PRICE AND COST DATA — (Continued)

Production information:
Annual sales volumes:
Oil (MBbIS) . .. ..o
NGLs (MBbIS) . ... ..o
Gas (MMcf) . . .......... .. ... ... .. ... ..
Total MBOE) . ... ..
Average daily sales volumes:
Oil (BbIs). . ...
NGLs (Bbls) .......coii...
Gas (Mcf) ...... ... ... . . .. ..
Total BOE) . ................ ... .......
Average prices, including hedge results:
Oil (per Bbl) .. ... ... ... ... ..
NGLs (per Bbl) . .......................
Gas (per Mcf) . ...... ... ...,
Revenue (per BOE) .....................
Average prices, excluding hedge results:
Oil (per Bbl) .. ... ... ... ... ... .......
NGLs (per Bbl) . ...... ... ... ........
Gas (per Mcf) . ... ..
Revenue (per BOE) .....................
Average costs (per BOE):
Production costs:
Lease operating . .......................
Taxes:
Advalorem .........................
Production .. ......... ... ... ... . ... ..
Workover . ...... ... . .

Year Ended December 31, 2004

United

States Argentina Canada Africa Total
9,041 3,123 26 4,274 16,464
7,203 566 155 — 7,924
188,964 44,525 9,372 — 242,861
47,738 11,110 1,743 4,274 64,865
24,700 8,534 72 11,676 44,982
19,678 1,546 425 — 21,649
516,294 121,654 25,606 — 663,554
130,428 30,356 4,764 11,676 177,224
$ 2969 $ 28.06 $ 4837 $ 38.12 $ 31.60
$ 2505 $ 2991 $3203 $ — $ 2554
$ 514 $ 66 $ 472 % — $ 430
$ 2975 $ 1207 $ 2893 $38.12 $ 2725
$ 3954 $ 2982 $4837 $ 3871 $ 3749
$ 2505 $ 2991 $ 3203 $ — $ 2554
$ 571 $ 66 $ 537 $ — $ 478
$ 3389 $ 1256 $ 3248 $ 3871 $ 3051
$ 327 $ 275 $ 992 $ 737 $ 363
.58 — — — 43
78 23 — — .61
24 .01 .87 — 21
$ 487 $ 299 $1079 $ 737 $ 488
$ 862 $ 556 $ 1293 $11.19 $ 838
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PRODUCTION, PRICE AND COST DATA — (Continued)

Production information:
Annual sales volumes:

Oil MBDIS) . ...... ...
NGLs (MBbIs) . .....................
Gas (MMcf) . ......... ... ... ...
Total MBOE). .. ....................

Average daily sales volumes:

Ol (BBIS) .+ v oo

Average prices, including hedge results:
Oil (per Bb) . ......... ... ... ... .. ...
NGLs (per Bbl). . ....................
Gas (per Mcf) .. .......... ... ........
Revenue (per BOE). . .................
Average prices, excluding hedge results:
Oil (per Bbl) . .......... ... .........
NGLs (per Bbl)......................
Gas(per Mcf) . ........ ... ... ...,
Revenue (per BOE). . .................

Average costs (per BOE):
Production costs:

Lease operating. . . ...................

Taxes:

Advalorem.......................
Production. .......................
Workover . ........ ... .. ..

Year Ended December 31, 2003

United

States Argentina Canada Africa Total
8,215 3,171 13 723 12,122
7,411 481 173 — 8,065
152,560 34,357 9,774 — 196,691
41,054 9,378 1,815 723 52,970
22,509 8,687 35 1,981 33,212
20,306 1,318 473 — 22,097
417,972 94,128 26,779 — 538,879
112,477 25,693 4971 1,981 145,122
$ 2509 $ 2562 $2800 $29.52 $ 2550
$ 19.03 $ 22.85 $2430 $ — § 19.38
$ 445 $ 56 $ 465 $ — $ 378
$ 2499 $11.87 $ 2756 $2952 § 2282
$ 2952 $ 2631 $ 28.00 $30.07 $ 28.71
$ 19.03 $2285 $2430 $ — $ 1938
$ 491 $ 56 $ 479 $ — $§ 415
$ 2759 $ 1210 $ 2831 $30.07 $ 24091
$ 3.01 $ 257 $ 883 $387 §$ 314
52 — — — 41
75 .20 — A2 .62
.16 .01 .38 — .14
$ 444 $ 278 $ 921 $399 § 431
$ 706 $ 496 $ 1142 $1069 $ 6.89
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Productive wells.  The following table sets forth the number of productive oil and gas wells attributable to the
Company’s properties as of December 31, 2005, 2004 and 2003:

PRODUCTIVE WELLS(a)

Gross Productive Wells Net Productive Wells

il Gas Total 0il Gas Total

As of December 31, 2005:
United States . . ........ ... 4,300 3,955 8,255 3,531 3,669 7,200
Argentina. . ... 821 261 1,082 684 202 886
Canada. ... ....... ... ... . .. . . 65 675 740 30 511 541
Africa . ... 12 — 12 4 — 4
Total. . ... ... . 5,198 4,891 10,089 4,249 4382 8,631

As of December 31, 2004:
United States . ............. .. ... 3,999 3,990 7,989 3,288 3,563 6,851
Argentina. .. .......... i i i 744 226 970 607 168 775
Canada. .. ...... ... . ... e 38 489 527 25 358 383
Africa . ... . 9 — 9 3 — 3
Total. . ... ... 4,790 4,705 9,495 3,923 4,089 8,012

As of December 31, 2003:
United States . . ........ ... 3,691 2,012 5,703 2,978 1,907 4,885
Argentina. .. ... i i 669 194 863 539 141 680
Canada. . .......... .. ... e 4 268 272 4 210 214
Africa ... ... e 7 — 7 2 — 2
Total. .. ... ... . 4371 2474 6,845 3,523 2,258 5,781

(a) Productive wells consist of producing wells and wells capable of production, including shut-in wells. One or
more completions in the same well bore are counted as one well. If any well in which one of the multiple
completions is an oil completion, then the well is classified as an oil well. As of December 31, 2005, the
Company owned interests in 214 gross wells containing multiple completions.

Leasehold acreage. The following table sets forth information about the Company’s developed, undeveloped
and royalty leasehold acreage as of December 31, 2005:

LEASEHOLD ACREAGE

Developed Acreage Undeveloped Acreage Royalty
Gross Acres Net Acres Gross Acres Net Acres Acreage

United States:
Onshore. . ................. 1,362,840 1,186,135 2,294,074 927,528 289,517
Offshore .................. 131,852 61,718 773,919 595,332 10,500
1,494,692 1,247,853 3,067,993 1,522,860 300,017
Argentina ................... 736,000 342,000 953,000 870,000 —
Canada . .................... 245,000 177,000 475,000 348,000 24,000
Africa...................... 337,020 106,571 9,873,962 5,230,077 —
Total ..o oo 2,812,712 1873424 14,369,955 7,970,937 324,017
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The following table sets forth the expiration dates of the leases on the Company’s gross and net undeveloped
acres as of December 31, 2005:

Acres Expiring(a)

Gross Net

2000(D) . . .o e 3,043,642 1,627,381
2007 e 6,494,885 3,708,934
2008 . . e 432,316 311,651
2000 . . e 604,350 199,776
20010 . . e 125,242 91,798
Thereafter . . . . ... e 3,669,520 2,031,397

Total . ... 14,369,955 7,970,937

(a) Acres expiring are based on contractual lease maturities.

(b) Acres subject to expiration during 2006 include 2.6 million gross acres (1.3 million net acres) in Tunisia,
97,952 gross acres (48,976 net acres) in Equatorial Guinea and 309,069 gross acres (207,200 net acres) in North
America. The Company may extend these leases prior to their expiration based upon 2006 planned activities or
for other business reasons. In certain of these leases, the extension is only subject to the Company’s election to
extend and the fulfillment of certain capital expenditure commitments. In other cases, the extensions are subject
to the consent of third parties, and no assurance can be given that the requested extensions will be granted. See
“Description of Properties” above for information regarding the Company’s drilling operations.
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Drilling activities. The following table sets forth the number of gross and net productive and dry hole wells
in which the Company had an interest that were drilled during 2005, 2004 and 2003. This information should not be
considered indicative of future performance, nor should it be assumed that there was any correlation between the
number of productive wells drilled and the oil and gas reserves generated thereby or the costs to the Company of
productive wells compared to the costs of dry holes.

DRILLING ACTIVITIES
Gross Wells Net Wells
Year Ended December 31, Year Ended December 31,
2005 2004 2003 2005 2004 2003
United States:
Productive wells:
Development. . ......... .. .. 537 268 244 504.6 243.1 2105
Exploratory . . ....... ... 40 8 4 36.8 53 4.0
Dry holes:
Development. . . ..., 7 3 6 6.8 3.0 6.0
Exploratory . . ........ .. 1 6 6 5.3 3.0 3.6
591 285 260 5535 2544  224.1
Argentina:
Productive wells:
Development. . .......... ... .. 65 43 29 64.4 41.7 29.0
Exploratory . . ... 19 21 21 17.8 21.0 21.0
Dry holes:
Development. .. ......... . ... . . 4 1 2 4.0 1.0 2.0
Exploratory . . ...... . ... 14 10 9 14.0 9.5 9.0
102 75 _61  100.2 73.2 61.0
Canada:
Productive wells:
Development. . . ..., 27 3 7 26.3 3.0 7.0
Exploratory . . ...... ... i 87 27 16 71.5 24.5 14.9
Dry holes:
Development. . .. ........... i, — — 7 — — 6.5
Exploratory . . ...... ... ... . i 7 24 26 6.5 23.3 21.1
121 54 56 104.3 50.8 49.5
Africa:
Productive wells:
Development. . .. .........uiii... — 2 — .6 3
Exploratory . .. ... 3 2 1 1.2 1.4 4
Dry holes:
Development. . . ..., — — — — — —
Exploratory . . ....... ... 3 5 4 1.2 4.4 3.5
6 9 6 2.4 6.4 4.2

%
-
o

=N
)
$)
(e}
~
\S)
w
w2

83 7604 384.8 338.8
Success Tatioa) . ... 95% 88% 84% 95% 89% 85%

(a) Represents the ratio of those wells that were successfully completed as producing wells or wells capable of
producing to total wells drilled and evaluated.
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The following table sets forth information about the Company’s wells upon which drilling was in progress as of
December 31, 2005:

Gross Wells Net Wells

United States:

Development . . . ..o 29 24.8
Exploratory . ... ... 7 41
36 289
Argentina:
Development . . .. ... 2 2.0
Exploratory .. ... ... ... .. _4 _ 40
6 _60
Canada:
Development . . . .. ... 3 2.3
Exploratory .. ... ... ... ... 109 ~98.0
1003
Africa:
Development . . . ..o — —
ExXploratory . ... .. 3 14
3 14
Total .. oo 157 136.6

ITEM 3. LEGAL PROCEEDINGS

The Company is party to the legal proceedings that are described under “Legal actions” in Note I of Notes to
Consolidated Financial Statements included in “Item 8. Financial Statements and Supplementary Data”. The
Company is also party to other proceedings and claims incidental to its business. While many of these matters
involve inherent uncertainty, the Company believes that the amount of the liability, if any, ultimately incurred with
respect to such other proceedings and claims will not have a material adverse effect on the Company’s consolidated
financial position as a whole or on its liquidity, capital resources or future annual results of operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

The Company did not submit any matters to a vote of security holders during the fourth quarter of 2005.
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PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON STOCK, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

The Company’s common stock is listed and traded on the NYSE under the symbol “PXD”. The Board declared
dividends to the holders of the Company’s common stock of $.22 per share and $.20 per share during each of the
years ended December 31, 2005 and 2004, respectively. On February 15, 2006, the Board declared a cash dividend
on common stock of $.12 per share payable on April 12, 2006 to stockholders of record on March 29, 2006.

The following table sets forth quarterly high and low prices of the Company’s common stock and dividends
declared per share for the years ended December 31, 2005 and 2004:

Dividends
Declared
High Low Per Share
Year ended December 31, 2005:
Fourth quarter. . ........ ... i $55.98  $45.39 $—
Third qUATTET. . . . . . oo $56.35  $39.66 $.12
Second QUATTET . . ..o et e e et e e $45.24  $36.67 $—
First quarter . .. ...t $44.82  $32.91 $.10
Year ended December 31, 2004:
Fourth QUArtEr. . ... ..ottt e e e e $36.85  $30.80 $—
Third qUarter. . . ... ..ot $37.50  $31.03 $.10
Second QUATLET . . . ...t $35.18  $29.27 $—
First QUATTEr . . ..ottt e e e e e $34.68  $29.60 $.10

On February 14, 2006, the last reported sales price of the Company’s common stock, as reported in the NYSE
composite transactions, was $43.51 per share.

As of February 14, 2006, the Company’s common stock was held by approximately 26,000 registered holders
of record.

Securities Authorized for Issuance under Equity Compensation Plans

The following table summarizes information about the Company’s equity compensation plans as of
December 31, 2005:

(b)

Number of Securities

(a) Remaining Available
Number of for Future Issuance
Securities to be Under Equity
Issued Upon Weighted Average Compensation Plans
Exercise of Exercise Price of (Excluding Securities

Outstanding Options Outstanding Options Reflected in First Column)

Equity compensation plans approved by
security holders(c):

Pioneer Natural Resources Company:

Long-Term Incentive Plan . ........ 1,922,215 $20.66 8,467,964
Employee Stock Purchase Plan. . . . .. — $ — 513,406
Predecessor plans ................. 763,183 $19.45 —

2,685,398 8,981,370

(a) There are no outstanding warrants or equity rights awarded under the Company’s equity compensation plans.
The securities do not include restricted stock awarded under the Company’s Long-Term Incentive Plan.
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(b) The Company’s Long-Term Incentive Plan provides for the issuance of a maximum number of shares of
common stock equal to ten percent of the total number of shares of common stock equivalents outstanding less
the total number of shares of common stock subject to outstanding awards under any stock-based plan for the
directors, officers or employees of the Company. The number of remaining securities available for future
issuance under the Company’s Employee Stock Purchase Plan (the “ESPP”) is based on the original authorized
issuance of 750,000 shares less 236,594 cumulative shares issued through December 31, 2005. See Note H of
Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and Supplementary
Data” for a description of each of the Company’s equity compensation plans.

(c) All equity compensation plans have been approved by security holders.

Purchases of Equity Securities by the Issuer and Affiliated Purchasers

The following table summarizes the Company’s purchases of treasury stock during the three months ended
December 31, 2005:

Total Number of Shares Approximate Dollar

(or Units) Purchased Amount of Shares
Total Number of Average Price as Part of Publicly that May Yet Be
Shares (or Units) Paid per Share Announced Plans Purchased under
Period Purchased(a) (or Unit) or Programs Plans or Programs(b)
October 2005 ...... 4,885,424 $51.18 4,884,900
November 2005. . . .. 1,359 $52.02 —
December 2005 . . . .. 4,498 $51.33 —
Total .. ......... 4,891,281 $51.18 4,884,900 $9,294,950

(a) Amounts include shares withheld to fund tax withholding on employees’ stock awards for which restrictions
have lapsed.

(b) Excludes $350 million of planned share repurchases which are subject to the successful completion of the
planned deepwater Gulf of Mexico and Argentina divestitures.

During September 2005, the Company announced that the Board had approved a new share repurchase
program authorizing the purchase of up to $650 million of the Company’s common stock, $640.7 million of which
was completed through open market transactions by the end of 2005. The Board approved another $350 million
upon the completion of the planned deepwater Gulf of Mexico and Argentina divestitures.
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ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated financial data as of and for each of the five years ended December 31,
2005 for the Company should be read in conjunction with “Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations” and “Item 8. Financial Statements and Supplementary Data”.

Year Ended December 31,(a)
2005 2004 2003 2002 2001
(In millions, except per share data)

Statements of Operations Data:
Revenues and other income:

Oiland gas .. ......... i $2,2157  $1,767.4 $1,2086 $ 646.6 $ 780.6

Interest and other(b) . .. .......... ... ... .. ... .... 97.1 14.1 12.3 11.2 21.8

Gain on disposition of assets, net . .. ............... 60.5 — 1.2 4.4 7.7

2,373.3 1,781.5 1,222.1 662.2 810.1

Costs and expenses:

Oil and gas production . ........................ 449.3 316.1 228.2 168.6 173.8

Depletion, depreciation and amortization . . ........... 568.0 556.3 3743 202.8 209.5

Impairment of long-lived assets(c) . ................ .6 39.7 — — —

Exploration and abandonments. . ... ............... 266.8 180.7 131.2 86.6 122.6

General and administrative. . . .. ......... ... ..... 124.6 80.3 60.3 48.2 36.8

Accretion of discount on asset retirement obligations . . . . 7.9 8.2 5.0 — —

Interest . ... ... .. 127.8 103.4 914 95.8 131.9

Other(d) . .... ..o 112.8 33.7 21.3 39.6 43.4

1,657.8 1,318.4 911.7 641.6 718.0

Income from continuing operations before income taxes and

cumulative effect of change in accounting principle . . . . . 715.5 463.1 3104 20.6 92.1
Income tax benefit (provision)(e) . . ... ............... (291.7) (164.1) 67.4 (5.1) 4.0)
Income from continuing operations before cumulative effect

of change in accounting principle . . . ............... 423.8 299.0 377.8 15.5 88.1
Income from discontinued operations, net of tax(a) ....... 110.8 13.9 17.4 11.2 11.9
Income before cumulative effect of change in accounting

principle . . ... ... 534.6 312.9 395.2 26.7 100.0
Cumulative effect of change in accounting principle, net of

tax(f). . .. — — 15.4 — —
Netincome . . . .vv vt e $ 5346 $ 3129 $ 4106 $ 267 $ 100.0

Income from continuing operations before cumulative effect
of change in accounting principle per share:

BasiC. . oo $ 309 $ 239 §$§ 322 $ .14 $ .89
Diluted. . .. ..o $ 302 $ 235 $ 319 $ .14 $ .83
Net income per share:
Basic....... ... . $ 390 $ 250 $ 350 $ 24 §$ 101
Diluted. . .. ..o $ 380 $ 246 $ 346 $ 23 $ 1.00
Weighted average shares outstanding:
BasiC. .. ..o 137.1 125.2 117.2 112.5 98.5
Diluted .. ... ... 141.4 127.5 118.5 114.3 99.7
Dividends declared per share . . . .................... $ 22 $ 20 % —  $ —  $ —
Balance Sheet Data (as of December 31):
Total assets . . .. ... $7,329.2  $6,733.5  $3,951.6  $3.455.1  $3,271.1
Long-term obligations and minority interests. . .. ........ $4,078.8  $3,357.2  $1,762.0 $1,805.6  $1,757.5
Total stockholders’ equity . .. ...................... $2.217.1  $2,831.8 $1,759.8 $1,3749 $1,285.4
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(a)

(b)

(©

(d)

(e)

()

Certain amounts for periods prior to January 1, 2005 have been reclassified (i) in accordance with Statement of
Financial Accounting Standards (“SFAS”) No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets” (“SFAS 144”) to reflect the results of operations of certain oil and gas properties disposed of during
2005 as discontinued operations, rather than as a component of continuing operations. See Notes B and V of
Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and Supplementary
Data” for additional discussion and (ii) to conform with the current year presentation.

Interest and other income in 2005 and 2004 include $73.6 million and $7.6 million, respectively, of income
associated with various business interruption insurance claims. See Note U of Notes to Consolidated Financial
Statements included in “Item 8. Financial Statements and Supplementary Data”.

During 2005 and 2004, the Company recorded $.6 million and $39.7 million of impairment charges for its
Gabonese Olowi field as development of the discovery was canceled due to significant increases in projected
field development costs. See Note S of Notes to Consolidated Financial Statements included in “Item 8.
Financial Statements and Supplementary Data”.

Other expense for 2005, 2003, 2002 and 2001 includes losses on the early extinguishment of debt of
$26.0 million, $1.5 million, $22.3 million and $3.8 million, respectively. Other expense for 2005, 2004,
2003 and 2002 includes $54.8 million, $4.3 million, $2.8 million and $1.7 million, respectively, of derivative
ineffectiveness charges. Other expense for 2001 includes noncash mark-to-market charges for changes in the
fair values of non-hedge financial instruments of $11.5 million. See Note O of Notes to Consolidated Financial
Statements included in “Item 8. Financial Statements and Supplementary Data”.

Income tax benefit for 2003 includes a $197.7 million adjustment to reduce United States deferred tax asset
valuation allowances. See Note P of Notes to Consolidated Financial Statements included in “Item 8. Financial
Statements and Supplementary Data”.

Cumulative effect of change in accounting principle for 2003 relates to the adoption of SFAS No. 143
“Accounting for Asset Retirement Obligations” (“SFAS 143”) on January 1, 2003. See Notes B and L of Notes
to Consolidated Financial Statements included in “Item 8. Financial Statements and Supplementary Data”.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Strategic Initiatives

During September 2005, the Company announced that the Board approved the following strategic initiatives to
enhance shareholder value and investment returns:

» Approval of a $1 billion share repurchase program, $650 million of which was immediately initiated and
substantially completed during 2005. The remaining $350 million is subject to the completion of the planned
deepwater Gulf of Mexico and Argentine divestments discussed below.

* A plan to divest the Company’s assets in the Tierra del Fuego area in southern Argentina. The plan was later
broadened to include entertaining offers for a complete sale of all of the Company’s Argentine assets. During
January 2006, Pioneer entered into an agreement to sell its assets in Argentina for $675 million.

* A plan to divest the Company’s assets in the deepwater Gulf of Mexico. Bids to purchase the properties were
received in January 2006 and the Company is currently engaged in negotiations for the sale of these assets.
No assurance can be given that a sale can be completed on terms acceptable to the Company.

The implementation of the Board’s strategic initiatives is allowing Pioneer to (i) allocate and focus its
investment capital more heavily towards predictable oil and gas basins in North America that have delivered
relatively strong and consistent growth and (ii) lower its risk profile by expanding North American unconventional
resource investments while reducing exploration expenditures.

The divestiture of the Company’s Argentine oil and gas assets will allow the Company to leverage the current
commodity price environment to monetize and exit operations in an area that has become characterized by lower
operating margins, government-controlled pricing and modest production growth opportunities. The divestiture of
the Company’s deepwater Gulf of Mexico assets, if successful, will also allow the Company to monetize and exit
operations in an area that is characterized by escalating drilling and operating costs and relatively high exploration
risk and production volatility.

Financial and Operating Performance

Pioneer’s financial and operating performance for the year ended December 31, 2005 included the following
highlights:

* Average daily sales volumes on a BOE basis decreased one percent in 2005 as compared to 2004.

 Qil and gas revenues increased 25 percent in 2005 as compared to 2004 primarily as a result of increases in
worldwide oil and Argentine and North American gas prices.

¢ Interest and other income increased by $83.0 million in 2005 as compared to 2004, primarily due to
$73.6 million of business interruption insurance claims related to (a) the Hurricane Ivan disruptions and
(b) the Fain gas plant fire.

 Other expense increased by $79.1 million in 2005 as compared to 2004, primarily due to increases of
$50.5 million and $26.0 million in losses associated with commodity hedge ineffectiveness and debt
extinguishments, respectively.

* Income from continuing operations before income taxes and cumulative effect of change in accounting
principle increased by 54 percent to $715.5 million in 2005 from $463.1 million in 2004.

» Net income increased to $534.6 million ($3.80 per diluted share) for 2005, as compared to $312.9 million
($2.46 per diluted share) for 2004.

* The Company recognized income from discontinued operations of $110.8 million ($.78 per diluted share)
during 2005 attributable to the sale of certain Gulf of Mexico shelf and Canadian properties.

* Outstanding debt decreased by $327.5 million, or 14 percent, as of December 31, 2005 as compared to debt
outstanding as of December 31, 2004.

» Net cash provided by operating activities increased by 23 percent to a record $1.3 billion in 2005 as
compared to $1.1 billion in 2004.

» The Company declared $.22 per share of common dividends during 2005.

» The Company repurchased 20 million shares of the Company’s common stock for $949.3 million during
2005.
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* The Company sold three VPPs for net proceeds of $892.6 million.
* Total proved reserves of 986.7 MMBOE at December 31, 2005.

Current Events

Argentina divestiture. During September 2005, the Company announced that it would pursue the sale of its
nonoperated assets in Tierra del Fuego. During the Tierra del Fuego sales process, several prospective buyers
indicated that they could enhance their value for a transaction in Argentina if it included all of Pioneer’s assets. The
Company decided that if a buyer presented an attractive offer for all of the Argentine assets, that it would consider
exiting Argentina. On January 17, 2006, the Company announced signing an agreement with Apache Corporation to
sell all of the Company’s interests in Argentina for $675 million (subject to normal closing adjustments). The
transaction is expected to close during the latter part of the first quarter or in early April of 2006. The results of
operations from these assets will be reflected as discontinued operations in the Company’s future financial
statements if the sale is closed.

Oooguruk development. In February 2006, the Company announced that it has approved and is commencing
the development of the Oooguruk field in shallow waters off the North Slope of Alaska. The Company has a
70 percent working interest in the field. Following the construction of a gravel drilling and production site during
the 20006, a subsea flowline and facilities will be installed during 2007 to carry produced liquids to existing onshore
processing facilities at the Kuparuk River Unit. Between 2007 and 2009, Pioneer plans to drill approximately 40
horizontal wells in the Oooguruk field. Total gross capital invested, including projected drilling and facility costs, is
expected to range from $450 million to $525 million. First production from these wells is expected to begin in 2008.

South Coast Gas project. In December 2005, the Company announced the final approvals with its partner in
the South Coast Gas project. Pioneer has a 45 percent working interest in the project. The project will include subsea
tie-back of gas from the Sable field and six additional gas accumulations to the existing production facilities on the
F-A platform for transportation via existing pipelines to a GTL plant. The Company has signed a contract for the
sale of its share of gas and condensate to the GTL plant. Production is expected to begin during the second half of
2007 and increase to an average of approximately 100 MMcf per day of gas and 3,000 Bbls per day of condensate
over the initial phase of the project through 2012. Development drilling related to the project is expected to
commence in the first quarter of 2006.

Deepwater Gulf of Mexico divestiture. During September 2005, the Company announced its plans to pursue
the divestment of its deepwater Gulf of Mexico assets to reduce the exploration risk and production volatility that
have been associated with these properties. The deepwater Gulf of Mexico bid process has been completed and the
Company is currently engaged in negotiations for the sale of these assets. No assurance can be given that a sale can
be completed on terms acceptable to the Company. The results of operations from these assets will be reflected as
discontinued operations in the Company’s future financial statements if the divestiture is completed.

Acquisitions

Evergreen merger. On September 28, 2004, Pioneer completed a merger with Evergreen. Pioneer acquired
the common stock of Evergreen for a total purchase price of approximately $1.8 billion, which was comprised of
cash and Pioneer common stock. At the merger date, Evergreen’s proved reserves were approximately
262 MMBOE. Evergreen was primarily engaged in the production, development, exploration and acquisition
of North American unconventional gas and was one of the leading developers of CBM reserves in the United States.
Evergreen’s operations were principally focused on developing and expanding its CBM gas field located in the
Raton Basin in southern Colorado. Evergreen also had operations in the Piceance Basin in western Colorado, the
Uinta Basin in eastern Utah and the Western Canada Sedimentary Basin.

Permian Basin and Onshore Gulf Coast areas. 1In July 2005, the Company completed the purchase of
approximately 70 MMBOE of substantially undeveloped proved oil reserves in the United States core areas of the
Permian Basin and South Texas for $176.9 million. The assets acquired provide an estimated 800 undrilled well
locations.
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Divestitures

Volumetric production payments. During January 2005, the Company sold two percent of its total proved
reserves, or 20.5 MMBOE of proved reserves in the Hugoton and Spraberry fields, by means of two VPPs for net
proceeds of $592.3 million, including the assignment of the Company’s obligations under certain derivative hedge
agreements.

During April 2005, the Company sold less than one percent of its total proved reserves, or 7.3 MMBOE of
proved reserves in the Spraberry field, by means of a VPP for net proceeds of $300.3 million, including the value
attributable to certain derivative hedge agreements assigned to the buyer of the April VPP.

The Company’s VPPs represent limited-term overriding royalty interests in oil and gas reserves which:
(i) entitle the purchaser to receive production volumes over a period of time from specific lease interests; (ii) are free
and clear of all associated future production costs and capital expenditures; (iii) are nonrecourse to the Company
(i.e., the purchaser’s only recourse is to the assets acquired); (iv) transfers title of the assets to the purchaser and
(v) allows the Company to retain the assets after the VPPs volumetric quantities have been delivered.

Canada and Gulf of Mexico. During May 2005, the Company sold all of its interests in the Martin Creek and
Conroy Black areas of northeast British Columbia and the Lookout Butte area of southern Alberta for net proceeds
of $197.2 million, resulting in a gain of $138.3 million. During August 2005, the Company sold all of its interests in
certain oil and gas properties on the shelf of the Gulf of Mexico for net proceeds of $59.1 million, resulting in a gain
of $27.7 million. The historic results of operations of these properties have been removed from the Company’s
reported income from continuing operations and are included, together with the gains from the divestitures, in
income from discontinuing operations, net of taxes.

Gabon divestiture. In October 2005, the Company closed the sale of the shares in a Gabonese subsidiary that
owns the interest in the Olowi block for $47.9 million of net proceeds. A gain was recognized during the fourth
quarter of 2005 of $47.5 million with no associated income tax effect either in Gabon or the United States. In
addition, Pioneer retains the potential, under certain circumstances, to receive additional payments for production
from deeper reservoirs discovered on the block.

2006 Outlook and Activities

Commodity prices. World oil prices increased during the year ended December 31, 2005 in response to
continued demand growth in Asian economies, hurricane disruptions in the Gulf of Mexico, political unrest and
supply disruptions in Middle East and Venezuela and other supply and demand factors. North American gas prices
also increased during 2005 in response to continued strong demand fundamentals while supply uncertainties still
remain. The Company’s outlook for 2006 commodity prices continues to be cautiously optimistic. Significant
factors that will impact 2006 commodity prices include developments in Iraq, Iran and other Middle East countries,
the extent to which members of the OPEC and other oil exporting nations are able to manage oil supply through
export quotas and variations in key North American gas supply and demand indicators. Pioneer will continue to
strategically hedge oil and gas price risk to mitigate the impact of price volatility on its oil, NGL and gas revenues.

See Note J of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and
Supplementary Data” for additional information regarding the Company’s commodity hedge positions at
December 31, 2005. Also see “Item 7A. Quantitative and Qualitative Disclosures About Market Risk” for
disclosures about the Company’s commodity related derivative financial instruments.

Preliminary 2006 capital budget. In certain of its prior Annual Reports on Form 10-K, the Company has
provided detailed information on its next year capital allocation and first quarter guidance with respect to
production costs and expenses. As a result of the uncertainty surrounding the Company’s proposed divestitures
of its Argentine and deepwater Gulf of Mexico assets, the Company is presently unable to provide similar
information for 2006.

The Company has prepared a preliminary capital budget that does not include capital for its Argentine assets
but does include limited capital for the Company’s deepwater Gulf of Mexico assets. The preliminary budget is
approximately $1.3 billion and includes plans to drill 1,000 to 1,100 wells. The Company’s preliminary 2006 capital
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budget is heavily focused on development and extension drilling, including funding for the recently sanctioned
Oooguruk and South Coast gas projects. Less than 20 percent of the preliminary 2006 capital budget is for
exploration activities. The Company’s final allocation of capital during 2006 is subject to the approval of the Board
and is dependent on the outcome of the planned divestitures. Accordingly, the final budget may differ materially
from the preliminary budget.

Results of Operations

Oil and gas revenues. Revenues from oil and gas operations totaled $2.2 billion, $1.8 billion and $1.2 billion
during 2005, 2004 and 2003, respectively. The revenue increase during 2005, as compared to 2004, was due to an
18 percent increase in oil prices, a 26 percent increase in NGL prices and a 32 percent increase in gas prices,
including the effects of commodity price hedges, partially offset by a one percent decrease in average daily BOE
sales volumes. The revenue increase from 2003 to 2004 was due to a 22 percent increase in average daily BOE sales
volumes, a 24 percent increase in oil prices, a 32 percent increase in NGL prices and a 14 percent increase in gas
prices, including the effects of commodity price hedges.

The following table provides average daily sales volumes from continuing operations, by geographic area and
in total, for 2005, 2004 and 2003:

Year Ended December 31,

2005 2004 2003
Qil (Bbls):
United States . . .. ...ttt 25,943 24,700 22,509
Argentina . ... 7,869 8,534 8,687
Canada . ... .. 210 72 35
AfTICA . . . 10,065 11,676 1,981
Worldwide . . .. ... .. 44,087 44,982 33,212
NGLs (Bbls):
United States . . . .. oot e 17,402 19,678 20,306
Argentina . ... 1,824 1,546 1,318
Canada . ........ .. .. 503 425 473
Worldwide. . . ... . 19,729 21,649 22,097
Gas (Mcf):
United States . . . ..ottt 497,068 516,294 417,972
Argentina .. ... 137,032 121,654 94,128
Canada . ......... .. 36,427 25,606 26,779
Worldwide. . . ... . 670,527 663,554 538,879
Total (BOE):
United States . . . .. oot 126,191 130,428 112,476
Argentina ... ... ... 32,531 30,356 25,694
Canada . ........ ... 6,784 4,764 4,971
Africa . . 10,065 11,676 1,981
Worldwide. . . ... ... 175,571 177,224 145,122

Per BOE average daily production for 2005, as compared to 2004, increased by seven percent in Argentina and
by 42 percent in Canada, while average daily sales volumes decreased by three percent in the United States and by
14 percent in Africa.
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Average daily sales volumes from continuing operations in the United States was slightly lower in 2005 as
compared to 2004 principally due to declining production in the Gulf of Mexico, asset divestitures and downtime at
the Fain gas plant offset by a full year of production from the properties acquired in the Evergreen merger.

Argentine average daily sales volumes increased as a result of successful development drilling and increased
market demand during Argentina’s summer season. The Company has increased its level of capital expenditures in
Argentina as the stability of the Argentine peso and the general economic outlook for Argentina has improved and
gas prices have increased.

Canadian average daily sales volumes from continuing operations increased due to new production from
Canadian properties acquired in the Evergreen merger and production from new wells drilled during 2005.

Production is down in South Africa due to normal production declines and timing of oil shipments, partially
offset by continued growth in Tunisia production.

Per BOE average daily production for 2004, as compared to 2003, increased by 16 percent in the United States,
increased by 18 percent in Argentina, decreased by four percent in Canada and the Company realized first
production from South Africa and Tunisia during 2003. The increased production was principally attributable to (i)
a full year of production from the Falcon area, (ii) new production being initiated from the Harrier, Raptor and
Tomahawk fields in the Falcon area and at Devils Tower, (iii) fourth quarter production added from the Evergreen
merger and (iv) oil sales having first been realized from the Company’s Tunisian and South African oil projects
during August and October of 2003, respectively. Argentine oil and gas sales volumes increased during 2004
primarily due to incremental production volumes that resulted from the Company’s expanded drilling program and
higher oil and gas demand during the summer season.

The following table provides average daily sales volumes from discontinued operations during 2005, 2004 and
2003:

Year Ended December 31,

2005 2004 2003

QOil (Bbls):

United States. . . .. ..o 1,279 1,937 2,016

Canada . . ... .. 28 65 76

Worldwide .. ... ... 1,307 2,002 2,092
NGLs (Bbls):

United States. . .. ... 65 60 32

Canada . . ... .. 112 492 433

Worldwide . ... ... 177 552 465
Gas (Mcf):

United States. . . . ... 4,136 5,545 5,041

Canada . . ... .. 6,489 16,261 14,890

Worldwide ... ... 10,625 21,806 19,931
Total (BOE):

United States. . . .. ..ot 2,033 2,921 2,888

Canada . .. ... 1,221 3,267 2,991

Worldwide .. ... ... 3,254 6,188 5,879
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The following table provides average reported prices from continuing operations, including the results of
hedging activities, and average realized prices from continuing operations, excluding the results of hedging
activities, by geographic area and in total, for 2005, 2004 and 2003:

Year Ended December 31,

2005 2004 2003
Average reported prices:
Oil (per Bbl):
United States . . . ..ottt $31.09  $29.69  $25.09
Argentina . ........ ... $36.88  $28.06  $25.62
Canada . ... ... $52.12  $48.37  $28.00
Africa . .o $53.00 $38.12  $29.52
Worldwide. . . ... .o $37.22  $31.60 $25.50
NGL (per Bbl):
United States . . . ..ottt $31.72  $25.05 $19.03
Argentina . ......... ... $33.17  $29.91  $22.85
Canada . ... .o $45.79  $32.03  $24.30
Worldwide. . . ... .o $32.22  $25.54  $19.38
Gas (per Mcf):
United States . . . . ..ot $ 683 $514 $ 445
ATEENHING . . ..ottt $ 8 $ 66 $ .56
Canada . . ... $ 767 $472 $4.65
Worldwide. . .. ..o $ 566 $430 $ 378
Average realized prices:
Oil (per Bbl):
United States . . . ..ottt $54.05  $39.54  $29.52
ATgEntina ... ...t $36.88  $29.82  $26.31
Canada . ... ... $52.12  $48.37  $28.00
Africa . .o $53.00  $38.71  $30.07
Worldwide. . . ... .o $50.74  $37.49  $28.71
NGL (per Bbl):
United States. . .. ..ot $31.72  $25.05 $19.03
ATgentina .. ...t $33.17  $29.91  $22.85
Canada . ... .. $45.79  $32.03  $24.30
Worldwide. . ... ..o $32.22  $25.54  $19.38
Gas (per Mcf):
United StateS . . . . $ 794 $571 $ 4091
ATZENtiNA . ..ot i e $ 8 $ 66 $ .56
Canada . ... $ 767 $537 $479
WorldwWide. . .. oo $649 $ 478 $4.15

Hedging activities. 'The oil and gas prices that the Company reports are based on the market price received
for the commodities adjusted by the results of the Company’s cash flow hedging activities. The Company utilizes
commodity swap and collar contracts in order to (i) reduce the effect of price volatility on the commodities the
Company produces and sells, (ii) support the Company’s annual capital budgeting and expenditure plans and
(iii) reduce commodity price risk associated with certain capital projects. During 2005, 2004 and 2003, the
Company’s commodity price hedges decreased oil and gas revenues from continuing operations by $420.4 million,
$211.9 million and $110.7 million, respectively. The effective portions of changes in the fair values of the
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Company’s commodity price hedges are deferred as increases or decreases to stockholders’ equity until the
underlying hedged transaction occurs. Consequently, changes in the effective portions of commodity price hedges
add volatility to the Company’s reported stockholders’ equity until the hedge derivative matures or is terminated.
See Note J of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and
Supplementary Data” for information concerning the impact to oil and gas revenues during 2005, 2004 and
2003 from the Company’s hedging activities, the Company’s open hedge positions at December 31, 2005 and
descriptions of the Company’s hedge commodity derivatives. Also see “Item 7A. Quantitative and Qualitative
Disclosures About Market Risk™ for additional disclosures about the Company’s commodity related derivative
financial instruments.

Subsequent to December 31, 2005, the Company reduced its oil and gas hedge positions by terminating the
following swap and collar contracts: (i) 2,000 BPD of March through December 2006 oil swap contracts with a
fixed price of $26.29 per Bbl; 1,000 BPD of calendar 2007 oil swap contracts with a fixed price of $31.00 per Bbl,
2,000 BPD of calendar 2008 oil swap contracts with a fixed price of $30.00 per Bbl; 2,000 BPD of March through
December 2006 oil collar contracts having a floor price of $50.00 per Bbl and a ceiling price of $96.25 per Bbl,
2,500 BPD of calendar 2007 oil collar contracts having a floor price of $50.00 and a ceiling price of $91.18 per Bbl
and (ii) 65,000 MMBtu per day of April through December 2006 gas collar contracts with a weighted average floor
price per MMBtu of $6.74 and a weighted average ceiling price per MMBtu of $14.01. The aggregate value of the
terminated oil and gas hedge contracts was a liability of $59.4 million on the dates of termination.

Argentina commodity prices. During 2002, the Argentine government implemented a 20 percent tax on oil
exports. In 2003, the Company exported approximately five percent of its Argentine oil production. Associated
therewith, the Company incurred oil export taxes of $1.2 million for 2003. During 2004 and 2005, the Company did
not export any of its Argentine oil production. The export tax has also had the effect of decreasing internal Argentine
oil revenues (not only export revenues) by the taxes levied. The U.S. dollar equivalent value for domestic Argentine
oil sales (now paid in pesos) has generally moved toward parity with the U.S. dollar-denominated export values, net
of the export tax. The adverse impact of this tax has been partially offset by the net cost savings resulting from the
devaluation of the peso on peso-denominated costs.

In January 2003, at the Argentine government’s request, oil producers and refiners agreed to cap amounts
payable for certain domestic sales at $28.50 per Bbl, which remained in effect through April 2004. The producers
and refiners further agreed that the difference between the actual price and the capped price would be payable once
actual prices fall below the $28.50 cap. Subsequently the terms were modified such that while the $28.50 per Bbl
payable cap was in place, the refiners would have no obligation to pay producers for sales values that exceeded
$36.00 per BbI. Initially, the refiners and producers also agreed to discount U.S. dollar-denominated oil prices at
90 percent prior to converting to pesos at the current exchange rate for the purpose of invoicing and settling oil sales
to Argentine refiners. In May 2004, refiners and producers changed the discount percentage from 90 percent for all
price levels to 86 percent if West Texas Intermediate (“WTI””) was equal to or less than $36 per Bbl and 80 percent if
WTI exceeded $36 per Bbl. All the oil prices are adjusted for normal quality differentials prior to applying the
discount.

In 2004, it appeared probable that the price of world oil would remain above the $28.50 cap for the foreseeable
future. Given the uncertainty surrounding the timing of when Argentine producers could expect to collect balances
outstanding from refiners, the Company ceased recognizing revenue and began recording any excess between the
actual sales price pursuant to its oil sales contracts with Argentine refiners that were subject to the price stabilization
agreement and the $28.50 price cap as deferred revenue in the balance sheet. The decision by Argentine oil
producers and refiners to not renew the price stability agreement beyond April 30, 2004 does not terminate the
obligation of refiners to reimburse producers for balances that accumulated from January 2003 through April 2004,
if and when the price of WTI falls below $28.50.

In May 2004, the Argentine government increased the export tax from 20 percent to 25 percent. This tax is
applied on the sales value after the tax, thus, the net effect of the 20 percent and 25 percent rates is 16.7 percent and
20 percent, respectively. In August 2004, the Argentine government further increased the export tax rates for oil
exports. The export tax now escalates from the current 25 percent (20 percent effective rate) to a maximum rate of
45 percent (31 percent effective rate) of the realized value for exported Bbls as WTI prices per Bbl increase from
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less than $32.00 to $45.00 and above. The export tax is not deducted in the calculation of royalty payments and
expires in February 2007. Given the number of governmental changes during 2005 affecting the realized price the
Company receives for its oil sales, no specific predictions can be made about the future of oil prices in Argentina.
However, in the short term, the Company expects Argentine oil realizations to be less than oil realizations in the
United States.

As a result of the economic emergency law enacted by the Argentine government in January 2002, the
Company’s gas prices, expressed in U.S. dollars, have also fallen in proportion to the devaluation of the Argentine
peso since the end of 2001 due to the pesofication of contracts and freezing of gas prices at the wellhead required by
that law. As a baseline, the Company’s 2001 realized Argentine gas price was $1.31 per Mcf as compared to $.88,
$.66 and $.56 in 2005, 2004 and 2003, respectively.

The unfavorable gas price has acted to discourage gas development activities and increased gas demand.
Without development of gas reserves in Argentina, supplies of gas in the country have declined, while demand for
gas has been increasing due to the resurgence of the Argentine economy and the higher cost of alternative fuels.
Briefly during 2004, gas exports to Chile were curtailed at the direction of the Argentine government. Argentina has
also entered into an agreement to import gas from Bolivia at prices starting at approximately $2.00 per Mcf (at the
border), including transportation costs. In May 2004, pursuant to a decree, the Argentine government approved
measures to permit producers to renegotiate gas sales contracts, excluding those that could affect small residential
customers, in accordance with scheduled price increases specified in the decree. The wellhead prices in the decree
increased from a 2004 range of $.61 to $.78 per Mcf to a range of $.87 to $1.04 per Mcf after July 1, 2005, depending
on the region where the gas is produced. No further gas price increases beyond July 2005 have occurred. Other than
an expectation that gas prices will be permitted to increase gradually over time, as has already been demonstrated by
the governing authorities, no specific predictions can be made about the future of gas prices in Argentina. However,
the Company expects Argentine gas realizations to be less than gas realizations in the United States.

See “Item 7A. Quantitative and Qualitative Disclosures About Market Risk” for further discussion of
commodity prices in Argentina.

Interest and other income. The Company recorded interest and other income totaling $97.1 million,
$14.1 million and $12.3 during 2005, 2004 and 2003, respectively. The increase in interest and other income during
2005, as compared to 2004, is primarily attributable to the recognition of $73.6 million in business interruption
insurance claims, of which $59.4 million relates to Hurricane Ivan and $14.2 million to the Fain plant fire. See
Note M of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and
Supplementary Data” for additional information regarding interest and other income.

Gain on disposition of assets. The Company recorded gains on disposition of assets of $60.5 million,
$39,000 and $1.3 million during 2005, 2004 and 2003, respectively.

In 2005, the gain is primarily related to (a) the sale of the stock of a subsidiary that owned the interest in the
Olowi block in Gabon, which resulted in a $47.5 million gain and (b) a $14 million insurance settlement on the
Company’s East Cameron facility that was destroyed by Hurricane Rita, resulting in a $9.7 million gain.

During 2005 the Company also recognized gains on the sale of certain assets in Canada and the shelf of the
Gulf of Mexico of approximately $166.1 million. However, pursuant to SFAS 144 the gain and the results of
operations from these assets have been reclassified to discontinued operations.

The net cash proceeds from asset divestitures during 2005, 2004 and 2003 were used, together with net cash
flows provided by operating activities, to fund additions to oil and gas properties and to reduce outstanding
indebtedness. See Notes N and V of Notes to Consolidated Financial Statements included in “Item 8. Financial
Statements and Supplementary Data” for additional information regarding asset divestitures.

Oil and gas production costs. The Company recorded production costs of $449.3 million, $316.1 million
and $228.2 million during 2005, 2004 and 2003, respectively. In general, lease operating expenses and workover
expenses represent the components of oil and gas production costs over which the Company has management
control, while production taxes and ad valorem taxes are directly related to commodity price changes. Total
production costs per BOE increased during 2005 by 44 percent as compared to 2004 primarily due to (i) an increase
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in production and ad valorem taxes as a result of higher commodity prices, (ii) higher Canadian gas transportation
fees, (iii) the retention of operating costs related to VPP volumes sold (approximately $.19 per BOE, during 2005),
(iv) new production added from the Evergreen merger which are relatively higher per BOE operating cost
properties, (v) decreased production from the lower per BOE production cost deepwater Gulf of Mexico assets
and (v) increases in equipment and service costs associated with rising commodity prices.

Total production costs per BOE increased during 2004 by 13 percent as compared to 2003. The increase in total
production costs per BOE during 2004 as compared to 2003 was primarily attributable to increases in production
volumes and a greater proportion of those volumes coming from the Sable oil field in South Africa, the Devils
Tower oil and gas field in the deepwater Gulf of Mexico and, to a lesser extent, the new production added with the
Evergreen merger which are higher operating cost properties.

The following tables provide the components of the Company’s total production costs per BOE from
continuing operations and total production costs per BOE from continuing operations by geographic area for
2005, 2004 and 2003:

Year Ended December 31,

2005 2004 2003
Lease operating €Xpenses . . .. ..vvvv ettt $ 507 $363 $3.14
Taxes:
Advalorem. . ... .63 43 41
Production . ...... ... ... ... 97 .61 .62
WoOrkover COStS . . . . oo vt 34 21 .14
Total production COStS . . . ..o vt $ 701 $ 488 $4.31
Year Ended December 31,
2005 2004 2003
United States ... ... .ottt $ 741 $ 487 $4.44
ATEENNG . . . o\ttt e $326 $299 $2.78
Canada. . ... .o $14.83  $10.79  $9.21
AfTiCa. . .o $ 882 $737 $3.99
Worldwide . .. ... $ 701 $ 488 $4.31

Depletion, depreciation and amortization expense. The Company’s total depletion, depreciation and
amortization (“DD&A”) expense was $8.86, $8.56 and $7.07 per BOE for 2005, 2004 and 2003, respectively.
Depletion expense, the largest component of DD&A expense, was $8.53, $8.38 and $6.89 per BOE during 2005,
2004 and 2003, respectively. During 2005, the increase in per BOE depletion expense was primarily due to
relatively higher per BOE cost basis Rocky Mountain area production acquired in the Evergreen merger and a
higher depletion rate for the Hugoton and Spraberry fields as a result of the VPP volumes sold, partially offset by
lower production from higher cost-basis Gulf of Mexico production. Additionally, the Company’s depletion
expense per BOE (i) increased in Argentina due to downward reserve revisions associated with negative well
performance and drilling results in its deep gas play in the Neuquen basin, (ii) increased in Tunisia due to the
Company’s proved reserves being reduced as a result of the Company’s interest in the Adam block being reduced to
20 percent from 28 percent in accordance with the terms of the concession and (iii) decreased in South Africa as a
result of upward reserve revisions attributable to better well performance.

During 2004, the increase in per BOE depletion expense was due to a greater proportion of the Company’s
production being derived from higher cost-basis deepwater Gulf of Mexico and South African developments and
downward revisions to proved reserves in Canada in 2003.
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The following table provides depletion expense per BOE from continuing operations by geographic area for
2005, 2004 and 2003:

Year Ended December 31,

2005 2004 2003
United STAES . . . oot v e et e e $ 871 $862 $ 7.06
ATZENtNA . . ..o $ 713 $556 $ 496
Canada . . ... ... ... $12.71  $12.93  $11.42
Africa. . ... $ 796 $11.19 $10.69
Worldwide . ... ..o $ 853 $838 $6.89

Impairment of oil and gas properties. The Company reviews its long-lived assets to be held and used,
including oil and gas properties, whenever events or circumstances indicate that the carrying value of those assets
may not be recoverable. During 2005 and 2004, the Company recognized a noncash impairment charge of
$.6 million and $39.7 million, respectively, to reduce the carrying value of its Gabonese Olowi field assets as
development of the discovery was canceled. See “Critical Accounting Estimates” below and Notes B and S of Notes
to Consolidated Financial Statements included in “Item 8. Financial Statements and Supplementary Data” for
additional information pertaining to the Company’s accounting policies regarding assessments of impairment and
the Gabonese Olowi field impairment, respectively.

Exploration, abandonments, geological and geophysical costs. The following table provides the
Company’s geological and geophysical costs, exploratory dry hole expense, lease abandonments and other
exploration expense from continuing operations by geographic area for 2005, 2004 and 2003:

Africa
United and
States Argentina Canada Other Total
(In thousands)
Year ended December 31, 2005:

Geological and geophysical . ... ... .. $ 66,048 $ 6,603 $ 4452 $34,353 $111,456
Exploratory dry holes ... .......... 61,209 9,257 3,468 18,981 92,915
Leasehold abandonments and other . . . 48,770 8,607 1,625 3,318 62,380

$176,027  $24,527 $ 9,545  $56,652  $266,751

Year ended December 31, 2004:

Geological and geophysical . ... ... .. $ 51,731 $11,718 $ 4,047 $14,833 $ 82,329
Exploratory dry holes . ... ......... 39,328 7,213 11,131 24,460 82,132
Leasehold abandonments and other . . . 7,925 4,475 3,883 6 16,289

$ 98,984  $23,406  $19,061  $39,299  §$180,750

Year ended December 31, 2003:

Geological and geophysical . .. ...... $ 40,783 $ 7,689 $ 4426 $ 3,903 $ 56,801
Exploratory dry holes . ... ......... 27,015 2,672 9,868 20,250 59,805
Leasehold abandonments and other . . . 4,941 7,715 1,822 108 14,586

$ 72,739  $18,076  $16,116  $24,261  §$131,192

Significant components of the Company’s dry hole expense during 2005 included $21.2 related to certain
suspended Alaskan well costs, $16.7 million associated with an unsuccessful well in the Falcon Corridor,
$9.5 million associated with an unsuccessful Nigerian well, $3.5 million attributable to an unsuccessful well
on the Company’s El Hamra permit in Tunisia, $5.1 million attributable to an unsuccessful suspended well in the
Company’s Anaguid permit in Tunisia and various other exploratory wells. The United States leasehold
abandonments and other costs during the year ended December 31, 2005 include a $39.8 million increase in
East Cameron abandonment obligations that resulted from hurricane damage. During 2005, the Company
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completed and evaluated 180 exploration/extension wells, 149 of which were successfully completed as
discoveries.

Significant components of the Company’s dry hole expense during 2004 included $27.7 million and
$10.5 million on the Company’s deepwater Gulf of Mexico Juno and Myrtle Beach prospects, respectively,
$19.0 million on the Company’s Gabonese Olowi prospect and $5.8 million on the Company’s Bravo prospect
offshore Equatorial Guinea. During 2004, the Company completed and evaluated 103 exploration/extension wells,
58 of which were successfully completed as discoveries.

General and administrative expense. General and administrative expense totaled $124.6 million ($1.94 per
BOE), $80.3 million ($1.24 per BOE) and $60.3 million ($1.14 per BOE) during 2005, 2004 and 2003, respectively.
The increase in general and administrative expense during 2005, as compared to 2004, was primarily due to
increases in administrative staff, including staff increases associated with the Evergreen merger, and performance-
related compensation costs including the amortization of restricted stock awarded to officers, directors and
employees during 2005.

The increase in general and administrative expense during 2004, as compared to 2003, was primarily due to
increases in administrative staff, including staff increases associated with the Evergreen merger, and performance-
related compensation costs including the amortization of restricted stock awarded to officers, directors and
employees during 2004.

Interest expense. Interest expense was $127.8 million, $103.4 million and $91.4 million during 2005, 2004
and 2003, respectively. The weighted average interest rate on the Company’s indebtedness for the year ended
December 31, 2005 was 6.5 percent, as compared to 5.4 percent and 5.3 percent for the years ended December 31,
2004 and 2003, respectively, including the effects of interest rate derivatives. The increase in interest expense for
2005 as compared to 2004 was primarily due to increased average borrowings under the Company’s lines of credit,
primarily as a result of the cash portion of the consideration paid in the Evergreen merger and $949.3 million of
stock repurchases completed during 2005, a $17.3 million decrease in the amortization of interest rate hedge gains,
the assumption of $300 million of notes in connection with the Evergreen merger and higher interest rates in 2005.

The increase in interest expense for 2004 as compared to 2003 was primarily due to a $7.9 million decrease in
interest rate hedge gains, a $3.4 million decrease in capitalized interest as the Company completed its major
development projects in the Gulf of Mexico and South Africa, increased borrowings under the Company’s lines of
credit, primarily as a result of the Evergreen merger, and the assumption of $300 million of notes in connection with
the Evergreen merger.

See Note F of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and
Supplementary Data” for additional information about the Company’s long-term debt and interest expense.

Other expenses. Other expenses were $112.8 million during 2005, as compared to $33.7 million during 2004
and $21.3 million during 2003. The increase in other expenses during 2005, as compared to 2004, is primarily
attributable to a $26.5 million loss on the redemption and tender of portions of the Company’s senior notes, a
$50.5 million increase in hedge ineffectiveness and a $3.1 million increase in amortization of noncompete
agreements associated with the Evergreen merger. The increase in other expense for 2004 as compared to 2003 was
primarily due to an increase in contingency accrual adjustments of $11.8 million. See Note O of Notes to
Consolidated Financial Statements included in “Item 8. Financial Statements and Supplementary Data” for a
detailed description of the components included in other expenses.

Income tax benefits (provisions). The Company recognized income tax provisions on continuing operations
of $291.7 million and $164.2 million during 2005 and 2004, respectively, and income tax benefits on continuing
operations of $67.4 million during 2003. The 2003 deferred United States federal, state and local tax benefits
include a $197.7 million benefit from the reversal of the Company’s valuation allowances against United States
deferred tax assets.
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The Company’s effective tax rate of 40.8 percent for the year ended December 31, 2005 differs from the
combined United States federal and state statutory rate of approximately 36.5 percent primarily due to:

* The second quarter reversal of the $26.9 million tax benefit recorded in 2004 as a result of the cancellation of
the development of the Olowi block and the Company’s decision to exit Gabon. The Company reversed the
tax benefit as a result of signing an agreement in June 2005 to sell its shares in the subsidiary that owns the
interest in the Olowi block which made it more likely than not that the Company would not realize the
originally recorded tax benefit,

* The Company recognized a gain of approximately $47.5 million in the fourth quarter of 2005 relating to the
sale of shares in a subsidiary that owns the interest in the Olowi Block located in Gabon. There is no
associated income tax effect either in Gabon or the United States associated with the gain, which partially
offsets the effects of the previous item,

* Recording $6.8 million of taxes associated with the repatriation of foreign earnings pursuant to the American
Jobs Creation Act of 2004 (“AJCA”),

» Expenses for unsuccessful well costs in foreign locations where the Company receives no expected income
tax benefits,

» Foreign tax rate differentials and
 Foreign statutes that differ from those in the United States.

See “Critical Accounting Estimates” below and Note P of Notes to Consolidated Financial Statements
included in “Item 8. Financial Statements and Supplementary Data” for additional information regarding the
Company’s tax position.

Discontinued operations. The Company recognized income from discontinued operations of $110.8 million
during 20035, as compared to $13.9 million during 2004 and $17.4 million during 2003. During 2005, the Company
sold its interests in (a) the Martin Creek, Conroy Black and Lookout Butte areas in Canada for net proceeds of
$197.2 million, resulting in a gain of $138.3 million and (b) certain assets on the shelf of the Gulf of Mexico for net
proceeds of $59.1 million, resulting in a gain of $27.7 million. In 2005, the Company recognized an income tax
provision of $73.1 million associated with these divestitures. Pursuant to SFAS 144, the gain and the results of
operations from these assets have been reclassified to discontinued operations. See Note V of Notes to Consolidated
Financial Statements in “Item 8. Financial Statements and Supplementary Data” for additional data on discontinued
operations.

The Company’s high effective tax rate associated with discontinued operations during 2005 (39.7 percent) was
primarily due to:

* AUnited States deferred tax provision of $17.1 million being triggered by the gain recorded on the Canadian
divestiture. The Canadian gain caused the recharacterization of Argentine dividend income from prior years
that was previously offset by historical Canadian losses,

* Cash taxes of $2.5 million associated with the repatriation of foreign earnings under the provisions of the
AJCA and

¢ A decrease in the Canadian valuation allowance of $13.4 million, which partially offset the above two items.
The Canadian divestiture utilized a substantial portion of the Company’s Canadian tax pools. Consequently,
the Company reassessed the likelihood that the remaining Canadian tax attributes will be utilized and
determined it is now more likely than not that it will be able to utilize more of its tax pools than previously
expected.

For years prior to the Canadian divestiture, the Company’s discontinued operations reflect no Canadian tax
provisions due to the Company having maintained a valuation allowance related to its Canadian deferred tax assets.
During those prior years, management’s expectation was that it was likely that the Company would not realize its
Canadian deferred tax assets. Therefore, in accordance with GAAP, portions of the Canadian valuation allowance
were released only to the extent that Canadian income was recorded, thereby offsetting any tax provisions.
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The Company’s effective tax rate for United States discontinued operations during 2005, 2004 and 2003 was
approximately 36.5 percent.

Cumaulative effect of change in accounting principle. 'The Company adopted the provisions of SFAS 143 on
January 1, 2003 and recognized a $15.4 million benefit from the cumulative effect of change in accounting
principle, net of $1.3 million of deferred income taxes.

Capital Commitments, Capital Resources and Liquidity

Capital commitments. The Company’s primary needs for cash are for exploration, development and
acquisition of oil and gas properties, repayment of contractual obligations and working capital obligations.
Funding for exploration, development and acquisition of oil and gas properties and repayment of contractual
obligations may be provided by any combination of internally-generated cash flow, proceeds from the disposition of
nonstrategic assets or alternative financing sources as discussed in “Capital resources” below. Generally, funding
for the Company’s working capital obligations is provided by internally-generated cash flows.

Payments for acquisitions, net of cash acquired. 1n 2004, the Company paid $880.4 million of cash, net of
$12.1 million of cash acquired, to complete the Evergreen merger. As noted above, the Company also assumed
$300 million principal amount of Evergreen notes and other current and noncurrent obligations associated with the
Evergreen merger. As is further discussed in “Financing activities” below, and in Notes C and F of Notes to
Consolidated Financial Statements included in “Item 8. Financial Statements and Supplementary Data”, the
Company financed the cash costs utilizing credit facilities in place at the time of the merger.

Oil and gas properties. The Company’s cash expenditures for additions to oil and gas properties during
2005, 2004 and 2003 totaled $1.1 billion, $562.9 million and $662.6 million, respectively. The Company’s 2005,
2004 and 2003 expenditures for additions to oil and gas properties were internally funded by $1.3 billion,
$1.1 billion and $738.1 million, respectively, of net cash provided by operating activities.

The Company strives to maintain its indebtedness at reasonable levels in order to provide sufficient financial
flexibility to take advantage of future opportunities. The Company’s preliminary capital budget for 2006 is expected
to be approximately $1.3 billion. The Company believes that proceeds from asset divestitures and net cash provided
by operating activities during 2006, based on the current price environment, will be sufficient to fund the 2006
capital expenditures budget.

Off-balance sheet arrangements. From time-to-time, the Company enters into off-balance sheet
arrangements and transactions that can give rise to material off-balance sheet obligations of the Company. As
of December 31, 2005, the material off-balance sheet arrangements and transactions that the Company has entered
into include (i) undrawn letters of credit, (ii) operating lease agreements, (iii) drilling commitments, (iv) VPP
obligations (to physically deliver volumes and pay related lease operating expenses in the future) and (v) contractual
obligations for which the ultimate settlement amounts are not fixed and determinable such as derivative contracts
that are sensitive to future changes in commodity prices and gas transportation commitments. Other than the off-
balance sheet arrangements described above, the Company has no transactions, arrangements or other relationships
with unconsolidated entities or other persons that are reasonably likely to materially affect the Company’s liquidity
or availability of or requirements for capital resources. See “Contractual obligations” below for more information
regarding the Company’s off-balance sheet arrangements.

Contractual obligations. The Company’s contractual obligations include long-term debt, operating leases,
drilling commitments, derivative obligations, other liabilities, transportation commitments and VPP obligations.
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The following table summarizes by period the payments due by the Company for contractual obligations

estimated as of December 31, 2005:

()

(b)

(©)

(d)

(e)

)

(2)

Payments Due by Year

2007 and 2009 and
2006 2008 2010 Thereafter
(In thousands)
Long-term debt(a). . ................... $ — $ 382,075 $ 900,000 $ 882,985
Operating leases(b) . . . ................. 57,931 70,686 29,546 5,642
Drilling commitments(c) . . .............. 172,354 118,497 5,977 —
Derivative obligations(d) . . . ............. 318,852 430,495 — —
Other liabilities(e). . .. ................. 114,942 63,796 19,415 64,503
Transportation commitments(f) . .......... 67,222 136,876 134,614 234,986
VPP obligations(g) . . .. .......c.ouuueo... 190,327 339,370 238,121 87,020

$921,628  $1,541,795  $1,327,673  $1,275,136

See Note F of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and
Supplementary Data”. The amounts included in the table above represent principal maturities only.

See Note I of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and
Supplementary Data”.

Drilling commitments represent future minimum expenditure commitments under contracts that the Company
was a party to on December 31, 2005 for drilling rig services and well commitments. During February 2006, the
Company entered into a drilling contract under which the Company is obligated to expend $27.4 million during
2007.

Derivative obligations represent net liabilities for oil and gas commodity derivatives that were valued as of
December 31, 2005. These liabilities include $.9 million of current liabilities that are fixed in amount and are
not subject to continuing market risk. The ultimate settlement amounts of the remaining portions of the
Company’s derivative obligations are unknown because they are subject to continuing market risk. See
“Item 7A. Quantitative and Qualitative Disclosures About Market Risk” and Note J of Notes to Consolidated
Financial Statements included in “Item 8. Financial Statements and Supplementary Data” for additional
information regarding the Company’s derivative obligations.

The Company’s other liabilities represent current and noncurrent other liabilities that are comprised of benefit
obligations, litigation and environmental contingencies, asset retirement obligations and other obligations for
which neither the ultimate settlement amounts nor their timings can be precisely determined in advance. See
Notes H, I and L of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and
Supplementary Data” for additional information regarding the Company’s post retirement benefit obligations,
litigation contingencies and asset retirement obligations, respectively.

Transportation commitments represent estimated transportation fees on gas throughput commitments. See
Note I of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and
Supplementary Data” for additional information regarding the Company’s transportation commitments.

These amounts represent the amortization of the deferred revenue associated with the VPPs. The Company’s
ongoing obligation is to deliver the specified volumes sold under the VPPs free and clear of all associated
production costs and capital expenditures. See Note T of Notes to Consolidated Financial Statements included
in “Item 8. Financial Statements and Supplementary Data”.

Environmental contingency. A subsidiary of the Company has been notified by a letter from the Texas

Commission on Environmental Quality (“TCEQ”) dated August 24, 2005 that the TCEQ considers the subsidiary to
be a potentially responsible party with respect to the Dorchester Refining Company State Superfund Site located in
Mount Pleasant, Texas. The subsidiary, which was acquired by the Company in 1991, owned a refinery located at
the Mount Pleasant site from 1977 until 1984. According to the TCEQ, this refinery was responsible for releases of
hazardous substances into the environment. The Company does not know the nature and extent of the alleged
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contamination, the potential costs of remediation, or the portion, if any, of such costs that may be allocable to the
Company’s subsidiary. However, based on the limited information currently available and assessed regarding this
matter, the Company has no reason to believe that it may have a material adverse effect on its future financial
condition, results of operations or liquidity. See Note I of Notes to Consolidated Financial Statements included in
“Item 8. Financial Statements and Supplementary Data” for additional information regarding this matter as well as
other environmental and legal contingencies involving the Company.

Capital resources. The Company’s primary capital resources are net cash provided by operating activities,
proceeds from financing activities and proceeds from sales of nonstrategic assets. The Company expects that these
resources will be sufficient to fund its capital commitments during 2006 and for the foreseeable future.

Asset divestitures. During May 2005, the Company sold all of its interests in the Martin Creek, Conroy Black
and Lookout Butte oil and gas properties in Canada for net proceeds of $197.2 million, resulting in a gain of
$138.3 million. During August 2005, the Company sold all of its interests in certain oil and gas properties on the
shelf of the Gulf of Mexico for net proceeds of $59.1 million, resulting in a gain of $27.7 million. During October
2005, the Company sold all of its shares in a subsidiary that owns the interest in the Olowi block in Gabon for net
proceeds of $47.9 million, resulting in a gain of $47.5 million. The net cash proceeds from these divestitures were
used to reduce outstanding indebtedness.

During January 2005, the Company sold two percent of its total proved reserves, or 20.5 MMBOE of proved
reserves, by means of two VPPs for net proceeds of $592.3 million, including the assignment of the Company’s
obligations under certain derivative hedge agreements. Proceeds from the VPPs were initially used to reduce
outstanding indebtedness.

During April 2005, the Company sold less than one percent of its total proved reserves, or 7.3 MMBOE of
proved reserves, by means of another VPP for net proceeds of $300.3 million, including the assignment of the
Company’s obligations under certain derivative hedge agreements. Proceeds from the VPP were initially used to
reduce outstanding indebtedness.

See Note T of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and
Supplementary Data” for additional information regarding the Company’s VPPs.

Operating activities. Net cash provided by operating activities during 2005, 2004 and 2003 was $1.3 billion,
$1.1 billion and $738.1 million, respectively. The increase in net cash provided by operating activities in 2005, as
compared to that of 2004, was primarily due to higher commodity prices. The increase in net cash provided by
operating activities in 2004, as compared to that of 2003, was primarily due to increased production volumes and
higher commodity prices.

Investing activities. Net cash provided by investing activities during 2005 was $84.7 million, as compared to
net cash used in investing activities during 2004 and 2003 of $1.5 billion and $636.7 million, respectively. The
decrease in net cash used in investing activities during 2005, as compared to 2004, was primarily due to
(1) $1.2 billion in proceeds from asset divestitures in 2005 which included $892.6 million of net proceeds
received from VPPs sold during 2005, (ii) $880.4 million of cash consideration paid in 2004 in connection with the
Evergreen merger and (iii) offset by an increase of $560.4 million in additions to oil and gas properties. The increase
in net cash used in investing activities during 2004 as compared to 2003 was primarily due to $880.4 million of cash
consideration paid in the third quarter of 2004 in connection with the Evergreen merger. See “Results of
Operations” above and Note N of Notes to Consolidated Financial Statements included in “Item 8. Financial
Statements and Supplementary Data” for additional information regarding asset divestitures.

Financing activities. Net cash used in financing activities was $1.4 billion and $91.7 million during 2005
and 2003, respectively. Net cash provided by financing activities during 2004 was $414.3 million. During 2005,
financing activities were comprised of $353.6 million of net principal repayments on long-term debt, $78.3 million
of payments of other noncurrent liabilities, primarily comprised of cash settlements of acquired hedge obligations,
$30.3 million of dividends paid and $949.3 million of treasury stock purchases, partially offset by $41.6 million of
proceeds from the exercise of long-term incentive plan stock options and employee stock purchases. During 2004,
financing activities were comprised of $553.4 million of net principal borrowings on long-term debt, $54.3 million
of payments of other noncurrent liabilities, primarily comprised of settlements of fair value and acquired hedge
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obligations and other financial obligations, $26.6 million of dividends paid and $92.3 million of treasury stock
purchases, partially offset by $35.1 million of proceeds from the exercise of long-term incentive plan stock options
and employee stock purchases. During 2003, financing activities were comprised of $105.5 million of net principal
payments on long-term debt, $14.1 million of payments of other noncurrent liabilities, $2.8 million of payments for
deferred loan fees and $2.3 million of treasury stock purchases, partially offset by $33.0 million of proceeds from
the exercise of long-term incentive plan stock options and employee stock purchases.

During April 2005, $131.0 million of the Company’s 87% senior notes due 2005 matured and were repaid.
During 2005, the Company also redeemed the remaining $64.0 million and $16.2 million, respectively, of aggregate
principal amount of its 9%% senior notes due 2010 and its 7.50% senior notes due 2012. During September 2005,
the Company accepted tenders to purchase $188.4 million in principal amount of the 5.875% senior notes due 2012
for $199.9 million. The Company utilized unused borrowing capacity under its line of credit to fund these financing
activities.

During September 2005, the Company announced that the Board had approved a new share repurchase
program authorizing the purchase of up to $1 billion of the Company’s common stock, $650 million of which was
immediately initiated. As of December 31, 2005, the Company had expended $640.7 million of the $1 billion
repurchase program through (i) open market purchases and (ii) a repurchase plan adopted by the Company
conforming to the requirements of Rule 10b5-1 of the Exchange Act. The remaining $350 million is subject to the
completion of the planned deepwater Gulf of Mexico and Argentine divestments. During 2005 and 2004, the
Company expended a total of $949.3 million to acquire 20.0 million shares of treasury stock and $92.3 million to
acquire 2.8 million shares of treasury stock, respectively.

During September 2005, the Company entered into an amended credit facility that provides for initial
aggregate loan commitments of $1.5 billion and a five-year term (the “Amended Credit Agreement”). In connection
with the funding of the Amended Credit Agreement on September 30, 2005, all amounts outstanding under a
364-day credit facility, which was established to fund the Evergreen purchase in September 2004, were retired and
the 364-day credit facility terminated.

As the Company pursues its strategy, it may utilize various financing sources, including fixed and floating rate
debt, convertible securities, preferred stock or common stock. The Company may also issue securities in exchange
for oil and gas properties, stock or other interests in other oil and gas companies or related assets. Additional
securities may be of a class preferred to common stock with respect to such matters as dividends and liquidation
rights and may also have other rights and preferences as determined by the Board.

Liquidity. The Company’s principal source of short-term liquidity is the Amended Credit Agreement. There
were $900 million of outstanding borrowings under the Amended Credit Agreement as of December 31, 2005.
Including $80.3 million of undrawn and outstanding letters of credit under the Amended Credit Agreement, the
Company had $519.7 million of unused borrowing capacity as of December 31, 2005.

The announced plans to divest the Company’s Argentine assets and deepwater Gulf of Mexico assets, if
successful, will have a positive impact on Pioneer’s future liquidity. Proceeds from one or both of these planned
divestitures may be used to (i) pay down existing borrowings on the Amended Credit Agreement, (ii) complete the
$1 billion share repurchase, (iii) reduce existing obligations, (iv) fund capital commitments or (v) fund working
capital needs. Also, the Company may decide to maintain a certain level of any proceeds in cash and investments for
future liquidity purposes. There can be no assurances that the Company will successfully conclude the announced
plans to divest the Argentine assets or deepwater Gulf of Mexico assets.

Debt ratings. The Company receives debt credit ratings from Standard & Poor’s Ratings Group, Inc.
(“S&P”) and Moody’s Investor Services, Inc. (“Moody’s”), which are subject to regular reviews. During the fourth
quarter of 2005, S&P cut the Company’s corporate credit rating to BB+ with a stable outlook from BBB-. During
January 2006, Moody’s cut the Company’s corporate credit rating to Bal with a negative outlook from Baa3. S&P
and Moody’s consider many factors in determining the Company’s ratings including: production growth
opportunities, liquidity, debt levels and asset and reserve mix. As a result of the downgrades, the interest rate
and fees the Company pays on the Amended Credit Agreement have increased and additional debt covenant
requirements under the Amended Credit Agreement were triggered. Subsequent to December 31, 2005, as a result
of the Company’s downgrades by the rating agencies, the Company has issued or may be required to issue additional
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letters of credits of approximately $73 million pursuant to agreements that contain provisions with rating triggers.
The individual downgrades are not expected to materially affect the Company’s financial position or liquidity, but
could negatively impact the Company’s ability to obtain additional financing or the interest rate and fees associated
with such additional financing.

Book capitalization and current ratio. The Company’s book capitalization at December 31, 2005 was
$4.3 billion, consisting of debt of $2.1 billion and stockholders’ equity of $2.2 billion. Consequently, the
Company’s debt to book capitalization increased to 48 percent at December 31, 2005 from 46 percent at
December 31, 2004. The Company’s ratio of current assets to current liabilities was .60 to 1.00 at
December 31, 2005 as compared to .72 to 1.00 at December 31, 2004. The decline in the Company’s ratio of
current assets to current liabilities was primarily due to its current derivative liabilities as a result of higher
commodity prices and current deferred revenue as a result of the VPPs.

Critical Accounting Estimates

The Company prepares its consolidated financial statements for inclusion in this Report in accordance with
GAAP. See Note B of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and
Supplementary Data” for a comprehensive discussion of the Company’s significant accounting policies. GAAP
represents a comprehensive set of accounting and disclosure rules and requirements, the application of which
requires management judgments and estimates including, in certain circumstances, choices between acceptable
GAAP alternatives. Following is a discussion of the Company’s most critical accounting estimates, judgments and
uncertainties that are inherent in the Company’s application of GAAP.

Accounting for oil and gas producing activities. The accounting for and disclosure of oil and gas producing
activities requires the Company’s management to choose between GAAP alternatives and to make judgments about
estimates of future uncertainties.

Asset retirement obligations. The Company has significant obligations to remove tangible equipment and
facilities and to restore land or seabed at the end of oil and gas production operations. The Company’s removal and
restoration obligations are primarily associated with plugging and abandoning wells and removing and disposing of
offshore oil and gas platforms. Estimating the future restoration and removal costs is difficult and requires
management to make estimates and judgments because most of the removal obligations are many years in the future
and contracts and regulations often have vague descriptions of what constitutes removal. Asset removal
technologies and costs are constantly changing, as are regulatory, political, environmental, safety and public
relations considerations.

On January 1, 2003, the Company adopted the provisions of SFAS 143. SFAS 143 significantly changed the
method of accruing for costs an entity is legally obligated to incur related to the retirement of fixed assets. SFAS 143,
together with the related FASB Interpretation No. 47, “Accounting for Conditional Asset Retirement Obligations,
an Interpretation of FASB Statement No. 143" (“FIN 47”), requires the Company to record a separate liability for
the discounted present value of the Company’s asset retirement obligations, with an offsetting increase to the related
oil and gas properties on the balance sheet.

Inherent in the present value calculation are numerous assumptions and judgments including the ultimate
settlement amounts, inflation factors, credit adjusted discount rates, timing of settlement, and changes in the legal,
regulatory, environmental and political environments. To the extent future revisions to these assumptions impact the
present value of the existing asset retirement obligations, a corresponding adjustment is made to the oil and gas
property balance. See Notes B and L of Notes to Consolidated Financial Statements included in “Item 8. Financial
Statements and Supplementary Data” for additional information regarding the Company’s asset retirement
obligations.

Successful efforts method of accounting. The Company utilizes the successful efforts method of accounting
for oil and gas producing activities as opposed to the alternate acceptable full cost method. In general, the Company
believes that, during periods of active exploration, net assets and net income are more conservatively measured
under the successful efforts method of accounting for oil and gas producing activities than under the full cost
method. The critical difference between the successful efforts method of accounting and the full cost method is as
follows: under the successful efforts method, exploratory dry holes and geological and geophysical exploration
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costs are charged against earnings during the periods in which they occur; whereas, under the full cost method of
accounting, such costs and expenses are capitalized as assets, pooled with the costs of successful wells and charged
against the earnings of future periods as a component of depletion expense. During 2005, 2004 and 2003, the
Company recognized exploration, abandonment, geological and geophysical expense from continuing operations
of $266.8 million, $180.8 million and $131.2 million, respectively, under the successful efforts method.

Proved reserve estimates. Estimates of the Company’s proved reserves included in this Report are prepared
in accordance with GAAP and SEC guidelines. The accuracy of a reserve estimate is a function of:

* the quality and quantity of available data,

* the interpretation of that data,

e the accuracy of various mandated economic assumptions and
* the judgment of the persons preparing the estimate.

The Company’s proved reserve information included in this Report as of December 31, 2005, 2004 and 2003
was prepared by the Company’s engineers and audited by independent petroleum engineers with respect to the
Company’s major properties. Estimates prepared by third parties may be higher or lower than those included herein.

Because these estimates depend on many assumptions, all of which may substantially differ from future actual
results, reserve estimates will be different from the quantities of oil and gas that are ultimately recovered. In
addition, results of drilling, testing and production after the date of an estimate may justify, positively or negatively,
material revisions to the estimate of proved reserves.

It should not be assumed that the Standardized Measure included in this Report as of December 31, 2005 is the
current market value of the Company’s estimated proved reserves. In accordance with SEC requirements, the
Company based the Standardized Measure on prices and costs on the date of the estimate. Actual future prices and
costs may be materially higher or lower than the prices and costs as of the date of the estimate. See “Item 1A. Risk
Factors” for additional information regarding estimates of reserves and future net revenues.

The Company’s estimates of proved reserves materially impact depletion expense. If the estimates of proved
reserves decline, the rate at which the Company records depletion expense will increase, reducing future net
income. Such a decline may result from lower market prices, which may make it uneconomical to drill for and
produce higher cost fields. In addition, a decline in proved reserve estimates may impact the outcome of the
Company’s assessment of its oil and gas producing properties and goodwill for impairment.

Impairment of proved oil and gas properties. The Company reviews its long-lived proved properties to be
held and used whenever management determines that events or circumstances indicate that the recorded carrying
value of the properties may not be recoverable. Management assesses whether or not an impairment provision is
necessary based upon its outlook of future commodity prices and net cash flows that may be generated by the
properties and if a significant downward revision has occurred to the estimated proved reserves. Proved oil and gas
properties are reviewed for impairment at the level at which depletion of proved properties is calculated.

Impairment of unproved oil and gas properties. Management periodically assesses unproved oil and gas
properties for impairment, on a project-by-project basis. Management’s assessment of the results of exploration
activities, commodity price outlooks, planned future sales or expiration of all or a portion of such projects impacts
the amount and timing of impairment provisions, if any.

Suspended wells. The Company suspends the costs of exploratory wells that discover hydrocarbons pending
a final determination of the commercial potential of the oil and gas discovery. The ultimate disposition of these well
costs is dependent on the results of future drilling activity and development decisions. If the Company decides not to
pursue additional appraisal activities or development of these fields, the costs of these wells will be charged to
exploration and abandonment expense.
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The Company generally does not carry the costs of drilling an exploratory well as an asset in its Consolidated
Balance Sheets for more than one year following the completion of drilling unless the exploratory well finds oil and
gas reserves in an area requiring a major capital expenditure and both of the following conditions are met:

(i) The well has found a sufficient quantity of reserves to justify its completion as a producing well.

(i) The Company is making sufficient progress assessing the reserves and the economic and operating
viability of the project.

Due to the capital intensive nature and the geographical location of certain Alaskan, deepwater Gulf of Mexico and
foreign projects, it may take the Company longer than one year to evaluate the future potential of the exploration
well and economics associated with making a determination on its commercial viability. In these instances, the
project’s feasibility is not contingent upon price improvements or advances in technology, but rather the Company’s
ongoing efforts and expenditures related to accurately predicting the hydrocarbon recoverability based on well
information, gaining access to other companies’ production, transportation or processing facilities and/or getting
partner approval to drill additional appraisal wells. These activities are ongoing and being pursued constantly.
Consequently, the Company’s assessment of suspended exploratory well costs is continuous until a decision can be
made that the well has found proved reserves or is noncommercial and is impaired. See Note D of Notes to
Consolidated Financial Statements included in “Item 8. Financial Statements and Supplementary Data” for
additional information regarding the Company’s suspended exploratory well costs.

Assessments of functional currencies. Management determines the functional currencies of the Company’s
subsidiaries based on an assessment of the currency of the economic environment in which a subsidiary primarily
realizes and expends its operating revenues, costs and expenses. The U.S. dollar is the functional currency of all of
the Company’s international operations except Canada. The assessment of functional currencies can have a
significant impact on periodic results of operations and financial position.

Argentine economic and currency measures. The accounting for and remeasurement of the Company’s
Argentine balance sheets as of December 31, 2005 and 2004 reflect management’s assumptions regarding some
uncertainties unique to Argentina’s current economic situation. The Argentine economic and political situation
continues to evolve and the Argentine government may enact future regulations or policies that, when finalized and
adopted, may materially impact, among other items, (i) the realized prices the Company receives for the
commodities it produces and sells; (ii) the timing of repatriations of excess cash flow to the Company’s
corporate headquarters in the United States; (iii) the Company’s asset valuations; and (iv) peso-denominated
monetary assets and liabilities. See “Item 7A. Quantitative and Qualitative Disclosures About Market Risk™ and
Note B of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and
Supplementary Data” for a description of the assumptions utilized in the preparation of these financial statements.

Deferred tax asset valuation allowances. The Company continually assesses both positive and negative
evidence to determine whether it is more likely than not that its deferred tax assets will be realized prior to their
expiration. Pioneer monitors Company-specific, oil and gas industry and worldwide economic factors and
reassesses the likelihood that the Company’s net operating loss carryforwards and other deferred tax attributes
in each jurisdiction will be utilized prior to their expiration. There can be no assurances that facts and circumstances
will not materially change and require the Company to establish deferred tax asset valuation allowances in certain
jurisdictions in a future period. As of December 31, 2005, the Company does not believe there is sufficient positive
evidence to reverse its valuation allowances related to certain foreign tax jurisdictions.

Goodwill impairment. The Company reviews its goodwill for impairment at least annually. This requires the
Company to estimate the fair value of the assets and liabilities of the reporting units that have goodwill. There is
considerable judgment involved in estimating fair values, particularly proved reserve estimates as described above.
See Note B of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and
Supplementary Data” for additional information.

Litigation and environmental contingencies. The Company makes judgments and estimates in recording
liabilities for ongoing litigation and environmental remediation. Actual costs can vary from such estimates for a
variety of reasons. The costs to settle litigation can vary from estimates based on differing interpretations of laws
and opinions and assessments on the amount of damages. Similarly, environmental remediation liabilities are
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subject to change because of changes in laws, regulations, additional information obtained relating to the extent and
nature of site contamination and improvements in technology. Under GAAP, a liability is recorded for these types of
contingencies if the Company determines the loss to be both probable and reasonably estimated. See Note I of Notes
to Consolidated Financial Statements included in “Item 8. Financial Statements and Supplementary Data” for
additional information regarding the Company’s commitments and contingencies.

New Accounting Pronouncements

The following discussions provide information about new accounting pronouncements that have been issued
by the Financial Accounting Standards Board (“FASB”):

SFAS 123(R). In December 2004, the FASB issued SFAS No. 123 (revised 2004), “Share-Based Payment”
(“SFAS 123(R)”), which is a revision of SFAS No. 123, “Accounting for Stock-Based Compensation”
(“SFAS 123”). SFAS 123(R) supersedes Accounting Principles Bulletin Opinion No. 25, “Accounting for
Stock Issued to Employees” (“APB 25”) and amends SFAS No. 95, “Statement of Cash Flows”. Generally, the
approach in SFAS 123(R) is similar to the approach described in SFAS 123. However, SFAS 123(R) will require all
share-based payments to employees, including grants of employee stock options, to be recognized as stock-based
compensation expense in the Company’s Consolidated Statements of Operations based on their fair values. Pro
forma disclosure is no longer an alternative.

SFAS 123(R) must be adopted no later than January 1, 2006 and permits public companies to adopt its
requirements using one of two methods:

* A “modified prospective” method in which compensation cost is recognized beginning with the effective
date based on the requirements of SFAS 123(R) for all share-based payments granted after the adoption date
and based on the requirements of SFAS 123 for all awards granted to employees prior to the effective date of
SFAS 123(R) that remain unvested on the adoption date.

* A “modified retrospective” method which includes the requirements of the modified prospective method
described above, but also permits entities to restate either all prior periods presented or prior interim periods
of the year of adoption based on the amounts previously recognized under SFAS 123 for purposes of pro
forma disclosures.

The Company adopted the provisions of SFAS 123(R) on January 1, 2006 using the modified prospective method.

As permitted by SFAS 123, the Company accounted for share-based payments to employees prior to January 1,
2006 using the intrinsic value method prescribed by APB 25 and related interpretations. As such, the Company
generally did not recognize compensation expense associated with employee stock option grants. The Company has
not issued stock options to employees since 2003. Consequently, the adoption of SFAS 123(R)’s fair value method
will not have a significant impact on the Company’s future result of operations or financial position. Had the
Company adopted SFAS 123(R) in prior periods, the impact would have approximated the impact of SFAS 123 as
described in the pro forma disclosures in Note B of Notes to Consolidated Financial Statements included in
“Item 8. Financial Statements and Supplementary Data”. The adoption of SFAS 123(R) will have no effect on future
results of operations related to the Company’s unvested outstanding restricted stock awards. The Company
estimates that the adoption of SFAS 123(R), based on estimated outstanding unvested stock options, will result in
compensation charges of approximately $1.0 million during 2006.

The Company’s ESPP that allows eligible employees to annually purchase the Company’s common stock at a
discount. The provisions of SFAS 123(R) will cause the ESPP to be a compensatory plan. However, the change in
accounting for the ESPP is not expected to have a material impact on the Company’s financial position, future
results of operations or liquidity. Historically, the ESPP compensatory amounts have been nominal. See Note H of
Notes to Consolidated Financial Statements in “Item 8. Financial Statements and Supplementary Data” for
additional information regarding the ESPP.

SFAS 123(R) also requires that tax benefits in excess of recognized compensation expenses be reported as a
financing cash flow, rather than an operating cash flow as required under prior literature. This requirement may
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serve to reduce the Company’s future cash flows from operating activities and increase future cash flows from
financing activities, to the extent of associated tax benefits that may be realized in the future.

FIN 47. In March 2005, the FASB issued FIN 47. FIN 47 clarifies that conditional asset retirement
obligations meet the definition of liabilities and should be recognized when incurred if their fair values can be
reasonably estimated. The Company adopted the provisions of FIN 47 effective on December 31, 2005. The
adoption of FIN 47 had no impact on the Company’s financial position or results of operations.

FSP FAS 19-1. In April 2005, the FASB issued Staff Position No. FAS 19-1, “Accounting for Suspended
Well Costs (“FSP FAS 19-17). FSP FAS 19-1 amended SFAS No. 19, “Financial Accounting and Reporting by Oil
and Gas Producing Companies” (“SFAS 19”), to allow continued capitalization of exploratory well costs beyond
one year from the completion of drilling under circumstances where the well has found a sufficient quantity of
reserves to justify its completion as a producing well and the enterprise is making sufficient progress assessing the
reserves and the economic and operating viability of the project. FSP FAS 19-1 also amended SFAS 19 to require
enhanced disclosures of suspended exploratory well costs in the notes to the consolidated financial statements. The
Company adopted the new requirements during the second quarter of 2005. See Note D of Notes to Consolidated
Financial Statements in “Item 8. Financial Statements and Supplementary Data” for additional information
regarding the Company’s exploratory well costs. The adoption of FSP FAS 19-1 did not impact the Company’s
consolidated financial position or results of operations.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The following quantitative and qualitative information is provided about financial instruments to which the
Company was a party as of December 31, 2005 and 2004, and from which the Company may incur future gains or
losses from changes in market interest rates, foreign exchange rates or commodity prices. Although certain
derivative contracts to which the Company has been a party to did not qualify as hedges, the Company does not enter
into derivative or other financial instruments for trading purposes.

The fair value of the Company’s derivative contracts are determined based on counterparties’ estimates and
valuation models. The Company did not change its valuation method during 2005. During 2005, the Company was a
party to commodity, interest rate and foreign exchange rate swap contracts and commodity collar contracts. See
Note J of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and Supplementary
Data” for additional information regarding the Company’s derivative contracts, including deferred gains and losses
on terminated derivative contracts. The following table reconciles the changes that occurred in the fair values of the
Company’s open derivative contracts during 2005:

Derivative Contract Liabilities

Foreign
Interest Exchange
Commodity Rate Rate Total

(In thousands)
Fair value of contracts outstanding as of

December 31,2004. . ..................... $(406,546) $ — $— $(406,546)
Changes in contract fair values(a) . ............. (872,808) (4,614) 43) (877,465)
Contract maturiti€S . . . . .. ..o v vttt 497,474 — 43 497,517
Contract terminations . . . ... ...... ... 33,403 4,614 — 38,017

Fair value of contracts outstanding as of
December 31,2005. ... ....... ... ......... $(748477) $ — $— $(748,477)

(a) At inception, new derivative contracts entered into by the Company have no intrinsic value.

Quantitative Disclosures

Foreign exchange rate sensitivity. From time-to-time, the Company’s Canadian subsidiary enters into short-
term forward currency agreements to purchase Canadian dollars with U.S. dollar gas sales proceeds. The Company
does not designate these derivatives as hedges due to their short-term nature. There were no outstanding forward
currency agreements at December 31, 2005.
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Interest rate sensitivity. The following tables provide information about other financial instruments to which
the Company was a party as of December 31, 2005 and 2004 and that were sensitive to changes in interest rates. For
debt obligations, the tables present maturities by expected maturity dates, the weighted average interest rates
expected to be paid on the debt given current contractual terms and market conditions and the debt’s estimated fair
value. For fixed rate debt, the weighted average interest rate represents the contractual fixed rates that the Company
was obligated to periodically pay on the debt as of December 31, 2005 and 2004. For variable rate debt, the average
interest rate represents the average rates being paid on the debt projected forward proportionate to the forward yield
curve for LIBOR on February 15, 2006. As of December 31, 2005, the Company was not a party to material
derivatives that would subject it to interest rate sensitivity.

Interest Rate Sensitivity
Debt Obligations as of December 31, 2005
Liability
Year Ending December 31, ]l;zlcl;;i;ge;lt’
2006 2007 2008 2009 2010 Thereafter Total 2005
(In thousands, except interest rates)

Total Debt:

Fixed rate principal
maturities(a) . . ... ... ... .. $ — $32,075 $350000 $ — $ — $882,985 $1,265,060 $(1,369,404)

Weighted average interest
rate (%) ... ... 6.31 6.29 6.16 6.16 6.16 6.16

Variable rate maturities. . . . . . . . $ — $ — 3 — $ —  $900,000 $ — $ 900,000 $ (900,000)
Average interest rate (%) . . . . . 5.88 6.00 6.02 6.10 6.16 —

(a) Represents maturities of principal amounts excluding (i) debt issuance discounts and premiums and
(i1) deferred fair value hedge gains and losses.

Interest Rate Sensitivity
Debt Obligations as of December 31, 2004
Liability
Year Ending December 31, Ei;ﬁ;ﬁtﬂeﬁt’
2005 2006 2007 2008 2009  Thereafter Total 2004
(In thousands, except interest rates)

Total Debt:
Fixed rate principal
maturities(a). . . .. ... ... $130,950 $ — $32,075 $350,000 $ — $1,151,579  $1,664,604 $(1,846,110)
Weighted average interest
rate (%) . .. oo 6.46 6.40 6.39 7.04 7.04 7.04
Variable rate maturities . . . . . $ —  $800,000 $ — $28000 $ — $ — $ 828,000 $ (828,000)
Average interest rate (%) . . 3.89 4.77 5.13 5.49 — —

(a) Represents maturities of principal amounts excluding (i) debt issuance discounts and premiums and
(ii) deferred fair value hedge gains and losses.

Commodity price sensitivity. The following tables provide information about the Company’s oil and gas
derivative financial instruments that were sensitive to changes in oil and gas prices as of December 31, 2005 and
2004. As of December 31, 2005 and 2004, all of the Company’s oil and gas derivative financial instruments
qualified as hedges.

Commodity hedge instruments. The Company hedges commodity price risk with derivative contracts, such
as swap and collar contracts. Swap contracts provide a fixed price for a notional amount of sales volumes. Collar
contracts provide minimum (“floor”’) and maximum (‘“ceiling”) prices for the Company on a notional amount of
sales volumes, thereby allowing some price participation if the relevant index price closes above the floor price.
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See Notes B, E and J of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements
and Supplementary Data” for a description of the accounting procedures followed by the Company relative to hedge
derivative financial instruments and for specific information regarding the terms of the Company’s derivative
financial instruments that are sensitive to changes in oil or gas prices.

Qil Price Sensitivity
Derivative Financial Instruments as of December 31, 2005
Liability
Year Ending December 31, gzlcl;lxag:.e;llt’
2006 2007 2008 2005
(In thousands)

Oil Hedge Derivatives:

Average daily notional Bbl volumes(a):

Swap contracts(b) . . . . ... 10,000 13,000 17,000 $(441,189)
Weighted average fixed price per Bbl. . . ... ... ......... .. ....... $31.69 $30.89 $ 2921

Collar contracts(b) . . . . . . . ... 9,129 4,500 — $ (21,879)
Weighted average ceiling price per Bbl . . ... ... .. .. ... ... L. $ 7492 $9043 § —
Weighted average floor price per Bbl. . .. ... ... .. .. ... .. . .. $ 4425 $ 5000 $ —

Average forward NYMEX oil prices(c) . . . ..o ov it $ 6272 $ 6552 $ 64.84

(a) See Note J of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and Supplementary Data” for hedge
volumes and weighted average prices by calendar quarter.

(b) Subsequent to December 31, 2005, the Company reduced its oil hedge positions by terminating the following oil swap and collar contracts:
(i) 2,000 BPD of March through December 2006 swap contracts with a fixed price of $26.29 per Bbl; 1,000 BPD of calendar 2007 swap
contracts with a fixed price of $31.00 per Bbl; and 2,000 BPD of calendar 2008 swap contracts with a fixed price of $30.00 per Bbl
and (ii) 2,000 BPD of March through December 2006 collar contracts having a floor price of $50.00 per Bbl and a ceiling price of $96.25 per
Bbl and 2,500 BPD of calendar 2007 collar contracts having a floor price of $50.00 and ceiling prices of $91.18 per Bbl. The aggregate fair
value of the terminated oil swap and collar contracts represented a liability of $63.5 million on the dates of termination.

(c) The average forward NYMEX oil prices are based on February 15, 2006 market quotes.

Qil Price Sensitivity
Derivative Financial Instruments as of December 31, 2004
Liability
Year Ending December 31, giiczn:,:lel:,e;t’
2005 2006 2007 2008 2009 2010 2011 2012 2004
(In thousands)

Oil Hedge Derivatives:
Average daily notional Bbl

volumes:
Swap contracts(a) . ....... 27,000 14,500 17,000 21,000 3,500 1,000 2,000 2,000 $(261,111)
Weighted average fixed
price per Bbl . .. ... .. $ 2797 $ 3412 $ 3259 $ 3072 $36.48 $36.10 $35.93  $35.86
Collar contracts . . . . ...... — 3,500 — — — — — — $ (2,278)
Weighted average ceiling
price per Bbl . . ... ... $ — $495 $ — $ — $ — $ — $ — $§ —
Weighted average floor
price per Bbl . .. ..... $ — $350 $ — $ — $ — $ — $ — $ —
Average forward NYMEX oil
prices(b). . ... ... ... $ 4858 $ 4526 $43.08 $ 41.01 $40.36 $39.91  $39.71  $39.51

(a)  Subsequent to December 31, 2004, the Company conveyed to the purchaser of the January VPPs the following oil swap contracts which
were included in the schedule above: (i) 4,500 Bbls per day of 2006 oil sales at a weighted average fixed price per Bbl of $39.53,
(ii) 4,000 Bbls per day of 2007 oil sales at a weighted average fixed price per Bbl of $38.14, (iii) 4,000 Bbls per day of 2008 oil sales at a
weighted average fixed price per Bbl of $37.15, (iv) 3,500 Bbls per day of 2009 oil sales at a weighted average fixed price per Bbl of
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$36.48, (v) 1,000 Bbls per day of 2010 oil sales at a weighted average fixed price per Bbl of $36.10, (vi) 2,000 Bbls per day of 2011 oil sales
at a weighted average fixed price per Bbl of $35.93 and (vii) 2,000 Bbls per day of 2012 oil sales at a weighted average fixed price per Bbl
of $35.86.

(b) The average forward NYMEX oil prices are based on February 18, 2005 market quotes.

Gas Price Sensitivity
Derivative Financial Instruments as of December 31, 2005
Liability
Year Ending December 31, g:lcznz?,lel:.e;llt’
2006 2007 2008 2005
(In thousands)

Gas Hedge Derivatives(a):

Average daily notional MMBtu volumes(b):

SWap CONMIACES. . . . v vttt e e e e e 73,842 29,195 5,000 $(213,543)
Weighted average fixed price per MMBtu . ... ........... .. .. ...... $ 430 $ 428 $538

Collar CONLTACES (C) .+« v v v v o et e e e e e e e e e e e 183,685 215,000 — $ (71,866)
Weighted average ceiling price per MMBtu . .. ..................... $ 1376 $ 1184 $ —
Weighted average floor price per MMBtu. . . ....................... $ 662 $ 657 $ —

Average forward NYMEX gas prices(d) . . ... .o oo it $ 781 $ 899 $ 876

(a) To minimize basis risk, the Company enters into basis swaps for a portion of its gas hedges to convert the index price of the hedging
instrument from a NYMEX index to an index which reflects the geographic area of production. The Company considers these basis swaps
as part of the associated swap and collar contracts and, accordingly, the effects of the basis swaps have been presented together with the
associated contracts.

(b) See Note J of Notes to Consolidated Financial Statements included in “Item 8. Financial Statements and Supplementary Data” for hedge
volumes and weighted average prices by calendar quarter.

(c)  Subsequent to December 31, 2005, the Company reduced its gas hedge positions by terminating the following gas collar contracts which
were included in the table above: 65,000 MMBtu per day of April through December 2006 gas sales at a weighted average floor price per
MMBtu of $6.74 and a weighted average ceiling price per MMBtu of $14.01. The aggregate fair value of the terminated gas collar
contracts represented an asset of $4.1 million on the dates of termination.

(d) The average forward NYMEX gas prices are based on February 15, 2006 market quotes.

Gas Price Sensitivity
Derivative Financial Instruments as of December 31, 2004

Liability
Year Ending December 31, gilcl;n‘:zg:.eﬁt’
2005 2006 2007 2008 2009 2004

(In thousands)
Gas Hedge Derivatives(a):

Average daily notional MMBtu volumes:

Swap contracts(b) . . . .. ... 284,055 103,534 55,000 30,000 25,000 $(142,858)
Weighted average fixed price per MMBtu . ........ $ 522§ 468 $ 469 $ 506 $ 472

Collar contracts . . . .. ..o v i — 5,000 — — — $ (299
Weighted average ceiling price per MMBtu . . ... ... $ - $ 715§ — $ — % —
Weighted average floor price per MMBtu. . . .. ... .. $ — $ 525 $ — % $  —

Average forward NYMEX gas prices(c) . ........... $ 629 $ 0647 $ 614 $ 581 $ 550

(a) To minimize basis risk, the Company enters into basis swaps for a portion of its gas hedges to convert the index price of the hedging
instrument from a NYMEX index to an index which reflects the geographic area of production. The Company considers these basis swaps
as part of the associated swap and collar contracts and, accordingly, the effects of the basis swaps have been presented together with the
associated contracts.

(b)  Subsequent to December 31, 2004, the Company conveyed to the purchaser of the January VPPs the following gas swap contracts which
were included in the table above: (i) 9,151 MMBtu per day 2005 gas sales at a weighted average fixed price per MMBtu of $6.17,
(ii) 33,534 MMBtu per day 2006 gas sales at a weighted average fixed price per MMBtu of $5.78, (iii) 30,000 MMBtu per day 2007 gas
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sales at a weighted average fixed price per MMBtu of $5.32, (iv) 25,000 MMBtu per day 2008 gas sales at a weighted average fixed price
per MMBtu of $5.00 and (v) 25,000 MMBtu per day of 2009 gas sales at a weighted average fixed price per MMBtu of $4.72.

(c) The average forward NYMEX gas prices are based on February 18, 2005 market quotes.

Qualitative Disclosures

Non-derivative financial instruments. The Company is a borrower under fixed rate and variable rate debt
instruments that give rise to interest rate risk. The Company’s objective in borrowing under fixed or variable rate
debt is to satisfy capital requirements while minimizing the Company’s costs of capital. See Note F of Notes to
Consolidated Financial Statements included in “Item 8. Financial Statements and Supplementary Data” for a
discussion of the Company’s debt instruments.

Derivative financial instruments. The Company utilizes interest rate, foreign exchange rate and commodity
price derivative contracts to hedge interest rate, foreign exchange rate and commodity price risks in accordance with
policies and guidelines approved by the Board. In accordance with those policies and guidelines, the Company’s
executive management determines the appropriate timing and extent of hedge transactions.

Foreign currency, operations and price risk. International investments represent, and are expected to
continue to represent, a significant portion of the Company’s total assets. Pioneer currently has international
operations in Africa, Argentina and Canada, which represent nine, eight and five percent of the Company’s 2005 oil
and gas revenues, respectively. Pioneer continues to identify and evaluate other international opportunities. As a
result of such foreign operations, Pioneer’s financial results could be affected by factors such as changes in foreign
currency exchange rates, weak economic conditions or changes in political climates in these foreign countries.

The Company’s international operations may be adversely affected by political and economic instability,
changes in the legal and regulatory environment and other factors. For example:

e local political and economic developments could restrict or increase the cost of Pioneer’s foreign operations,
 exchange controls and currency fluctuations could result in financial losses,

 royalty and tax increases and retroactive tax claims could increase costs of Pioneer’s foreign operations,
e expropriation of the Company’s property could result in loss of revenue, property and equipment,

* civil uprising, riots, terrorist attacks and wars could make it impractical to continue operations, resulting in
financial losses,

e import and export regulations and other foreign laws or policies could result in loss of revenues,

* repatriation levels for export revenues could restrict the availability of cash to fund operations outside a
particular foreign country and

* laws and policies of the U.S. affecting foreign trade, taxation and investment could restrict Pioneer’s ability
to fund foreign operations or may make foreign operations more costly.

Pioneer does not currently maintain political risk insurance. Pioneer evaluates on a country-by-country basis
whether obtaining political risk coverage is necessary and may add such insurance in the future if the Company
believes it is prudent.

Africa. Pioneer’s operations in Africa are in Equatorial Guinea, Nigeria, South Africa and Tunisia. The
Company views the operating environment in these African nations as stable and the economic stability as good.
While the values of the various African nations’ currencies do fluctuate in relation to the U.S. dollar, the Company
believes that any currency risk associated with Pioneer’s African operations would not have a material impact on the
Company’s results of operations given that such operations are closely tied to oil prices which are denominated in
U.S. dollars.

Argentina. During the decade of the 1990s, Argentina’s government pursued free market policies, including
the privatization of state-owned companies, deregulation of the oil and gas industry, tax reforms to equalize tax rates
for domestic and foreign investors, liberalization of import and export laws and the lifting of exchange controls. The
cornerstone of these reforms was the 1991 convertibility law that established an exchange rate of one Argentine
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peso to one U.S. dollar. These policies were successful as evidenced by the elimination of inflation and substantial
economic growth during the early to mid-1990s. However, throughout the decade, the Argentine government failed
to balance its fiscal budget, repeatedly incurring significant fiscal deficits such that by the end of 2001 Argentina
had accumulated $130 billion of debt.

During 2001, Argentina found itself in a critical economic situation with the combination of high levels of
external indebtedness, a financial and banking system in crisis, a country risk rating that had reached levels beyond
the historical norm, a high level of unemployment and an economic contraction that had lasted four years.

Late in 2001, the country was unable to obtain additional funding from the International Monetary Fund.
Economic instability increased, resulting in substantial withdrawals of cash from the Argentine banking system
over a short period of time. The government was forced to implement monetary restrictions and placed limitations
on the transfer of funds out of the country without the authorization of the Central Bank of the Republic of
Argentina. President De la Rua and his entire administration were forced to resign in the face of public
dissatisfaction. After his resignation in December 2001, there was, for a few weeks, a revolving door of
presidents that were appointed to office by Argentina’s Congress, but quickly resigned in reaction to public
outcry. Eduardo Duhalde was appointed President of Argentina in January 2002 to hold office until the 2003
Presidential election.

In January 2002, the government defaulted on a significant portion of Argentina’s $130 billion of debt and the
national Congress passed Emergency Law 25,561, which, among other things, overturned the long standing, but
unsustainable, convertibility plan. The government adopted a floating rate of exchange in February 2002. Two
specific provisions of the Emergency Law directly impact the Company. First, a tax on the value of hydrocarbon
exports was established effective March 1, 2002. The second provision was the requirement that domestic
commercial transactions, or contracts, for sales in Argentina that were previously denominated in U.S. dollars
be converted to pesos (i.e., pesofication) at an exchange rate to be negotiated between sellers and buyers.
Furthermore, the government placed a price freeze on gas prices at the wellhead. With the price of gas
pesofied and frozen, the U.S. dollar-equivalent price of gas in Argentina fell in direct proportion to the level of
devaluation.

The abandonment of the convertibility plan and the decision to allow the peso to float in international exchange
markets resulted in significant devaluation of the peso. By September 30, 2002, the peso-to-U.S. dollar exchange
rate had increased from 1:1 to 3.74:1. However, since the end of the third quarter of 2002, Argentina’s economy has
shown signs of stabilization. At December 31, 2005, the peso-to-U.S. dollar exchange rate was 3.03:1.

In Argentina, unlike Pioneer’s other operating areas, there have been significant factors that have kept the
commodity prices, in general, below those of the world markets and may continue to do so. The following is a
discussion of the matters affecting Argentine commodity prices:

* Oil Prices — In January 2002, the Argentine government devalued the peso and enacted an emergency law
that, in part, required certain contracts that were previously payable in U.S. dollars to be payable in pesos.
Subsequently, in February 2002, the Argentine government announced a 20 percent tax on oil exports,
effective March 1, 2002. The tax is limited by law to a term of no more than five years. The export tax is not
deducted in the calculation of royalty payments. Domestic Argentine oil sales, while valued in U.S. dollars,
are now being paid in pesos. Export oil sales continue to be valued and paid in U.S. dollars.

In January 2003, at the Argentine government’s request, oil producers and refiners agreed to cap amounts
payable for certain domestic sales at $28.50 per Bbl which remained in effect through April 2004. The
producers and refiners further agreed that the difference between the actual price and the capped price would
be payable once actual prices fall below the $28.50 cap. Subsequently the terms were modified such that
while the $28.50 per Bbl payable cap was in place, the refiners would have no obligation to pay producers for
sales values that exceeded $36.00 per Bbl. Initially, the refiners and producers also agreed to discount
U.S. dollar-denominated oil prices at 90 percent prior to converting to pesos at the current exchange rate for
the purpose of invoicing and settling oil sales to Argentine refiners. In May 2004, refiners and producers
changed the discount percentage from 90 percent for all price levels to 86 percent if WTI was equal to or less
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than $36 per Bbl and 80 percent if WTI exceeded $36 per Bbl. All the oil prices are adjusted for normal
quality differentials prior to applying the discount.

In May 2004, the Argentine government increased the export tax from 20 percent to 25 percent. This tax is
applied on the sales value after the tax, thus, the net effect of the 20 percent and 25 percent rates is
16.7 percent and 20 percent, respectively. In August 2004, the Argentine government further increased the
export tax rates for oil exports. The export tax now escalates from the current 25 percent (20 percent effective
rate) to a maximum rate of 45 percent (31 percent effective rate) of the realized value for exported Bbls as
WTI prices per Bbl increase from less than $32.00 to $45.00 and above.

On December 24, 2004, the Secretary of Energy issued Administrative Resolution 1679/2004, in order to
alleviate shortages in domestic diesel markets by insuring adequate oil supplies to Argentine refiners. The
terms of the resolution require producers to submit evidence to the Secretary of Energy that its oil to be
exported has been offered to domestic refiners prior to the government’s issuance of export permission.

During 2003, the Company exported approximately five percent of its Argentine oil production. Associated
therewith, the Company incurred oil export taxes of $1.2 million for 2003. During 2004 and 2005, the
Company did not export any of its Argentine oil production. As noted above, the export tax has also had the
effect of decreasing internal Argentine oil revenues (not only export revenues) by the taxes levied. The
U.S. dollar equivalent value for domestic Argentine oil sales has generally moved toward parity with the
U.S. dollar-denominated export values, net of the export tax. The adverse impact of this tax has been
partially offset by the net cost savings resulting from the devaluation of the peso on peso-denominated costs
such as labor. Given the number of governmental changes during 2005 affecting the realized price the
Company receives for its oil sales, no specific predictions can be made about the future of oil prices in
Argentina. However, the Company expects Argentine oil realizations to continue to be less than oil
realizations in the United States.

Gas Prices — The Company sells its gas to Argentine customers pursuant to (a) peso-denominated
contracts, (b) long-term dollar-denominated contracts and (c) spot market sales. As a result of the
economic emergency law enacted by the Argentine government in January 2002, the Company’s gas
prices, expressed in U.S. dollars, have fallen in proportion to the devaluation of the Argentine peso since the
end of 2001 due to the pesofication of contracts and the freezing of gas prices at the wellhead required by that
law. As a baseline, the Company’s 2001 realized gas price was $1.31 per Mcf as compared to $.88, $.66 and
$.56 in 2005, 2004 and 2003, respectively.

The unfavorable gas price has acted to discourage gas development activities and increased gas demand.
Without development of gas reserves in Argentina, supplies of gas in the country have declined, while
demand for gas has been increasing due to the resurgence of the Argentine economy and the higher cost of
alternative fuels. During 2004, gas exports to Chile were curtailed at the direction of the Argentine
government and Argentina entered into an agreement to import gas from Bolivia at prices starting at
approximately $2.00 per Mcf (at the border), including transportation costs. In May 2004, pursuant to a
decree, the Argentine government approved measures to permit producers to renegotiate gas sales contracts,
excluding those that could affect small residential customers, in accordance with scheduled price increases
specified in the decree. The wellhead prices in the decree increased from a 2004 range of $.61 to $.78 per
Mcf to a range of $.87 to $1.04 per Mcf after July 2005, depending on the region where the gas is produced.
No further gas price increases beyond July 2005 have occurred. Other than an expectation that gas prices will
be permitted to increase gradually over time, as has already been demonstrated by the governing authorities,
no specific predictions can be made about the future of gas prices in Argentina. However, the Company
expects Argentine gas realizations to be less than gas realizations in the United States.
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Canada. The Company views the operating environment in Canada as stable and the economic stability as
good. A portion of the Company’s Canadian revenues and substantially all of its costs are denominated in Canadian
dollars. While the value of the Canadian dollar does fluctuate in relation to the U.S. dollar, the Company believes
that any currency risk associated with its Canadian operations would not have a material impact on the Company’s
results of operations.

As of December 31, 2005, the Company’s primary risk exposures associated with financial instruments to
which it is a party include oil and gas price volatility, volatility in the exchange rates of the Canadian dollar and
Argentine peso vis 4 vis the U.S. dollar and interest rate volatility. The Company’s primary risk exposures
associated with financial instruments have not changed significantly since December 31, 2005.
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REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM

The Board of Directors and Stockholders of
Pioneer Natural Resources Company:

We have audited the accompanying consolidated balance sheets of Pioneer Natural Resources Company (the
“Company”) as of December 31, 2005 and 2004, and the related consolidated statements of operations,
stockholders’ equity, cash flows and comprehensive income for each of the three years in the period ended
December 31, 2005. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the consolidated financial position of the Company at December 31, 2005 and 2004, and the consolidated results of
their operations and their cash flows for each of the three years in the period ended December 31, 2005, in
conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of the Company’s internal control over financial reporting as of December 31,
2005, based on criteria established in Internal Control — Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission and our report dated February 15, 2006 expressed an
unqualified opinion thereon.

As discussed in Note B to the consolidated financial statements, in 2003 the Company adopted Statement of
Financial Accounting Standards No. 143, “Accounting for Asset Retirement Obligations.”

Ernst & Young LLP

Dallas, Texas
February 15, 2006
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PIONEER NATURAL RESOURCES COMPANY

CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)

December 31,

2005 2004
ASSETS
Current assets:
Cash and cash equivalents . . . . . . . . ... e $ 18,802  $ 7,257
Accounts receivable:
Trade, net of allowance for doubtful accounts of $5,736 and $5,409 as of
December 31, 2005 and 2004, respectively . . . . .. ... 336,062 209,297
Due from affiliates . . . . . . .. .. 1,596 639
INVENIOIIES . . . . . e e 79,659 40,332
Prepaid eXPenses . . . . . ... i 18,091 10,822
Deferred inCOME tAXES . . . . . o v v it e e 158,878 115,206
Other current assets:
DErivatives . . . . . e 1,246 209
Other, net of allowance for doubtful accounts of $6,425 as of December 31, 2005 and 2004 . .. ... .. 9,470 9,663
Total CUITENT ASSELS . . . . . . o ottt e e e e e e e e e 623,804 393,425
Property, plant and equipment, at cost:
Oil and gas properties, using the successful efforts method of accounting:
Proved properties . . . . . .. .o 8,499,253 7,663,446
Unproved Properties . . . . . ..o vt e e e 313,881 461,170
Accumulated depletion, depreciation and amortization . . . . . ... ... ... (2,577,946) (2,243,549)
Total property, plant and equipment . . . . . .. .. ... .. L 6,235,188 5,881,067
Deferred inCOME tAXES . . . . . o o v it — 2,963
GoodWill. . . . 311,651 320,900
Other property and equipment, NEt . . . . . . .. ..ottt e e 90,010 78,696
Other assets:
DEIIVALIVES . . o o v e e e e e e e e 1,048 —
Other, net of allowance for doubtful accounts of $92 as of December 31, 2005 and 2004 . . . ... ... ... 67,533 56,436

$ 7,329,234

$ 6,733,487

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable:

Trade . . . .o $ 330,151 $ 205,153
Due to affiliates . . . . . . . . . e 15,053 10,898
Interest payable . . . . . . ... 40,314 45,735
Income taxes payable . . . . . ... 22,470 13,520
Other current liabilities:
DEriVAtIVES . . o o o o e 320,098 224,612
Deferred revenue . . . . . . . . . . . e 190,327 —
Other . . o o 114,942 44,541
Total current liabilities . . . . . . . . . . . e 1,033,355 544,459
Long-term debt. . . . . .. 2,058,412 2,385,950
DErivatiVES . . . . . . 431,543 182,803
Deferred INCOME LAXES . . . . o o o it e e e e e e e 767,329 612,435
Deferred revenue . . . . . . ... 664,511 —
Other liabilities and mMinority INtEIEStS . . . . . . . . . vttt e e 156,982 176,060
Stockholders’ equity:
Common stock, $.01 par value; 500,000,000 shares authorized; 146,956,473
and 145,644,828 shares issued at December 31, 2005 and 2004, respectively. . . . .. ............. 1,470 1,456
Additional paid-in capital . . ... .. .. 3,775,794 3,705,286
Treasury stock, at cost; 18,368,109 and 813,166 shares at December 31, 2005 and 2004, respectively . . . . (882,382) (27,793)
Deferred compensation . . . . . .. ... e e (45,827) (22,558)
Accumulated deficit . . . . . . .. (184,320) (634,146)
Accumulated other comprehensive income (loss):
Net deferred hedge losses, net of tax . ... ... ... ... (506,636) (241,350)
Cumulative translation adjustment . . . . .. ... ... L 59,003 50,885
Total stockholders” equity . . . .. .. ... . 2,217,102 2,831,780
Commitments and CONNZENCIES . . . . . . ottt e e e e e e e

$ 7,329,234

$ 6,733,487

The accompanying notes are an integral part of these consolidated financial statements.
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PIONEER NATURAL RESOURCES COMPANY

CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

Year Ended December 31,

2005 2004 2003
Revenues and other income:
Oil and gas . . . . .ot $2,215,677 $1,767,371  $1,208,621
Interestand other . . .. ... ... ... .. ... 97,050 14,074 12,292
Gain on disposition of assets, Net. . ... ......... .. 60,496 39 1,256

2,373,223 1,781,484 1,222,169

Costs and expenses:

Oil and gas production . . . ... 449,320 316,107 228,183
Depletion, depreciation and amortization. . . .. ...................... 568,018 556,264 374,295
Impairment of long-lived assets . .. . ........... ... 644 39,684 —
Exploration and abandonments . ............. ... ... .. ... ....... 266,751 180,750 131,192
General and administrative . ... ... ... ... ... 124,556 80,302 60,322
Accretion of discount on asset retirement obligations . . ................ 7,876 8,210 5,040
Interest . . . . . . 127,787 103,387 91,388
Other .. ... 112,812 33,687 21,320
1,657,764 1,318,391 911,740
Income from continuing operations before income taxes and cumulative effect
of change in accounting principle. . . .. ...... .. ... .. ... .. ... 715,459 463,093 310,429
Income tax benefit (provision). . .. ... ... .. (291,728) (164,164) 67,368
Income from continuing operations before cumulative effective of change in
accounting principle . . . .. ... 423,731 298,929 377,797
Income from discontinued operations, net of tax . ... ....... ... ... .... 110,837 13,925 17,382
Income before cumulative effect of change in accounting principle . ... ...... 534,568 312,854 395,179
Cumulative effect of change in accounting principle, net of tax. . ... ........ — — 15,413
Net iNCOME . . . ..ttt e e e e e $ 534568 $ 312,854 $ 410,592

Basic earnings per share:
Income from continuing operations before cumulative effect of change in

accounting principle . . ... ... ... $ 309 $ 239 $ 3.22
Income from discontinued operations, net of tax . .................... .81 11 15
Cumulative effect of change in accounting principle, net of tax . . ... ...... — — 13
NEtINCOME & . . v vttt e et e e e e $ 390 $ 250 $ 3.50

Diluted earnings per share:
Income from continuing operations before cumulative effect of change in

accounting principle . . ... .. ... $ 3.02 $ 235 $ 3.19
Income from discontinued operations, netof tax . ........ ... ... . ... 78 11 .14
Cumulative effect of change in accounting principle, netof tax . . ... ...... — — 13
NEtINCOME . . o . ottt e e e e e e e e e e e e $ 380 $ 246 $ 3.46

Weighted average shares outstanding:
Basic. . ... 137,110 125,156 117,185
Diluted . ... ... 141,417 127,488 118,513

The accompanying notes are an integral part of these consolidated financial statements.
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PIONEER NATURAL RESOURCES COMPANY

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(In thousands, except dividends per share)

Accumulated Other
Comprehensive
Income (Loss)

Net Deferred
Hedge
Additional Gains Cumulative Total
Common  Paid-in Treasury Deferred  Accumulated (Losses), Translation Stockholders’
Stock Capital Stock  Compensation Deficit Net of Tax Adjustment Equity

Balance as of January 1,2003 .. .......... $1,196 $2,714,567 $ (32,219) $(14,292) $(1,298,440) $ 9,555 $(5.470) $1,374,897
Exercise of long-term incentive plan stock

options and employee stock purchases . . . . . 1 4,100 29,183 — — — — 33,284
Purchase of treasury stock. . .. ..... .. .. .. — — (2,349) — — — — (2,349)
Tax benefits related to stock-based

COMPENSAtioN . . . ..o vv — 14,666 — — — — — 14,666
Deferred compensation:

Compensation deferred . . .. ... ........ — 1,070 — (1,070) — — — —

Deferred compensation included in net

INCOME . . . v — — — 5,429 — — — 5,429

Netincome. ... .........nn... — — — — 410,592 — — 410,592

Other comprehensive income (loss):
Net deferred hedge losses, net of tax:

Net deferred hedge losses . . . .. ....... — — — — —  (282,165) — (282,165)
Net hedge losses included in net income . . — — — — — 117,416 — 117,416
Tax benefits related to net hedge losses . . . — — — — — 51,064 — 51,064
Translation adjustment . . ............. — — — — — — 36,938 36,938
Balance as of December 31,2003.......... 1,197 2,734,403 (5,385) (9,933) (887,848) (104,130) 31,468 1,759,772
Acquisition of Evergreen Resources, Inc. . . . . . 254 947,334 — (6,001) — — — 941,587
Dividends declared ($.20 per common share) . . . — — — — (26,557) — — (26,557)
Exercise of long-term incentive plan stock
options and employee stock purchases . . . . . — (2,185) 69,848 — (32,595) — — 35,068
Purchase of treasury stock. . .. ..... ... ... — —  (92,256) — — — — (92,256)
Tax benefits related to stock-based
COMPENSAtion . . . .. oo vv i — 6,612 — — — — — 6,612
Deferred compensation:
Compensation deferred . . ... .......... 5 19,122 — (19,127) — — — —
Deferred compensation included in net
INCOME . . . vttt — — — 12,503 — — — 12,503
Netincome. .. ... ... ... .. — — — — 312,854 — — 312,854

Other comprehensive income (loss):
Net deferred hedge losses, net of tax:

Net deferred hedge losses . . . .. ....... — — — — —  (443,318) — (443,318)
Net hedge losses included in net income . . — — — — — 232,758 — 232,758
Tax benefits related to net hedge losses . . . — — — — — 73,340 — 73,340
Translation adjustment . . ............. — — — — — — 19,417 19,417
Balance as of December 31,2004. .. ....... 1,456 3,705,286  (27,793)  (22,558) (634,146) (241,350) 50,885 2,831,780
Dividends declared ($.22 per common share) . . . — — — — (30,339) — — (30,339)
Exercise of long-term incentive plan stock
options and employee stock purchases . . ... — 1,310 94,670 — (54,403) — — 41,577
Purchase of treasury stock. . . ............ — — (949,259) — — — — (949,259)
Tax benefits related to stock-based
COMPENSAtion . . . ..o vv it — 18,752 — — — — — 18,752
Deferred compensation:
Compensation deferred . . .. ... ........ 14 56,146 —_ (56,160) —_ —_ —_ —_
Deferred compensation included in net
INCOME . . . e — — — 26,857 — — — 26,857
Forfeitures of deferred compensation . . . . . . — (5,700) — 6,034 — — — 334
Netincome. ... ...... ... .. — — — — 534,568 — — 534,568

Other comprehensive income (loss):
Net deferred hedge losses, net of tax:

Net deferred hedge losses . . . .. ... .... — — — — —  (863,439) — (863,439)

Net hedge losses included in net income . . — — — — — 431,581 — 431,581

Tax benefits related to net hedge losses . . . —_ —_ —_ —_ —_ 166,572 —_ 166,572
Translation adjustment . . .. ........... — — — — — — 8,118 8,118
Balance as of December 31,2005. . ........ $1,470 $3,775,794 $(882,382) $(45,827) $ (184,320) $(506,636) $59,003  $2,217,102

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

Year Ended December 31,

2005 2004 2003
Cash flows from operating activities:
NEt INCOME -+ o v v v e e e e e e e e e e e e e $ 5345568 $ 312,854 $410,592
Adjustments to reconcile net income to net cash provided by operating
activities:
Depletion, depreciation and amortization. . ... .............. 568,018 556,264 374,295
Impairment of long-lived assets . ........................ 644 39,684 —
Exploration expenses, including dry holes . . . . .............. 147,897 93,063 70,659
Deferred income taxesS . . .. . oo vttt i 236,586 138,877 (78,553)
Gain on disposition of assets, net . .. .................. ... (60,496) 39) (1,256)
Loss (gain) on extinguishment of debt. . . .. ................ 25,975 95) 1,457
Accretion of discount on asset retirement obligations . . ... ..... 7,876 8,210 5,040
Discontinued Operations. . . . .......o vttt (84,098) 21,587 20,971
Interest eXpense. . . . ..ot 6,093 (12,208) (20,610)
Commodity hedge related activity. .. ..................... 21,237 (45,102) (71,816)
Cumulative effect of change in accounting principle, net of tax. . . — — (15,413)
Amortization of stock-based compensation . ................ 26,857 12,503 5,429
Amortization of deferred revenue . . ...................... (75,773) — —
Other noncash items . ... ... ... .. ... 22,030 17,008 3,509
Change in operating assets and liabilities, net of effects from
acquisition and disposition:
Accounts receivable, net . ........... ... ... (128,015) (73,376) (10,983)
INVentories . .. ...t (36,948) (14,025) (7,734)
Prepaid expenses. . . ... ... (7,504) 974 (5,598)
Other current assets, NEt. . . . .. ..ottt it e (226) 262 (602)
Accounts payable . ......... ... 102,116 250 58,603
Interest payable. . . ... ... ... ... (7,115) 5,533 (424)
Income taxes payable. . ........ ... ... ... 8,950 3,372 5,928
Other current liabilities . ... .............. . ... ... .v.... (13,362) (14,037) (5,385)
Net cash provided by operating activities. . .. ............. 1,295,310 1,051,559 738,109
Cash flows from investing activities:
Payments for acquisition, net of cash acquired . ................. (965) (880,365) —
Proceeds from disposition of assets, net of cash sold.............. 1,248,581 1,709 35,698
Additions to oil and gas properties. . .. ........... i (1,123,297) (562,907)  (662,563)
Other property additions, net. . .. ..............oouunee.. (39,585) (36,970) (9,865)
Net cash provided by (used in) investing activities . ... ...... 84,734 (1,478,533) (636,730)
Cash flows from financing activities:
Borrowings under long-term debt. . . ... ... ... . L 1,203,190 1,157,903 264,725
Principal payments on long-term debt . ....................... (1,556,763) (604,475) (370,262)
Payment of other liabilities . . .. ............... ... .......... (78,285) (54,252) (14,055)
Exercise of long-term incentive plan stock options and
employee stock purchases .. ........... ... ... ... .. ... ... 41,577 35,068 33,020
Purchase of treasury stock. .. ...... ... ... . (949,259) (92,256) (2,349)
Payment of financing fees. . . ...... ... ... ... . L. (1,911) (1,173) (2,799)
Dividends paid. . . ... ... (30,339) (26,557) —
Net cash provided by (used in) financing activities. . . . ... ... (1,371,790) 414,258 (91,720)
Net increase (decrease) in cash and cash equivalents. . .. ............ 8,254 (12,716) 9,659
Effect of exchange rate changes on cash and cash equivalents . . . ... ... 3,291 674 1,150
Cash and cash equivalents, beginning of year. . ................... 7,257 19,299 8,490
Cash and cash equivalents, end of year .. ....................... $ 18,802 % 7,257 $ 19,299

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In thousands)

Year Ended December 31,

2005 2004 2003
NetiNCOME . . . . ..ottt e e e e e e e e $ 534,568 $ 312,854 $ 410,592
Other comprehensive loss:

Net deferred hedge losses, net of tax:

Net deferred hedge losses. . .. ... ... (863,439) (443,318) (282,165)

Net hedge losses included in net income. . . ................. 431,581 232,758 117,416

Tax benefits related to net hedge losses .................... 166,572 73,340 51,064

Translation adjustment. . .. .......... ... 8,118 19,417 36,938

Other comprehensive loss. . .. .............. ... .. ...... (257,168) (117,803) (76,747)

Comprehensive iNCOME . . . .. ..ottt e e e $ 277,400 $ 195,051 $ 333,845

The accompanying notes are an integral part of these consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2005, 2004 and 2003

NOTE A. Organization and Nature of Operations

Pioneer Natural Resources Company (“Pioneer” or the “Company”’) is a Delaware corporation whose common
stock is listed and traded on the New York Stock Exchange. The Company is a large independent oil and gas
exploration and production company with operations in the United States, Argentina, Canada, Equatorial Guinea,
Nigeria, South Africa and Tunisia.

On September 28, 2004, the Company completed a merger with Evergreen Resources, Inc. (“Evergreen”) that
added to the Company’s United States and Canadian asset base and expanded its portfolio of development and
exploration opportunities in North America. Evergreen’s operations were primarily focused on developing and
expanding its coal bed methane production from the Raton Basin in southern Colorado.

In accordance with the provisions of Statement of Financial Accounting Standards (“SFAS”) No. 141,
“Business Combinations”, the merger has been accounted for as a purchase of Evergreen by Pioneer. As a result, the
financial statements for the Company prior to September 28, 2004 are those of Pioneer only. The accompanying
Consolidated Statements of Operations and Consolidated Statements of Cash Flows include the financial results of
Evergreen since October 1, 2004. See Note C for additional information regarding the Evergreen merger.

NOTE B. Summary of Significant Accounting Policies

Principles of consolidation. The consolidated financial statements include the accounts of the Company and
its wholly-owned and majority-owned subsidiaries since their acquisition or formation. The Company
proportionately consolidates less than 100 percent-owned affiliate partnerships, which it serves as general
partner through certain of its wholly-owned subsidiaries, involved in oil and gas producing activities in
accordance with Emerging Issues Task Force (“EITF”) Abstract Issue No. 00-1, “Investor Balance Sheet and
Income Statement Display under the Equity Method for Investments in Certain Partnerships and Other Ventures”.
The Company owns less than a 20 percent interest in the oil and gas partnerships that it proportionately consolidates.
All material intercompany balances and transactions have been eliminated.

As of December 31, 2005 and 2004, other liabilities and minority interests in the Company’s Consolidated
Balance Sheets includes $9.3 million and $8.7 million, respectively, related to majority-owned subsidiaries, which
are related to activities in the United States and Nigeria. The minority interest in the net income of the United States
related subsidiaries was $3.5 million and $.9 million for 2005 and 2004, respectively, and is included in other
expense in the Company’s Consolidated Statements of Operations. The minority interest in the net loss of the
Nigerian subsidiary was $5.2 million for 2005 and is included in interest and other income in the Company’s
Consolidated Statements of Operations.

Use of estimates in the preparation of financial statements. Preparation of the accompanying consolidated
financial statements in conformity with generally accepted accounting principles in the United States requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities, the
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting periods. Depletion of oil and gas properties and impairment of goodwill,
in part, is determined using estimates of proved oil and gas reserves. There are numerous uncertainties inherent in
the estimation of quantities of proved reserves and in the projection of future rates of production and the timing of
development expenditures. Similarly, evaluations for impairment of proved and unproved oil and gas properties are
subject to numerous uncertainties including, among others, estimates of future recoverable reserves; commodity
price outlooks; foreign laws, restrictions and currency exchange rates; and export and excise taxes. Actual results
could differ from the estimates and assumptions utilized.

Argentina devaluation. Early in January 2002, the Argentine government severed the direct one-to-one
U.S. dollar to Argentine peso relationship that had existed for many years. As of December 31, 2005 and 2004, the
Company used exchange rates of 3.03 pesos to $1 and 2.98 pesos to $1, respectively, to remeasure the peso-
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denominated monetary assets and liabilities of the Company’s Argentine subsidiaries. The remeasurement of the
peso-denominated monetary net assets of the Company’s Argentine subsidiaries as of December 31, 2005, 2004 and
2003 resulted in gains of $.2 million and $.2 million and a charge of $.3 million, respectively.

As a result of certain Argentine stability laws and regulations enacted since the devaluation of the Argentine
peso that impact the price the Company receives for the oil and gas it produces, the Company continually reviews its
Argentine proved and unproved properties for impairment. Based on (i) the Company’s announced sales price for its
Argentine assets, as more fully discussed in Note W and (ii) estimates of future commodity prices and operating
costs, the Company believes that the future cash flows from its Argentine oil and gas assets will be sufficient to fully
recover its proved property basis. Based upon the announced sales price for the Argentine assets, the Company does
not believe it has an impairment of its unproved properties. If the sale is unsuccessful, the Company intends to
continue its exploration efforts on all of its remaining unproved acreage. Based upon the Company’s improved
economic outlook for Argentina during 2005, the Company increased its capital budget for exploration and
development activities in 2005 as compared to the capital budgets in 2004 and 2003.

While the Argentine economic and political situation continues to improve, the Argentine government may
enact future regulations or policies that, when finalized and adopted, may materially impact, among other items,
(i) the realized prices the Company receives for the commodities it produces and sells, (ii) the timing of repatriations
of excess cash flow to the Company’s corporate headquarters in the United States, (iii) the Company’s asset
valuations, (iv) the Company’s level of future investments in Argentina and (v) peso-denominated monetary assets
and liabilities. While conditions are improving, numerous uncertainties exist surrounding the ultimate resolution of
Argentina’s economic and political stability.

Cash equivalents. Cash and cash equivalents include cash on hand and depository accounts held by banks.

Investments. Investments in unaffiliated equity securities that have a readily determinable fair value are
classified as “trading securities” if management’s current intent is to hold them for the near term; otherwise, they are
accounted for as “available-for-sale” securities. The Company reevaluates the classification of investments in
unaffiliated equity securities at each balance sheet date. The carrying value of trading securities and
available-for-sale securities are adjusted to fair value as of each balance sheet date.

Unrealized holding gains are recognized for trading securities in interest and other income, and unrealized
holding losses are recognized in other expense during the periods in which changes in fair value occur.

Unrealized holding gains and losses are recognized for available-for-sale securities as credits or charges to
stockholders’ equity and other comprehensive income (loss) during the periods in which changes in fair value occur.
Realized gains and losses on the divestiture of available-for-sale securities are determined using the average cost
method. The Company had no investments in available-for-sale securities as of December 31, 2005 or 2004.

Investments in unaffiliated equity securities that do not have a readily determinable fair value are measured at
the lower of their original cost or the net realizable value of the investment. The Company had no significant equity
security investments that did not have a readily determinable fair value as of December 31, 2005 or 2004.

Inventories. Inventories were comprised of $77.3 million and $37.9 million of materials and supplies and
$2.4 million and $2.4 million of commodities as of December 31, 2005 and 2004, respectively. The Company’s
materials and supplies inventory is primarily comprised of oil and gas drilling or repair items such as tubing, casing,
chemicals, operating supplies and ordinary maintenance materials and parts. The materials and supplies inventory is
primarily acquired for use in future drilling operations or repair operations and is carried at the lower of cost or
market, on a first-in, first-out basis. Commodities inventory is carried at the lower of average cost or market, on a
first-in, first-out basis. As of December 31, 2005 and 2004, the Company’s materials and supplies inventory was net
of $.2 million and $.4 million, respectively, of valuation reserve allowances.
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Oil and gas properties. The Company utilizes the successful efforts method of accounting for its oil and gas
properties. Under this method, all costs associated with productive wells and nonproductive development wells are
capitalized while nonproductive exploration costs and geological and geophysical expenditures are expensed. The
Company capitalizes interest on expenditures for significant development projects until such projects are ready for
their intended use.

The Company generally does not carry the costs of drilling an exploratory well as an asset in its Consolidated
Balance Sheets for more than one year following the completion of drilling unless the exploratory well finds oil and
gas reserves in an area requiring a major capital expenditure and both of the following conditions are met:

(i) The well has found a sufficient quantity of reserves to justify its completion as a producing well.

(i) The Company is making sufficient progress assessing the reserves and the economic and operating
viability of the project.

Due to the capital intensive nature and the geographical location of certain Alaskan, deepwater Gulf of Mexico and
foreign projects, it may take the Company longer than one year to evaluate the future potential of the exploration
well and economics associated with making a determination on its commercial viability. In these instances, the
project’s feasibility is not contingent upon price improvements or advances in technology, but rather the Company’s
ongoing efforts and expenditures related to accurately predicting the hydrocarbon recoverability based on well
information, gaining access to other companies’ production, transportation or processing facilities and/or getting
partner approval to drill additional appraisal wells. These activities are ongoing and being pursued constantly.
Consequently, the Company’s assessment of suspended exploratory well costs is continuous until a decision can be
made that the well has found proved reserves or is noncommercial and is impaired. See Note D for additional
information regarding the Company’s suspended exploratory well cost and “New accounting pronouncements”
below for information regarding the Company’s adoption of Financial Accounting Standards Board (“FASB”) Staff
Position No. FAS 19-1, “Accounting for Suspended Well Costs” (“FSP FAS 19-17).

The Company owns interests in 12 natural gas processing plants and three treating facilities. The Company
operates eight of the plants and all three treating facilities. The Company’s ownership interests in the natural gas
processing plants and treating facilities is primarily to accommodate handling the Company’s gas production and
thus are considered a component of the capital and operating costs of the respective fields that they service. To the
extent that there is excess capacity at a plant or treating facility, the Company attempts to process third party gas
volumes for a fee to keep the plant or treating facility at capacity. All revenues and expenses derived from third party
gas volumes processed through the plants and treating facilities are reported as components of oil and gas
production costs. The third party revenues generated from the plant and treating facilities for the three years ended
December 31, 2005, 2004 and 2003 were $58.1 million, $45.9 million and $39.5 million, respectively. The third
party expenses attributable to the plants and treating facilities for the same respective periods were $18.0 million,
$11.9 million and $11.3 million. The capitalized costs of the plants and treating facilities are included in proved oil
and gas properties and are depleted using the unit-of-production method along with the other capitalized costs of the
field that they service.

Capitalized costs relating to proved properties are depleted using the unit-of-production method based on
proved reserves. Costs of significant nonproducing properties, wells in the process of being drilled and development
projects are excluded from depletion until such time as the related project is completed and proved reserves are
established or, if unsuccessful, impairment is determined.

Proceeds from the sales of individual properties and the capitalized costs of individual properties sold or
abandoned are credited and charged, respectively, to accumulated depletion, depreciation and amortization.
Generally, no gain or loss is recognized until the entire amortization base is sold. However, gain or loss is
recognized from the sale of less than an entire amortization base if the disposition is significant enough to materially
impact the depletion rate of the remaining properties in the amortization base.
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In accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets”
(“SFAS 144”), the Company reviews its long-lived assets to be held and used, including proved oil and gas
properties accounted for under the successful efforts method of accounting, whenever events or circumstances
indicate that the carrying value of those assets may not be recoverable. An impairment loss is indicated if the sum of
the expected future cash flows is less than the carrying amount of the assets. In this circumstance, the Company
recognizes an impairment loss for the amount by which the carrying amount of the asset exceeds the estimated fair
value of the asset.

Unproved oil and gas properties are periodically assessed for impairment on a project-by-project basis. The
impairment assessment is affected by the results of exploration activities, commodity price outlooks, planned future
sales or expiration of all or a portion of such projects. If the quantity of potential reserves determined by such
evaluations is not sufficient to fully recover the cost invested in each project, the Company will recognize an
impairment loss at that time by recording an allowance.

Goodwill. As described in Note C, the Company recorded $327.8 million of goodwill associated with the
Evergreen merger. The goodwill was recorded to the Company’s United States reporting unit. In accordance with
EITF Abstract Issue No. 00-23, “Issues Related to the Accounting for Stock Compensation under APB Opinion
No. 25 and FASB Interpretation No. 44”, the Company has reduced goodwill by $16.2 million since September 28,
2004 for tax benefits associated with the exercise of fully-vested stock options assumed in conjunction with the
Evergreen merger. In accordance with SFAS No. 142, “Goodwill and Other Intangible Assets”, goodwill is not
amortized to earnings, but is assessed for impairment whenever events or circumstances indicate that impairment of
the carrying value of goodwill is likely, but no less often than annually. If the carrying value of goodwill is
determined to be impaired, it is reduced for the impaired value with a corresponding charge to pretax earnings in the
period in which it is determined to be impaired. During the third quarter of 2005, the Company performed its annual
assessment of impairment of the goodwill and determined that there was no impairment.

Other property, plant and equipment, net. Other property, plant and equipment is stated at cost and
primarily consists of items such as heavy equipment and rigs, furniture and fixtures and leasehold improvements.
Depreciation is provided over the estimated useful life of the assets using the straight-line method. At December 31,
2005 and 2004, other property, plant and equipment was net of accumulated depreciation of $131.5 million and
$112.3 million, respectively.

Asset retirement obligations. The Company accounts for asset retirement obligations in accordance with
SFAS No. 143, “Accounting for Asset Retirement Obligations” (“SFAS 143”), which was adopted by the Company
on January 1, 2003. SFAS 143 amended SFAS No. 19, “Financial Accounting and Reporting by Oil and Gas
Producing Companies” (“SFAS 19”) to require that the fair value of a liability for an asset retirement obligation be
recognized in the period in which it is incurred if a reasonable estimate of fair value can be made. Under the
provisions of SFAS 143, asset retirement obligations are capitalized as part of the carrying value of the long-lived
asset.

As a result of the adoption of SFAS 143, on January 1, 2003 the Company recorded a cumulative effect
adjustment gain of $15.4 million, net of $1.3 million of deferred tax, as a cumulative effect adjustment of a change
in accounting principle in the Company’s Consolidated Statements of Operations. See Note L for additional
information regarding the Company’s asset retirement obligations.

74



PIONEER NATURAL RESOURCES COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2005, 2004 and 2003

The following table illustrates the pro forma effect on net income and earnings per share for the year ended
December 31, 2003 as if the Company had adopted the provisions of SFAS 143 on January 1, 2003 (in thousands,
except per share amounts).

Net income, as reported . . . . . ..o o $410,592
Pro forma adjustments to reflect retroactive adoption of SFAS 143 .. ............... (15,413)
Pro forma net iNCOME . . . . . o o ottt e e e $395,179

Net income per share:

Basic —as 1eported . . . . ... $ 3.50
Basic — pro forma . . ... ... $ 337
Diluted — a8 TEPOTEd . . . . . ot ettt e e $ 346
Diluted — pro forma. . . . .o vttt $ 333

In March 2005, the FASB issued FASB Interpretation No. 47, “Accounting for Conditional Asset Retirement
Obligations, an interpretation of FASB Statement No. 143” (“FIN 477). FIN 47 clarifies that conditional asset
retirement obligations meet the definition of liabilities and should be recognized when incurred if their fair values
can be reasonably estimated. The interpretation was adopted by the Company on December 31, 2005. The adoption
of FIN 47 had no impact on the Company’s financial position or results of operations.

Derivatives and hedging. The Company follows the provisions of SFAS No. 133, “Accounting for
Derivative Instruments and Hedging Activities” (“SFAS 133”). SFAS 133 requires the accounting recognition
of all derivative instruments as either assets or liabilities at fair value. Derivative instruments that are not hedges
must be adjusted to fair value through net income. Under the provisions of SFAS 133, the Company may designate a
derivative instrument as hedging the exposure to changes in the fair value of an asset or a liability or an identified
portion thereof that is attributable to a particular risk (a “fair value hedge”) or as hedging the exposure to variability
in expected future cash flows that are attributable to a particular risk (a “cash flow hedge”). Both at the inception of a
hedge and on an ongoing basis, a fair value hedge must be expected to be highly effective in achieving offsetting
changes in fair value attributable to the hedged risk during the periods that a hedge is designated. Similarly, a cash
flow hedge must be expected to be highly effective in achieving offsetting cash flows attributable to the hedged risk
during the term of the hedge. The expectation of hedge effectiveness must be supported by matching the essential
terms of the hedged asset, liability or forecasted transaction to the derivative hedge contract or by effectiveness
assessments using statistical measurements. The Company’s policy is to assess hedge effectiveness at the end of
each calendar quarter.

Under the provisions of SFAS 133, changes in the fair value of derivative instruments that are fair value hedges
are offset against changes in the fair value of the hedged assets, liabilities, or firm commitments through net income.
Effective changes in the fair value of derivative instruments that are cash flow hedges are recognized in accumulated
other comprehensive income (loss) — net deferred hedge losses, net of tax (“AOCI— Hedging”) in the
stockholders’ equity section of the Company’s Consolidated Balance Sheets until such time as the hedged
items are recognized in net income. Ineffective portions of a derivative instrument’s change in fair value are
immediately recognized in net income.

See Note J for a description of the specific types of derivative transactions in which the Company participates.

Environmental. The Company’s environmental expenditures are expensed or capitalized depending on their
future economic benefit. Expenditures that relate to an existing condition caused by past operations and that have no
future economic benefits are expensed. Expenditures that extend the life of the related property or mitigate or
prevent future environmental contamination are capitalized. Liabilities are recorded when environmental
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assessment and/or remediation is probable and the costs can be reasonably estimated. Such liabilities are
undiscounted unless the timing of cash payments for the liability are fixed or reliably determinable.

Treasury stock. Treasury stock purchases are recorded at cost. Upon reissuance, the cost of treasury shares
held is reduced by the average purchase price per share of the aggregate treasury shares held.

Revenue recognition. The Company does not recognize revenues until they are realized or realizable and
earned. Revenues are considered realized or realizable and earned when: (i) persuasive evidence of an arrangement
exists, (ii) delivery has occurred or services have been rendered, (iii) the seller’s price to the buyer is fixed or
determinable and (iv) collectibility is reasonably assured.

The Company uses the entitlements method of accounting for oil, natural gas liquid (“NGL”) and gas revenues.
Sales proceeds in excess of the Company’s entitlement are included in other liabilities and the Company’s share of
sales taken by others is included in other assets in the accompanying Consolidated Balance Sheets.

The Company had no material oil or NGL entitlement assets or liabilities as of December 31, 2005 or 2004.
The following table presents the Company’s gas entitlement assets and liabilities and their associated volumes as of
December 31, 2005 and 2004:
December 31,
2005 2004
Amount MMcf Amount MMcf
($ in millions)
Entitlement assets . . . .o v v ot $12.1 4,007 $10.4 3,842
Entitlement liabilities ............... ... ... ........ $85 7206 $14.7 11,859

Stock-based compensation. The Company has a long-term incentive plan (the “Long-Term Incentive Plan”)
under which the Company grants stock-based compensation. The Long-Term Incentive Plan is described more fully
in Note H. The Company accounts for stock-based compensation granted under the Long-Term Incentive Plan using
the intrinsic value method prescribed by Accounting Principles Bulletin Opinion No. 25, “Accounting for Stock
Issued to Employees” (“APB 25) and related interpretations. Stock-based compensation expense associated with
option grants was not recognized in the determination of the Company’s net income during the years ended
December 31, 2005, 2004 and 2003, as all options granted under the Long-Term Incentive Plan had exercise prices
equal to the market value of the underlying common stock on the dates of grant or were issued in exchange for fully-
vested Evergreen options as purchase consideration in the Evergreen merger. Stock-based compensation expense
associated with restricted stock awards is deferred and amortized to earnings ratably over the vesting periods of the
awards. See “New accounting pronouncements” below for information regarding the Company’s adoption of
SFAS No. 123 (revised 2004), “Share-Based Payment” (“SFAS 123(R)”) on January 1, 2006.
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The following table illustrates the pro forma effect on net income and net income per share as if the Company
had applied the fair value recognition provisions of SFAS No. 123, “Accounting for Stock-Based Compensation”
(“SFAS 123”), to stock-based compensation during the years ended December 31, 2005, 2004 and 2003:

Year Ended December 31,

2005 2004 2003
(In thousands, except per share amounts)

Net income, as reported . . .. ... $534,568  $312,854  $410,592
Plus: Stock-based compensation expense included in net

income for all awards, net of tax(a). ... ................ 17,054 7,939 3,447
Deduct: Stock-based compensation expense determined under

fair value based method for all awards, net of tax(a) ....... (19,772) (13,985) (11,429)
Pro forma netincome. .. ...... ... ... . ... .. . ... $531,850  $306,808  $402,610
Net income per share:

Basic—asreported . ... ... $ 390 $ 250 $ 3.0

Basic—proforma............ ... . ... ... $ 388 $ 245 $§ 344

Diluted —asreported. . ... ... .. ... $ 380 $ 246 $ 346

Diluted —proforma ................ .. ... ....... $ 378 $ 241 $ 340

(a) For the years ended December 31, 2005, 2004 and 2003, stock-based compensation expense included in net
income is net of tax benefits of $9.8 million, $4.6 million and $2.0 million, respectively. Similarly, stock-based
compensation expense determined under the fair value based method for the years ended December 31, 2005,
2004 and 2003 is net of tax benefits of $11.4 million, $8.0 million and $6.6 million, respectively. See Note P for
additional information regarding the Company’s income taxes.

Foreign currency translation. The U.S. dollar is the functional currency for all of the Company’s
international operations except Canada. Accordingly, monetary assets and liabilities denominated in a foreign
currency are remeasured to U.S. dollars at the exchange rate in effect at the end of each reporting period; revenues
and costs and expenses denominated in a foreign currency are remeasured at the average of the exchange rates that
were in effect during the period in which the revenues and costs and expenses were recognized. The resulting gains
or losses from remeasuring foreign currency denominated balances into U.S. dollars are recorded in other income or
other expense, respectively. Nonmonetary assets and liabilities denominated in a foreign currency are remeasured at
the historic exchange rates that were in effect when the assets or liabilities were acquired or incurred.

The functional currency of the Company’s Canadian operations is the Canadian dollar. The financial
statements of the Company’s Canadian subsidiary entities are translated to U.S. dollars as follows: all assets
and liabilities are translated using the exchange rate in effect at the end of each reporting period; revenues and costs
and expenses are translated using the average of the exchange rates that were in effect during the period in which the
revenues and costs and expenses were recognized. The resulting gains or losses from translating non-U.S. dollar
denominated balances are recorded in the accompanying Consolidated Statements of Stockholders’ Equity for the
period through accumulated other comprehensive income (loss) — cumulative translation adjustment.
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The following table presents the exchange rates used to translate the financial statements of the Company’s
Canadian subsidiaries in the preparation of the consolidated financial statements as of and for the years ended
December 31, 2005, 2004 and 2003:

December 31,
2005 2004 2003

U.S. Dollar from Canadian Dollar — Balance Sheets. ................ .8606  .8320 .7710
U.S. Dollar from Canadian Dollar — Statements of Operations . ........ 8279 7699 7161

Reclassifications. Certain reclassifications have been made to the 2004 and 2003 amounts in order to
conform with the 2005 presentation. Specifically, the Company reduced cash used for additions to oil and gas
properties included in investing activities and the add-back of exploration expenses in operating activities in the
accompanying Consolidated Statements of Cash Flows by approximately $53.0 million and $25.6 million for the
years ended December 31, 2004 and 2003, respectively, representing reclassifications of geological expenses
incurred in the related periods.

New accounting pronouncements. The following discussions provide information about new accounting
pronouncements that have been issued by the FASB:

SFAS 123(R). In December 2004, the FASB issued SFAS 123(R), which is a revision of SFAS 123.
SFAS 123(R) supersedes APB 25 and amends SFAS No. 95, “Statement of Cash Flows”. Generally, the
approach in SFAS 123(R) is similar to the approach described in SFAS 123. However, SFAS 123(R) will
require all share-based payments to employees, including grants of employee stock options, to be recognized
as stock-based compensation expense in the Company’s Consolidated Statements of Operations based on their fair
values. Pro forma disclosure is no longer an alternative.

SFAS 123(R) must be adopted no later than January 1, 2006 and permits public companies to adopt its
requirements using one of two methods:

* A “modified prospective” method in which compensation cost is recognized beginning with the effective
date based on the requirements of SFAS 123(R) for all share-based payments granted after the adoption date
and based on the requirements of SFAS 123 for all awards granted to employees prior to the effective date of
SFAS 123(R) that remain unvested on the adoption date.

* A “modified retrospective” method which includes the requirements of the modified prospective method
described above, but also permits entities to restate either all prior periods presented or prior interim periods
of the year of adoption based on the amounts previously recognized under SFAS 123 for purposes of pro
forma disclosures.

The Company adopted the provisions of SFAS 123(R) on January 1, 2006 using the modified prospective method.

As permitted by SFAS 123, the Company accounted for share-based payments to employees prior to January 1,
2006 using the intrinsic value method prescribed by APB 25 and related interpretations. As such, the Company
generally did not recognize compensation expense associated with employee stock option grants. The Company has
not issued stock options to employees since 2003. Consequently, the adoption of SFAS 123(R)’s fair value method
will not have a significant impact on the Company’s future results of operations or financial position. Had the
Company adopted SFAS 123(R) in prior periods, the impact would have approximated the impact of SFAS 123 as
described in the pro forma disclosures above. The adoption of SFAS 123(R) will have no effect on future results of
operations related to the Company’s unvested outstanding restricted stock awards. The Company estimates that the
adoption of SFAS 123(R), based on estimated outstanding unvested stock options, will result in compensation
charges of approximately $1.0 million during 2006.
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The Company has an Employee Stock Purchase Plan (the “ESPP”) that allows eligible employees to annually
purchase the Company’s common stock at a discount. The provisions of SFAS 123(R) will cause the ESPP to be a
compensatory plan. However, the change in accounting for the ESPP is not expected to have a material impact on
the Company’s financial position, future results of operations or liquidity. Historically, the ESPP compensatory
amounts have been nominal. See Note H for additional information regarding the ESPP.

SFAS 123(R) also requires that tax benefits in excess of recognized compensation expenses be reported as a
financing cash flow, rather than an operating cash flow as required under prior literature. This requirement may
serve to reduce the Company’s future cash flows from operating activities and increase future cash flows from
financing activities, to the extent of associated tax benefits that may be realized in the future.

FSP FAS 19-1. In April 2005, the FASB issued FSP FAS 19-1. FSP FAS 19-1 amended SFAS 19, to allow
continued capitalization of exploratory well costs beyond one year from the completion of drilling under
circumstances where the well has found a sufficient quantity of reserves to justify its completion as a
producing well and the enterprise is making sufficient progress assessing the reserves and the economic and
operating viability of the project. FSP FAS 19-1 also amended SFAS 19 to require enhanced disclosures of
suspended exploratory well costs in the notes to the consolidated financial statements. The Company adopted the
new requirements during the second quarter of 2005. See Note D for additional information regarding the
Company’s exploratory well costs. The adoption of FSP FAS 19-1 did not impact the Company’s consolidated
financial position or results of operations.

NOTE C. Acquisitions

Evergreen merger. On September 28, 2004, Pioneer completed a merger with Evergreen, with Pioneer being
the surviving corporation for accounting purposes. The transaction was accounted for as a purchase of Evergreen by
Pioneer. The merger with Evergreen was accomplished through the issuance of 25.4 million shares of Pioneer
common stock and $851.1 million of cash paid to Evergreen shareholders at closing, net of $12.1 million of
acquired cash. The cash consideration paid in the merger was financed through borrowings on the Company’s
unsecured revolving credit facilities. See Note F for additional information regarding the credit facilities.

The Company recorded $327.8 million of goodwill associated with the Evergreen merger, which represented
the excess of the purchase consideration over the net fair value of the identifiable net assets acquired.
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The following unaudited pro forma combined condensed financial data for the years ended December 31, 2004
and 2003 were derived from the historical financial statements of Pioneer and Evergreen giving effect to the merger
as if the merger had occurred on January 1, 2003. The unaudited pro forma combined condensed financial data have
been included for comparative purposes only, are not necessarily indicative of the results that might have occurred
had the merger taken place on January 1, 2003 and are not intended to be a projection of future results.

Year Ended December 31,
2004 2003

(In thousands,
except per share amounts)

REVENUES. . . . oot $1,964,549  $1,441,933
Income from continuing operations before cumulative effect of change in

accounting principle . . . ... ... $ 308,829 $ 397,776
Income from discontinued operations, netof tax . . . ................ 13,925 17,382
Cumulative effect of change in accounting principle, net of tax........ — 15,036
NetInCOME . . oottt et et e et e e et e $ 322,754 $ 430,194

Basic earnings per share:
Income from continuing operations before cumulative effect of change

in accounting principle . .. ... ... ... $ 2,14  $ 2.79
Income from discontinued operations, netof tax . . ............... .10 12
Cumulative effect of change in accounting principle, net of tax . . . . .. — A1
NEt INCOME . . oottt ettt e e e e et e $ 224 % 3.02

Diluted earnings per share:
Income from continuing operations before cumulative effect of change

in accounting principle . . ... ... ... $ 208 $ 2.71
Income from discontinued operations, netof tax ... .............. .10 12
Cumulative effect of change in accounting principle, net of tax . . . . .. — .10
NEt INCOME . . oottt et et e e e $ 218 $ 2.93

Permian Basin and Gulf Coast acquisitions. During 2005, the Company spent $176.9 million to acquire
various working interests in the Spraberry and South Texas areas, including the assumption of approximately
$3.0 million in asset retirement obligations.

Falcon acquisitions. During March 2003, the Company purchased the remaining 25 percent working
interest that it did not already own in the Falcon field, the Harrier field and surrounding satellite prospects in the
deepwater Gulf of Mexico for $120.4 million, including $114.1 million of cash, $1.7 million of asset retirement
obligations assumed and $4.6 million of closing adjustments.

NOTE D. Exploratory Well Costs

The Company capitalizes exploratory well costs until a determination is made that the well has either found
proved reserves or that it is impaired. The capitalized exploratory well costs are presented in proved properties in the
Consolidated Balance Sheets. If the exploratory well is determined to be impaired, the well costs are charged to
expense.
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The following table reflects the Company’s capitalized exploratory well activity during each of the years ended
December 31, 2005, 2004 and 2003:

Year Ended December 31,

2005 2004 2003
(In thousands)

Beginning capitalized exploratory well costs . ............. $126,472  $108,986 $ 71,500
Additions to exploratory well costs pending the

determination of proved reserves .. ................... 243,272 156,937 216,352
Reclassifications due to determination of proved reserves. . . . . (78,334) (56,639) (117,966)
Exploratory well costs charged to expense . . . ............. (93,119) (82,812) (60,900)
Ending capitalized exploratory well costs. .. .............. $198,291  $126,472  $ 108,986

The following table provides an aging as of December 31, 2005, 2004 and 2003 of capitalized exploratory well
costs based on the date the drilling was completed and the number of wells for which exploratory well costs have
been capitalized for a period greater than one year since the date the drilling was completed:

December 31,
2005 2004 2003
(In thousands, except well counts)

Capitalized exploratory well costs that have been

capitalized for a period of one year orless ............. $ 84,042 $ 35046 $ 75,120
Capitalized exploratory well costs that have been
capitalized for a period greater than one year............ 114,249 91,426 33,866

$198,291  $126,472 $ 108,986

Number of wells with exploratory well costs that have been
capitalized for a period greater than one year. . .......... 14 10 3

The following table provides the capitalized costs of exploration projects that have been suspended for more
than one year as of December 31, 2005, 2004 and 2003:

December 31,
2005 2004 2003
(In thousands)

United States:

OzonaDeep ... ...t $ 19,423 $ 19462 $ 19,003
Oooguruk . . ... 52,205 47,083 —
Thunder Hawk . .. ... ... ... . ... .. ... ... ........ 25,769 — —
Canada—other . . ...... .. .. .. . . 805 1,214 —
South Africa ...... ... .. 7,227 14,895 14,863
Tunisia— Anaguid. . . . ... 8,820 8,772 —
Total ... $114249  $ 91426 $ 33,866

The following discussion describes the history and status of each significant suspended exploratory project:

Ozona Deep. The Company’s Ozona Deep exploration well was drilled during 2002 and found quantities of
oil believed to be commercial; however, given its location in the Gulf of Mexico, it is necessary to have a signed
production handling agreement (“PHA”) with infrastructure in the area to insure the economics associated with the
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discovery prior to doing further appraisal drilling. During the third quarter of 2005, Pioneer and the operator of
Ozona Deep signed a Capacity Commitment Agreement with a third party platform to bring future production from
the discovery to the third party’s platform. The Company anticipates entering into a PHA in 2006 and drilling an
appraisal well during 2006.

QOooguruk. During 2003, the Company’s Alaskan Oooguruk discovery wells found quantities of oil believed
to be commercial. In 2003, the Company began farm-in discussions with the owner of undeveloped discoveries in
adjacent acreage given its proximity and the potential cost benefits of a larger scale project. The farm-in was
completed during 2004. Along with completing the farm-in agreement, Pioneer obtained access to exploration well
and seismic data to improve the Company’s understanding of the potential of the discoveries without having to drill
additional wells. In late 2004, the Company completed an extensive technical and economic evaluation of the
resource potential within this area and authorized a front-end engineering design study (“FEED study”) for the area
which was completed.

During the first quarter of 2006, the Company sanctioned the development of the discovery and obtained the
necessary regulatory approvals. The Company will begin operations to install an offshore gravel drilling and
production site in order to complete gravel hauling activities during the 2006 winter construction season. Following
construction of the gravel drilling and production site, a subsea flowline and facilities will be installed during 2007
to carry produced liquids to existing onshore processing facilities at the Kuparuk River Unit. Pioneer plans to drill
approximately 40 horizontal wells to develop the discovery. Depending on weather conditions and facilities
completion and accessibility, drilling could begin as early as the fall of 2007.

Thunder Hawk. During 2004, the Company’s initial Thunder Hawk well found quantities of oil believed to
be commercial. Additional appraisal wells were determined necessary to confirm the commercialization of the
discovery. In the fourth quarter of 2005, the third appraisal well was spudded and plans to complete the drilling of
the previously spudded second well, which was temporarily suspended due to weather. Completion of the drilling is
expected in the first half of 2006.

South Africa. During 2001, the Company drilled two South African discovery wells that found quantities of
gas and condensate believed to be commercial. During 2004, 2003 and 2002, the Company actively reviewed the
gas supply and demand fundamentals in South Africa and had discussions with a gas-to-liquids (“GTL”) plant in the
area to purchase the condensate and gas. During 2004, a FEED study was authorized for the gas development and
infrastructure design. The FEED study was completed in early 2005 and based on that study, the GTL plant operator
initiated purchase orders for long-lead time infrastructure components. In December 2005, the Company
announced the final approvals with its partner in the South Coast gas project to commence the initial
development of the project. The project will include subsea tie-back of gas from the Sable field and six
additional gas accumulations to the existing production facilities on the F-A platform for transportation via
existing pipelines to the GTL plant. Production is expected to begin during the second half of 2007. Additional
development drilling related to the project is expected to commence in the first quarter of 2006. As a result, the
Company added 11.4 MBOE of reserves in 2005 and reduced the suspended exploratory costs by approximately
$6.2 million.

At December 31, 2005, the remaining costs associated with this project relate to the Boomslang discovery,
which was not included in the initial development of this project. Boomslang is both an oil and gas discovery.
Continued studies of the commercialization of the project are ongoing. Part of the ongoing efforts is determining the
commercialization of the discovery as an oil project, gas project or both. If commercialized as an oil discovery,
earliest production would be 2009 and if commercialized as a gas discovery, earliest production would be 2012.

Tunisia — Anaguid. During 2003, the Company drilled two exploration wells on its Anaguid Block in
Tunisia which found quantities of condensate and gas believed to be commercial. During 2004, the wells were
scheduled and approved for extended production tests. However, the project operator delayed the extended
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production tests due to issues unrelated to the Company or the project. In the third quarter of 2005, the project
operator, along with the Company, conducted an extended production test of one of the two existing exploration
wells and drilled an offset appraisal well to the other exploration well.

The results of the extended production test were unfavorable and the Company expensed the costs associated
with this well in the third quarter of 2005, which were approximately $5.1 million. However, the appraisal well
offsetting the second discovery encountered gas and condensate in a similar horizon to the initial well. The
Company is currently reviewing data from the appraisal well to determine whether development of the area is
economical.

NOTE E. Disclosures About Fair Value of Financial Instruments

The following table presents the carrying amounts and estimated fair values of the Company’s financial
instruments as of December 31, 2005 and 2004:

December 31,
2005 2004

Carrying Fair Carrying Fair
Value Value Value Value

(In thousands)

Net derivative contract liabilities:

Commodity price hedges ............... $(748,477)  $(748,477)  $(406,546)  $(406,546)
Unrealized terminated commodity price
hedges .. ..o $ @700 $ (870) $ (660) $  (660)
Financial assets:
Trading securities . . . .................. $ 15237 $ 15237 $ 11,115 $ 11,115
5% note receivable due 2008 .. ......... $ 1429 $ 1429 $ 1,786 $ 1,786
Financial liabilities — long-term debt:
Line of credit........................ $(900,000)  $(900,000)  $(828,000) $(828,000)
87%% senior notes due 2005 ............. $ — % —  $(131,762) $(133,078)
8Y4% senior notes due 2007 ............. $ (32,199) $ (33,477) $ (32,520) $ (35,465)
6% senior notes due 2008 ............. $(348,714)  $(356,965) $(350,326)  $(374,500)
9%% senior notes due 2010 ............. $ — 3 —  $(62,973) $ (78,672)
5%% senior notes due 2012 ... .......... $ (6,255) $ (5,947) $(199,687) $(203,198)
7%% senior notes due 2012 .. ........... $ — 3 —  $ (15,157) $ (18,621)
5%% senior notes due 2016 .. ........... $(421,327) $(506,590) $(415,609) $(549,478)
4%% senior convertible notes due 2021(a). .. $(100,000) $(201,225) $(100,000) $(165,598)
7% senior notes due 2028 . ............ $(249,917)  $(265,200) $(249,916)  $(287,500)

(a) Carrying value excludes $63.5 million which was recognized in additional paid-in capital in conjunction with
the Evergreen merger for the fair value of the convertible debt attributable to the equity conversion rights. See
Note C for information regarding the Evergreen merger.

Cash and cash equivalents, accounts receivable, other current assets, accounts payable, interest payable
and other current liabilities. The carrying amounts approximate fair value due to the short maturity of these
instruments.

Commodity price swap and collar contracts, interest rate swaps and foreign currency swap contracts. The
fair value of commodity price swap and collar contracts, interest rate swaps and foreign currency contracts are
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estimated from quotes provided by the counterparties to these derivative contracts and represent the estimated
amounts that the Company would expect to receive or pay to settle the derivative contracts. See Note J for a
description of each of these derivatives, including whether the derivative contract qualifies for hedge accounting
treatment or is considered a speculative derivative contract.

Financial assets. The carrying amounts of the trading securities approximates fair value due to the short
maturity of these instruments. The fair value of the 5’2 percent note receivable due 2008 (the “5%2% Note”) was
determined based on underlying market rates of interest. The current portion of the 5/2% Note, amounting to
$.4 million as of December 31, 2005 and 2004, is included in other current assets, net in the Company’s
Consolidated Balance Sheets. The trading securities and the noncurrent portions of the 5/2% Note are included
in other assets, net in the Company’s Consolidated Balance Sheets.

Long-term debt. The carrying amount of borrowings outstanding under the Company’s corporate credit
facility approximates fair value because these instruments bear interest at variable market rates. The fair values of
each of the senior note issuances were determined based on quoted market prices for each of the issues. See Note F
for additional information regarding the Company’s long-term debt.

NOTE F. Long-term Debt

Long-term debt, including the effects of net deferred fair value hedges losses and issuance discounts and
premiums, consisted of the following components at December 31, 2005 and 2004:
December 31,

2005 2004
(In thousands)

Outstanding debt principal balances:

Lines of credit . . . oo oo e e e e $ 900,000 $ 828,000
87%% senior notes due 2005 . ... .. ... ... ... — 130,950
8%4% senior notes due 2007 . ... ... 32,075 32,075
6% senior notes due 2008 . .. .. ... 350,000 350,000
9%% senior notes due 2010 . ... .. ... ... — 64,044
57%% senior notes due 2012 . . ... ... 6,110 194,485
7%% senior notes due 2012 . . . ... . — 16,175
57%% senior notes due 2016 . .. ... ... ... 526,875 526,875
4%% senior convertible notes due 2021 .. ....... .. ... .. ... ... 100,000 100,000
7%% senior notes due 2028 . . ... ... 250,000 250,000
2,165,060 2,492,604

Issuance discounts and premiums, ne€t. .. .................o.... (102,347) (103,170)
Net deferred fair value hedge losses . . ........................ (4,301) (3,484)
Total long-term debt . .. ... ... ... ... .. ... $2,058.412  $2,385,950

Lines of credit. During September 2005, the Company entered into an Amended and Restated 5-Year
Revolving Credit Agreement (the “Amended Credit Agreement”) that amended the Company’s $700 million 5-Year
Revolving Credit Agreement. In connection with funding of the Amended Credit Agreement, all amounts
outstanding under a 364-day credit facility, which was established to fund the Evergreen merger in September
2004, were retired and the 364-day credit facility terminated. The Amended Credit Agreement matures in
September 2010 unless extended in accordance with the terms of the Amended Credit Agreement. The terms
of the Amended Credit Agreement provide for initial aggregate loan commitments of $1.5 billion, which may be
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increased to a maximum aggregate amount of $1.8 billion if the lenders increase their loan commitments or if loan
commitments of new financial institutions are added to the Amended Credit Agreement.

Borrowings under the Amended Credit Agreement may be in the form of revolving loans or swing line loans.
Aggregate outstanding swing line loans may not exceed $100 million. Revolving loans bear interest, at the option of
the Company, based on (a) a rate per annum equal to the higher of the prime rate announced from time to time by
JPMorgan Chase Bank (7.25 percent per annum at December 31, 2005) or the weighted average of the rates on
overnight Federal funds transactions with members of the Federal Reserve System during the last preceding
business day (4.09 percent per annum at December 31, 2005) plus .5 percent or (b) a base Eurodollar rate,
substantially equal to LIBOR (4.84 percent per annum at December 31, 2005), plus a margin (the “Applicable
Margin”) that is determined by reference to a grid based on the Company’s debt rating (.75 percent per annum at
December 31, 2005). The Applicable Margin is increased by .10 percent to .125 percent per annum, depending on
the Company’s debt ratings, if total borrowings under the Amended Credit Agreement exceed 50 percent of the
aggregate loan commitments. Swing line loans bear interest at a rate per annum equal to the “ASK” rate for Federal
funds periodically published by the Dow Jones Market Service plus the Applicable Margin. The Company pays
commitment fees on the undrawn amounts under the Amended Credit Agreement that are determined by reference
to a grid based on the Company’s debt rating (.125 percent per annum at December 31, 2005).

As of December 31, 2005, the Company had $87.8 million of undrawn letters of credit, of which $80.3 million
were undrawn commitments under the Amended Credit Agreement. The letters of credit outstanding under the
Amended Credit Agreement are subject to a per annum fee, based on a grid of the Company’s debt rating,
representing the Company’s LIBOR margin (4.84 percent at December 31, 2005) plus .75 percent. As of
December 31, 2005, the Company had unused borrowing capacity of $519.7 million under the Amended
Credit Agreement.

In January 2006, Moody’s Investor Services, Inc. (“Moody’s”’) downgraded the Company from Baa3 to Bal.
The downgrade triggered changes in the pricing grid under the Amended Credit Agreement. The Applicable Margin
and the spread on the letters of credit increased from .75 percent to 1.00 percent.

The Amended Credit Agreement contains certain financial covenants, which include the (i) maintenance of a
ratio of the Company’s earnings before gain or loss on the disposition of assets, interest expense, income taxes,
depreciation, depletion and amortization expense, exploration and abandonments expense and other noncash
charges and expenses to consolidated interest expense of at least 3.5 to 1.0; (ii) maintenance of a ratio of total debt to
book capitalization less intangible assets, accumulated other comprehensive income and certain noncash asset
impairments not to exceed .60 to 1.0; and (iii) because the Company fell below an investment grade rating by both
Moody’s and Standard & Poor’s Ratings Group, Inc. prior to attaining a mid-investment grade rating (as defined in
the Amended Credit Agreement) by either of such rating agencies, then such covenants also include the
maintenance of an annual ratio of the net present value of the Company’s oil and gas properties to total debt
of at least 1.50 to 1.0 for the first 18 months following the date of the Amended Credit Agreement, and 1.75 to 1.0
thereafter. The lenders may declare any outstanding obligations under the Amended Credit Agreement immediately
due and payable upon the occurrence, and during the continuance of, an event of default, which includes a defined
change in control of the Company. As of December 31, 2005, the Company was in compliance with all of its debt
covenants.

Senior notes. The Company’s senior notes are general unsecured obligations ranking equally in right of
payment with all other senior unsecured indebtedness of the Company and are senior in right of payment to all
existing and future subordinated indebtedness of the Company. The Company is a holding company that conducts
all of its operations through subsidiaries; consequently, the senior notes are structurally subordinated to all
obligations of its subsidiaries. Interest on the Company’s senior notes is payable semiannually.
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Senior convertible notes. The $100 million of 4%% senior convertible notes due 2021 (the “Convertible
Notes”) are convertible at the option of the holders. If the holders of the Convertible Notes do not redeem the
Convertible Notes prior to December 20, 2006 (the Company’s first redemption right) the Company currently
intends to exercise its rights under the indenture and redeem the Convertible Notes on such date for cash, common
stock or a combination thereof. If the holders do not exercise their rights to convert the Convertible Notes prior to
December 20, 2006, the Company intends to refinance the cash redemption costs with unused borrowing capacity
under the Amended Credit Agreement. The Convertible Notes are reflected in “Thereafter” in the below maturities
table. Accordingly, the Company has classified the Convertible Notes as long-term in its Consolidated Balance
Sheet as of December 31, 2005.

Each $25.00 principal balance outstanding under the Convertible Notes is convertible into .58175 shares of the
Company’s common stock plus $19.98 per share, which includes Evergreen Kansas properties proceeds (as an
example, each $1,000 of Convertible Notes principal would exchange for 23.27 shares of the Company’s common
stock plus $799.20 of cash). The portion of the Convertible Notes exchangeable into the Company’s common stock
is included in the computation of the Company’s average diluted shares outstanding.

Early extinguishment of debt. During 2005, the Company (i) redeemed the remaining principal amounts of
its outstanding 9%% senior notes due 2010 (the “9%% Notes”) and its 72% senior notes due 2012 (the
“71.50% Notes”) of $64.0 million and $16.2, respectively, and (ii) accepted tenders to purchase for cash
$188.4 million in principal amount of its 5%% senior notes due 2012 (the “5%% Notes”). Consequently, the
Company recognized a charge for the early extinguishment of debt of $26.5 million included in other expense in the
accompanying Consolidated Statements of Operations on these redemptions and tenders for 2005.

In addition, the Company received sufficient consents from the holders of the 5%% Notes to permanently
remove substantially all of the operating restrictions contained in the indenture governing the 57%% Notes.

In conjunction with the 2004 Change of Control Offer provided as a result of the merger with Evergreen, the
Company repurchased $5.5 million of the 5%% Notes during 2004. The Company recognized $.1 million of other
income associated with these debt extinguishments.

During 2003, the Company repurchased $5.1 million of its 8% percent senior notes and repaid its former
revolving credit agreement prior to its scheduled maturity. The Company recognized $1.5 million of charges to
other expense associated with these debt extinguishments.

Principal maturities. Principal maturities of long-term debt at December 31, 2005 are as follows (in
thousands):

20006 . . $ —
2007 e $ 32,075
2008 . $350,000
2000 . $ —
2000 L e $900,000
Thereafter . . . .. ..ot $882,985
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Interest expense. The following amounts have been incurred and charged to interest expense for the years
ended December 31, 2005, 2004 and 2003:

Year Ended December 31,

2005 2004 2003
(In thousands)

Cash payments forinterest . ... ................oou..... $129,875  $110,135 $117,870
Accretion/amortization of discounts or premiums on loans. . . . . 6,186 3,683 2,873
Amortization of net deferred hedge gains (see Note J)........ (4,052) (19,220) (26,114)
Amortization of capitalized loanfees . ................... 2,265 2,059 2,528
Kansas ad valorem tax (see Note I). . .................... — 65 103
Argentina accrued tax liability (see Note P) ............ ... 1,694 1,205 —
Net change inaccruals . ... ........ ... ..t (7,092) 7,476 (424)
Interestincurred . . . ... ... 128,876 105,403 96,836
Less capitalized interest ... ............... ... ... ... (1,089) (2,016) (5,448)
Total interest eXPense . . . ... ovv v v vni e e $127,787  $103,387 $ 91,388

NOTE G. Related Party Transactions

The Company, through a wholly-owned subsidiary, serves as operator of properties in which it and its affiliated
partnerships have an interest. Accordingly, the Company receives producing well overhead, drilling well overhead
and other fees related to the operation of the properties. The affiliated partnerships also reimburse the Company for
their allocated share of general and administrative charges. Reimbursements of fees are recorded as reductions to
general and administrative expenses in the Company’s Consolidated Statements of Operations.

The activities with affiliated partnerships are summarized for the following related party transactions for the
years ended December 31, 2005, 2004 and 2003:

Year Ended December 31,
2005 2004 2003
(In thousands)

Receipt of lease operating and supervision charges in accordance with
standard industry operating agreements . ..................... $1,493  $1,458 $1,473

Reimbursement of general and administrative expenses . ........... $ 348 $ 193 $ 148

NOTE H. Incentive Plans
Retirement Plans

Deferred compensation retirement plan. In August 1997, the Compensation Committee of the Board of
Directors (the “Board”) approved a deferred compensation retirement plan for the officers and certain key
employees of the Company. Each officer and key employee is allowed to contribute up to 25 percent of their
base salary and 100 percent of their annual bonus. The Company will provide a matching contribution of 100 percent
of the officer’s and key employee’s contribution limited to the first 10 percent of the officer’s base salary and eight
percent of the key employee’s base salary. The Company’s matching contribution vests immediately. A trust fund
has been established by the Company to accumulate the contributions made under this retirement plan. The
Company’s matching contributions were $1.2 million, $.9 million and $.9 million for the years ended December 31,
2005, 2004 and 2003, respectively.
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401(k) plan. The Pioneer Natural Resources USA, Inc. (“Pioneer USA”) 401(k) and Matching Plan (the
“401(k) Plan”) is a defined contribution plan established under the Internal Revenue Code Section 401. All regular
full-time and part-time employees of Pioneer USA are eligible to participate in the 401(k) Plan on the first day of the
month following their date of hire. Participants may contribute an amount of not less than two percent nor more than
30 percent of their annual salary into the 401(k) Plan. Matching contributions are made to the 401(k) Plan in cash by
Pioneer USA in amounts equal to 200 percent of a participant’s contributions to the 401(k) Plan that are not in
excess of five percent of the participant’s base compensation (the “Matching Contribution”). Each participant’s
account is credited with the participant’s contributions, their Matching Contributions and allocations of the 401 (k)
Plan’s earnings. Participants are fully vested in their account balances except for Matching Contributions and their
proportionate share of 401(k) Plan earnings attributable to Matching Contributions, which proportionately vest over
a four-year period that begins with the participant’s date of hire. During the years ended December 31, 2005, 2004
and 2003, the Company recognized compensation expense of $8.0 million, $5.4 million and $4.5 million,
respectively, as a result of Matching Contributions.

Long-Term Incentive Plan

In August 1997, the Company’s stockholders approved a Long-Term Incentive Plan which provides for the
granting of incentive awards in the form of stock options, stock appreciation rights, performance units and restricted
stock to directors, officers and employees of the Company. The Long-Term Incentive Plan provides for the issuance
of a maximum number of shares of common stock equal to ten percent of the total number of shares of common
stock equivalents outstanding less the total number of shares of common stock subject to outstanding awards under
any stock-based plan for the directors, officers or employees of the Company.

The following table calculates the number of shares or options available for grant under the Company’s Long-
Term Incentive Plan as of December 31, 2005 and 2004:

December 31,

2005 2004
Shares outstanding, net of treasury stock....................... 128,588,364 144,831,662
Outstanding awards exercisable or exercisable within 60 days . ...... 2,607,485 4,526,415

131,195,849 149,358,077

Maximum shares/options allowed under the Long-Term Incentive

Plan . . ... 13,119,585 14,935,808
Less: Outstanding awards under the Long-Term Incentive Plan . . . . (3,836,958) (4,790,028)
Outstanding awards under predecessor incentive plans . ... .. (814,663) (1,838,543)
Shares/options available for future grant . . . .................... 8,467,964 8,307,237

Stock option awards.  Prior to 2004, the Company had a program of awarding semiannual stock options to its
employees. The Company granted 1,353,988 options under the Long-Term Incentive Plan during 2003.

In accordance with the Evergreen merger agreement, on September 28, 2004, the Company assumed fully-
vested options to purchase 2,384,657 shares of the Company’s common stock at various exercise prices, the
weighted average price per share of which was $11.18. The assumed options were outstanding awards to Evergreen
employees when the Evergreen merger occurred.

During 2004, the Company’s stock-based compensation philosophy shifted its emphasis from the awarding of
stock options to restricted stock awards. There were no options granted under the Long-Term Incentive Plan during
2005 or 2004.
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Restricted stock awards. During 2005, the Company issued 1,411,269 restricted shares of the Company’s
common stock as compensation to directors, officers and employees of the Company.

During 2004, the Company assumed 214,186 restricted stock units in exchange for Evergreen restricted stock
units outstanding on September 28, 2004 and issued 630,937 restricted shares of the Company’s common stock as
compensation to directors, officers and employees of the Company. The Company recorded $6.0 million of deferred
compensation for future expected service associated with certain of the restricted stock units assumed from
Evergreen. The deferred compensation is being amortized as charges to compensation expense over the periods in
which the restrictions on the units lapse.

For the 2005-2006 director year, the Company’s non-employee directors were offered a choice to receive their
annual fee retainers (i) 100 percent in restricted stock units, (ii) 100 percent in cash or (iii) a combination of 50/50 of
cash and restricted stock units. All non-employee directors also received an annual equity grant of restricted stock
units.

During 2003, the Company issued 77,625 restricted shares of the Company’s common stock. The restricted
share awards were issued as compensation to directors, officers and key employees of the Company.

The Company recorded $56.2 million, $19.1 million and $1.1 million of deferred compensation associated
with restricted stock awards in stockholders’ equity during 2005, 2004 and 2003, respectively. Such amounts will be
amortized to compensation expense over the vesting periods of the awards. During 2005, 2004 and 2003,
amortization of restricted stock awards of $26.9 million, $12.5 million and $5.4 million, respectively, was
recognized as compensation expense.

The following table reflects the outstanding restricted stock awards as of December 31, 2005, 2004 and 2003
and activity related thereto for the years then ended:

Year Ended December 31,

2005 2004 2003

Weighted Weighted Weighted
Number Average Number Average Number Average

of Shares Price of Shares Price of Shares Price

Restricted stock awards:

Outstanding at beginning of year ... 1,447,987 $28.46 676,973 $24.79 652,793 $24.72
Evergreen awards assumed . ... ... — $ — 214,186 $32.58 — $ —
Shares granted. . ............... 1,411,269 $39.79 630,937 $31.29 77,625 $25.39
Shares forfeited. . .............. (174,046)  $33.99 (32,174)  $30.99 (36,500)  $24.72
Lapse of restrictions . ........... (718,987)  $26.26 (41,935)  $31.09 (16,945)  $24.69
Outstanding at end of year........ 1,966,223 $36.90 1,447,987 $28.46 676,973 $24.79
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A summary of the Company’s stock option plans as of December 31, 2005, 2004 and 2003, and changes during

the years then ended, are presented below:

Year Ended December 31,

2005 2004 2003
Weighted Weighted Weighted
Number Average Number Average Number Average
of Shares Price of Shares Price of Shares Price
Non-statutory stock options:
Outstanding at beginning of
Vear. . . vii e 5,180,584 $18.60 5,274,116 $20.13 7,268,292 $19.60
Evergreen options
assumed. . .......... — $ — 2,384,657 $11.18 — $ —
Options granted . . . . .. .. — $ — —  $ — 1,353,988  $24.84
Options forfeited . . .. ... (65,190)  $22.94 (102,890)  $22.24 (1,286,370)  $29.22
Options exercised. . . .. .. (2,429,996)  $15.95 (2,375,299)  $14.39 (2,061,794)  $15.68
Outstanding at end of year. . 2,685,398 $20.32 5,180,584 $18.60 5,274,116 $20.13
Exercisable at end of year . . 2,382,714 $19.74 3,970,996 $17.08 2,581,256 $17.56
Weighted average fair value of
options granted during the
VEAr ... $ —(a) $ —(a) $ 8.95

(a) The Company did not grant any stock options under the Long-Term Incentive Plan during 2005 or 2004.

The following table summarizes information about the Company’s stock options outstanding and options
exercisable at December 31, 2005:

Options Outstanding Options Exercisable

Number Weighted Weighted Number Weighted
Outstanding at Average Average Exercisable at Average
Range of December 31, Remaining Exercise December 31, Exercise

Exercise Prices 2005 Contractual Life Price 2005 Price
$5-$11 ..o 211,286 2.5 years $ 9.73 211,286 $ 9.73
$12-$18 ... ... .. 1,049,191 2.7 years $16.96 1,049,191 $16.96
$19-826 ............. 1,339,137 3.3 years $23.94 1,036,453 $23.68
$27-$30 . ... ... 67,928 [T years $28.44 67,928 $28.44
$31-$43 .. ... ... 17,856 1.1 years $40.23 17,856 $40.23

2,685,398 2,382,714

SFAS 123 disclosures. The Company applied APB 25 and related interpretations in accounting for its stock
option awards. Accordingly, no compensation expense has been recognized for its stock option awards. If
compensation expense for the stock option awards had been determined consistent with SFAS 123, the
Company’s net income and earnings per share would have been less than the reported amounts.

Under SFAS 123, the fair value of each stock option grant is estimated on the date of grant using the Black-
Scholes option pricing model. The Company did not grant any stock options during the years ended December 31,
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2005 or 2004. The following weighted average assumptions were used to estimate the fair value of options granted
during the year ended December 31, 2003:

Risk-free Interest rate . ... ... .. e 3.06%
Expected life. . . ... 5 years
Expected volatility. . . .. .. ..o 36%

Expected dividend yield ... ... ... ... .. —

Employee Stock Purchase Plan

As discussed above in Note B, the Company has an ESPP that allows eligible employees to annually purchase
the Company’s common stock at a discounted price. Officers of the Company are not eligible to participate in the
ESPP. Contributions to the ESPP are limited to 15 percent of an employee’s pay (subject to certain ESPP limits)
during the nine-month offering period. Participants in the ESPP purchase the Company’s common stock at a price
that is 15 percent below the closing sales price of the Company’s common stock on either the first day or the last day
of each offering period, whichever closing sales price is lower.

Postretirement Benefit Obligations

As of December 31, 2005 and 2004, the Company had recorded $18.6 million and $15.5 million, respectively,
of unfunded accumulated postretirement benefit obligations, the current and noncurrent portions of which are
included in other current liabilities and other liabilities and minority interests, respectively, in the accompanying
Consolidated Balance Sheets. These obligations are comprised of five plans of which four relate to predecessor
entities that the Company acquired in prior years. These plans had no assets as of December 31, 2005 or 2004. Other
than the Company’s retirement plan, the participants of these plans are not current employees of the Company.

As of December 31, 2005, the accumulated postretirement benefit obligations pertaining to these plans were
determined by independent actuaries for four plans representing $14.4 million of unfunded accumulated
postretirement benefit obligations and by the Company for one plan representing $4.2 million of unfunded
accumulated postretirement benefit obligations. Interest costs at an annual rate of 5.75 percent of the periodic
undiscounted accumulated postretirement benefit obligations were employed in the valuations of the benefit
obligations. Certain of the aforementioned plans provide for medical and dental cost subsidies for plan participants.
Annual medical cost escalation trends of 10.0 percent in 2006, declining to 5.0 percent in 2011 and thereafter, and
annual dental cost escalation trends of 6.5 percent in 2006, declining to 5.0 percent in 2009 and thereafter, were
employed to estimate the accumulated postretirement benefit obligations associated with the medical and dental
cost subsidies.

The following table reconciles changes in the Company’s unfunded accumulated postretirement benefit
obligations during the years ended December 31, 2005, 2004 and 2003:

Year Ended December 31,

2005 2004 2003
(In thousands)
Beginning accumulated postretirement benefit obligations. . . ... .. $15,534  $15,556  $19,743
Net benefit payments . . ... ...t (1,393) (1,497) (1,472)
SEIVICE COSES « o v vttt et e e e e e e e e 324 258 205
Net actuarial losses (gains). ... ............. ... 3,211 (32) (4,410)
Accretion of discounts . .. ... ... ... 900 909 1,490
Fair value of Evergreen obligations assumed. . .............. — 340 —
Ending accumulated postretirement benefit obligations . ......... $18,576  $15,534  $15,556
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Estimated benefit payments and service/interest costs associated with the plans for the year ending
December 31, 2006 are $1.5 million and $1.9 million, respectively.

NOTE I. Commitments and Contingencies

Severance agreements. The Company has entered into severance and change in control agreements with its
officers, subsidiary company officers and certain key employees. Salaries and bonuses for the Company’s officers
are set by the Board for the parent company officers and by the Company’s management committee for subsidiary
company officers and key employees. The Board and management committee can grant increases or reductions to
base salary at their discretion. The current annual salaries for the parent company officers, the subsidiary company
officers and key employees covered under such agreements total $33.2 million.

Indemnifications. The Company has indemnified its directors and certain of its officers, employees and
agents with respect to claims and damages arising from acts or omissions taken in such capacity, as well as with
respect to certain litigation.

Legal actions. The Company is party to the legal proceedings that are described below. The Company is also
party to other proceedings and claims incidental to its business. While many of these matters involve inherent
uncertainty, the Company believes that the amount of the liability, if any, ultimately incurred with respect to such
other proceedings and claims will not have a material adverse effect on the Company’s consolidated financial
position as a whole or on its liquidity, capital resources or future annual results of operations. The Company will
continue to evaluate its litigation matters on a quarter-by-quarter basis and will adjust its litigation reserves as
appropriate to reflect its assessment of the then current status of litigation.

Alford. The Company is party to a 1993 class action lawsuit filed in the 26th Judicial District Court of
Stevens County, Kansas by two classes of royalty owners, one for each of the Company’s gathering systems
connected to the Company’s Satanta gas plant. The case was relatively inactive for several years. In early 2000, the
plaintiffs amended their pleadings and the case now contains two material claims. First, the plaintiffs assert that they
were improperly charged expenses (primarily field compression), which plaintiffs allege are a “cost of production”,
and for which the plaintiffs claim they, as royalty owners, are not responsible. Second, the plaintiffs claim they are
entitled to 50 percent to 100 percent of the value of the helium extracted at the Company’s Satanta gas plant. If the
plaintiffs were to prevail on the above two claims in their entirety, it is possible that the Company’s liability (both for
periods covered by the lawsuit and from the last date covered by the lawsuit to the present — because the deductions
continue to be taken and the plaintiffs continue to be paid for a royalty share of the helium) could reach
approximately $35 million related to the cost of production claim and approximately $18 million to $43 million
related to the helium claim, plus prejudgment interest. However, the Company believes it has valid defenses to the
plaintiffs’ claims and has paid the plaintiffs properly under their respective oil and gas leases and other agreements,
and intends to vigorously defend itself.

The Company does not believe the costs it has deducted are a “cost of production”. The costs being deducted
are post production costs incurred to transport the gas to the Company’s Satanta gas plant for processing, where the
valuable hydrocarbon liquids and helium are extracted from the gas. The plaintiffs benefit from such extractions and
the Company believes that charging the plaintiffs with their proportionate share of such transportation and
processing expenses is consistent with Kansas law and with the parties’ agreements.

The Company has also vigorously defended against plaintiffs’ claims for 100 percent of the value of the helium
extracted, and believes that in accordance with applicable law, it has properly accounted to the plaintiffs for their
fractional royalty share of the helium under the specified royalty clauses of the respective oil and gas leases. In more
recent filings with the court, plaintiffs asserted that an equal division between Pioneer and its royalty owners of the
proceeds from helium would provide the most equitable result. The Company has not established a provision for the
helium claim.
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The factual evidence in the case was presented to the 26th Judicial District Court without a jury in December
2001. Oral arguments were heard by the court in April 2002, and although the court has not yet entered a judgment
or findings, it could do so at any time. The Company strongly denies the existence of any material underpayment to
the plaintiffs and believes it presented strong evidence at trial to support its positions. However, either through a
negotiated settlement or court ruling, the Company could have to pay some part of the cost of production claim and,
accordingly, the Company has established a partial reserve for this claim. Although the amount of any resulting
liability, to the extent that it exceeds the Company’s provision, could have a material adverse effect on the
Company’s results of operations for the quarterly reporting period in which such liability is recorded, the Company
does not expect that any such additional liability will have a material adverse effect on its consolidated financial
position as a whole or on its liquidity, capital resources or future annual results of operations.

MOSH Holding. The Company and its principal United States subsidiary, Pioneer USA, were named as
defendants in MOSH Holding, L.P. v Pioneer Natural Resources Company; Pioneer Natural Resources USA, Inc.;
Woodside Energy (USA) Inc.; and JPMorgan Chase Bank, NA, as Trustee of the Mesa Offshore Trust, which was
filed on April 11, 2005, in the District Court of Travis County, Texas (250th Judicial District). The plaintiff is a
unitholder in the Mesa Offshore Trust, which was created in 1982 as the sole limited partner in a partnership that
holds an overriding royalty interest in certain oil and gas leases offshore Louisiana and Texas. The plaintiff alleges
that the Company, together with Woodside Energy (USA) Inc. (“Woodside”), concealed the value of the royalty
interest and worked to terminate the Mesa Offshore Trust prematurely and to capture for itself and Woodside profits
that belong to the Mesa Offshore Trust. The plaintiff also alleges breaches of fiduciary duty, misapplication of trust
property, common law fraud, gross negligence, and breach of the conveyance agreement for the overriding royalty
interest. The claims appear to relate principally to farmout arrangements established in 2003 for two offshore
properties, the Brazos Area Block A-7 and Brazos Area Block A-39. The relief sought by the plaintiff includes
monetary and punitive damages and certain equitable relief, including an accounting of expenses, a setting aside of
certain farmouts, and a temporary and permanent injunction. The Company believes the claims are without merit
and intends to defend the lawsuit vigorously.

Argentine Environmental. The Company’s subsidiary in Argentina is involved in various administrative
proceedings with environmental authorities in the Neuquen Province relating to permits for and discharges from
operations in that province. The Company’s subsidiary is cooperating with the proceedings, although it from time to
time challenges whether certain assessed fines are appropriate. The Company estimates that fines assessed in these
proceedings will be immaterial, but in the aggregate could exceed $100,000. The Company’s subsidiary in
Argentina has also been named in a suit against various oil companies operating in the Neuquen basin entitled
Asociacion de Superficiarios de la Patagonia v. YPF S.A., et. al., originally filed on August 21, 2003, in the
Argentine National Supreme Court of Justice. The plaintiffs, a private group of landowners, have also named the
national government and several provinces as third parties. The lawsuit alleges injury to the environment generally
by the oil and gas industry without specifically alleging how any of the defendants caused this injury. The plaintiffs
principally seek creation of an insured fund to remediate the environment. The Company’s subsidiary intends to
defend itself in the case. Although the suit is at an early procedural stage and appears to involve novel theories, the
Company does not expect that any such additional liability will have a material adverse effect on its consolidated
financial position as a whole or on its liquidity, capital resources or future annual results of operations.

Dorchester Refining Company Site. A subsidiary of the Company has been notified by a letter from the Texas
Commission on Environmental Quality (“TCEQ”) dated August 24, 2005 that the TCEQ considers the subsidiary to
be a potentially responsible party with respect to the Dorchester Refining Company State Superfund Site located in
Mount Pleasant, Texas. In connection with the acquisition of oil and gas assets in 1991, the Company acquired a
group of companies, one of which was an entity that had owned a refinery located at the Mount Pleasant site from
1977 until 1984. According to the TCEQ, this refinery was responsible for releases of hazardous substances into the
environment. Pursuant to applicable Texas law, the Company’s subsidiary, which does not own any material assets
or conduct any material operations, may be subject to strict, joint and several liability for the costs of conducting a
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study to evaluate potential remedial options and for the costs of performing any remediation ultimately required by
the TCEQ. The Company does not know the nature and extent of the alleged contamination, the potential costs of
remediation, or the portion, if any, of such costs that may be allocable to the Company’s subsidiary; however, the
Company has noted that there appear to be other operators or owners who may share responsibility for these costs
and does not expect that any such additional liability will have a material adverse effect on its consolidated financial
position as a whole or on its liquidity, capital resources or future annual results of operations.

Environmental Protection Agency Investigation. On November 4, 2005, the Company learned from the
U.S. Environmental Protection Agency that the agency was conducting a criminal investigation into a 2003 spill
that occurred at a Company-operated drilling rig located on an ice island offshore Kuparuk in Harrison Bay, Alaska.
The investigation is being conducted in conjunction with the U.S. Attorney’s Office for the District of Alaska. The
spill was previously investigated by the Alaska Department of Environmental Conservation (“ADEC”) and,
following completion of a clean up, the ADEC issued a letter stating its determination that, at that time, the site did
not pose a threat to human health, safety, or welfare or the environment. The Company is cooperating in the
government’s investigation.

Lease agreements. The Company leases offshore production facilities, drilling rigs, equipment and office
facilities under noncancellable operating leases. Rental expenses associated with these operating leases for the
years ended December 31, 2005, 2004 and 2003 were approximately $64.5 million, $51.8 million and $15.5 million,
respectively. Future minimum lease commitments under noncancellable operating leases at December 31, 2005 are
as follows (in thousands):

20006 . o $57,931
2007 $42,384
2008 . L e $28,302
2009 L $19,373
2000 . $10,173
Thereafter . . . . . oot e $ 5,642

Drilling commitments. The Company periodically enters into contractual arrangements under which the
Company is committed to expend funds to drill wells in the future. The Company also enters into agreements to
secure drilling rig services, which require the Company to make future minimum payments to the rig operators. The
Company records drilling commitments in the periods in which well capital is expended or rig services are
provided.

Transportation agreements. Associated with the Evergreen merger, the Company assumed gas
transportation commitments for specified volumes of gas per year through 2014. During 2005, the Company
expanded these commitments to support production increases, primarily in the Raton gas field. The transportation
commitments averaged approximately 147 million cubic feet (“MMcf”) of gross gas sales volumes per day during
2005, including associated fuel commitments. These commitments will average approximately 196 MMcf of gross
gas volumes per day during 2006, increase to approximately 200 MMcf of gross gas volumes per day during 2007,
and decline thereafter to approximately 41 MMcf of gross gas volumes per day during 2014.

The Company’s Canadian subsidiaries are parties to pipeline transportation service agreements, with
aggregate remaining terms of approximately 10 years, whereby they have committed to transport specified
volumes of gas each year principally from Canada to a point in Chicago, Illinois. Such gas volumes totaled
approximately 78 MMcf of gas per day during 2005, 2004 and 2003, and are comprised of a significant portion of
the Company’s Canadian net gas production, augmented with certain volumes purchased at market prices in
Canada. The committed volumes to be transported under the pipeline transportation service agreements are
approximately 86 MMcf of gas per day during 2006 and decline to approximately 75 MMcf of gas per day by the
end of the commitment term. The net gas marketing gains or losses resulting from purchasing third party gas in
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Canada and selling it in Chicago are recorded as other income or other expense in the accompanying Consolidated
Statements of Operations. Associated with these agreements, the Company recognized $4.1 million of gas
marketing gains in other income during the year ended December 31, 2005 and $1.2 million and $.9 million,
respectively, of gas marketing losses in other expense during the years ended December 31, 2004 and 2003.

Future minimum transportation fees under the Company’s gas transportation commitments at December 31,
2005 are as follows (in thousands):

2000 . . $ 67,222
2007 . e $ 68,531
2008 . $ 68,345
2000 . e $ 67,865
2000 L e $ 66,749
Thereafter . . . . ..o oot $234,986

NOTE J. Derivative Financial Instruments

Fair value hedges. The Company monitors the debt capital markets and interest rate trends to identify
opportunities to enter into and terminate interest rate swap contracts with the objective of reducing costs of capital.
During the three-year period ending December 31, 2005, the Company entered into interest rate swap contracts to
hedge a portion of the fair value of its senior notes. During the year ended December 31, 2004, the Company paid
$9.4 million, net of $2.2 million of associated settlements receivable, to terminate fair value hedge interest rate
swaps prior to their stated maturities. Associated therewith, the Company recognized $11.6 million of “Payments of
other liabilities” in the accompanying Consolidated Statement of Cash Flows for the year ended December 31,
2004. During the year ended December 31, 2003, the Company terminated fair value hedge interest rate swap
contracts for cash proceeds, including accrued interest, of $21.5 million. The proceeds attributable to the fair value
of the remaining terms of the terminated contracts amounted to $18.3 million and are included in “Proceeds from
disposition of assets” in the accompanying Consolidated Statements of Cash Flows during the year ended
December 31, 2003. During the years ended December 31, 2004 and 2003, settlements of open fair value
hedges reduced the Company’s interest expense by $2.2 million and $3.2 million, respectively. As of December 31,
2005 and 2004, the Company was not a party to any open fair value hedges.

As of December 31, 2005, the carrying value of the Company’s long-term debt in the accompanying
Consolidated Balance Sheets included a $4.3 million reduction in the carrying value attributable to net
deferred hedge losses on terminated fair value hedges that are being amortized as net increases to interest
expense over the original terms of the terminated agreements. The amortization of net deferred hedge gains on
terminated interest rate swaps reduced the Company’s reported interest expense by $4.1 million, $19.2 million and
$26.1 million during the years ended December 31, 2005, 2004 and 2003, respectively.

The following table sets forth, as of December 31, 2005, the scheduled amortization of net deferred hedge
gains (losses) on terminated interest rate hedges (including terminated fair value and cash flow hedges) that will be
recognized as increases in the case of losses, or decreases in the case of gains, to the Company’s future interest
expense:

Year Ending December 31,

2006 2007 2008 2009 2010 Thereafter
(In thousands)
Net deferred hedge gains (losses). . ... ... $107  $(1,573) $(554) $(528) $(578) $(4,355)

Cash flow hedges. The Company utilizes commodity swap and collar contracts to (i) reduce the effect of
price volatility on the commodities the Company produces and sells, (ii) support the Company’s annual capital
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budgeting and expenditure plans and (iii) reduce commodity price risk associated with certain capital projects. As of
December 31, 2005, all of the Company’s open commodity hedges are designated as hedges of Canadian and United
States forecasted sales. The Company also, from time to time, utilizes interest rate contracts to reduce the effect of
interest rate volatility on the Company’s indebtedness and forward currency exchange agreements to reduce the
effect of U.S. dollar to Canadian dollar exchange rate volatility.

Oil prices. All material physical sales contracts governing the Company’s oil production have been tied
directly or indirectly to the New York Mercantile Exchange (“NYMEX”) prices. As of December 31, 2005, all of
the Company’s oil hedges were designated as hedges of United States forecasted sales. The following table sets
forth the volumes hedged in barrels (“Bbl”) underlying the Company’s outstanding oil hedge contracts and the
weighted average NYMEX prices per Bbl for those contracts as of December 31, 2005:

First Second Third Fourth Outstanding
Quarter Quarter Quarter Quarter Average
Average daily oil
production hedged(a):
2006 — Swap Contracts
Volume (Bbl) . ...... 10,000 10,000 10,000 10,000 10,000
Price per Bbl . ... ... $ 31.69 $ 31.69 $ 31.69 $ 31.69 $ 31.69
2006 — Collar Contracts
Volume (Bbl) . ...... 8,500 9,000 9,500 9,500 9,129
Price per Bbl . ... ... $43.82-$73.43  $44.17-$74.63 $44.47-$75.70 $44.47-$75.70 $44.25-$74.92
2007 — Swap Contracts
Volume (Bbl) . ...... 13,000 13,000 13,000 13,000 13,000
Price per Bbl . ... ... $ 30.89 $ 30.89 $ 30.89 $ 30.89 $ 30.89
2007 — Collar Contracts
Volume (Bbl) . ...... 4,500 4,500 4,500 4,500 4,500
Price per Bbl .. ... .. $50.00-$90.43  $50.00-$90.43  $50.00-$90.43  $50.00-$90.43  $50.00-$90.43
2008 — Swap Contracts
Volume (Bbl) . ...... 17,000 17,000 17,000 17,000 17,000
Price per Bbl . ... ... $ 2921 $ 2921 $ 2921 $ 2921 $ 29.21

(a) Subsequent to December 31, 2005, the Company reduced its oil hedge positions by terminating the following
oil swap and collar contracts which are included in the table above: (i) 2,000 Bbls per day of March through
December 2006 swap contracts with a fixed price of $26.29 per Bbl; 1,000 Bbls per day of calendar 2007 swap
contracts with a fixed price of $31.00 per Bbl; and 2,000 Bbls per day of calendar 2008 swap contracts with a
fixed price of $30.00 per Bbl and (ii) 2,000 Bbls per day of March through December 2006 collar contracts
having a floor price of $50.00 per Bbl and a ceiling price of $96.25 per Bbl and 2,500 Bbls per day of calendar
2007 collar contracts having a floor price of $50.00 and ceiling prices of $91.18 per Bbl.
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The Company reports average oil prices per Bbl including the effects of oil quality adjustments and the net
effect of oil hedges. The following table sets forth the Company’s oil prices from continuing operations, both
reported (including hedge results) and realized (excluding hedge results), and the net effect of settlements of oil
price hedges on oil revenue for the years ended December 31, 2005, 2004 and 2003:

Year Ended December 31,

2005 2004 2003
Average price reported per Bbl. . .. ... ... . . L $37.22  $31.60 $25.50
Average price realized per Bbl .. .. ... ... ... ... ... ... $50.74 $37.49 $28.71
Reduction to oil revenue (in millions)(a). . . .................... $(217.5) $(97.0) $(38.9)

(a) Excludes hedge losses of $11.1 million, $10.2 million and $2.4 million attributable to discontinued operations
for the years ended December 31, 2005, 2004 and 2003, respectively.

Natural gas liquids prices. During the years ended December 31, 2005, 2004 and 2003, the Company did not
enter into any NGL hedge contracts. There were no outstanding NGL hedge contracts at December 31, 2005.

Gas prices. The Company employs a policy of hedging a portion of its gas production based on the index
price upon which the gas is actually sold in order to mitigate the basis risk between NYMEX prices and actual index
prices, or based on NYMEX prices if NYMEX prices are highly correlated with the index price. As of December 31,
2005, all of the Company’s gas hedges were designated as hedges of United States and Canadian forecasted sales.
The following table sets forth the volumes hedged in million British thermal units (“MMBtu”) under outstanding
gas hedge contracts and the weighted average index prices per MMBtu for those contracts as of December 31, 2005:

First Second Third Fourth Outstanding
Quarter Quarter Quarter Quarter Average
Average daily gas production
hedged(a):
2006 — Swap Contracts
Volume (MMBtu) ........ 73,710 73,790 73,880 73,984 73,842
Index price per MMBtu . ... $ 430 $ 430 $ 431 $ 431 § 4.30
2006 — Collar Contracts
Volume (MMBtu) ........ 200,000 175,000 175,000 185,000 183,685
Index price per MMBtu . ... $6.72-$13.17 $6.58-$13.90 $6.58-$13.90 $6.58-$14.11 $6.62-$13.76
2007 — Swap Contracts
Volume (MMBtu) ........ 29,071 29,146 29,231 29,329 29,195
Index price per MMBtu . ... § 427 $ 428 $ 429 $ 429 $ 4.28
2007 — Collar Contracts
Volume (MMBtu) ........ 215,000 215,000 215,000 215,000 215,000
Index price per MMBtu . ... $6.57-$11.84 $6.57-$11.84 $6.57-$11.84 $6.57-$11.84 $6.57-$11.84
2008 — Swap Contracts
Volume (MMBtu) ........ 5,000 5,000 5,000 5,000 5,000
Index price per MMBtu . ... $ 538 $ 538 § 538 $ 538 § 5.38

(a) Subsequent to December 31, 2005, the Company reduced its gas hedge positions by terminating the following
gas collar contracts which are included in the table above: (i) 65,000 MMBtu per day of April through
December 2006 gas sales at a weighted average floor price per MMBtu of $6.74 and a weighted average ceiling
price per MMBtu of $14.01.
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The Company reports average gas prices per thousand cubic feet (“Mcf”) including the effects of British
thermal unit (“Btu”) content, gas processing, shrinkage adjustments and the net effect of gas hedges. The following
table sets forth the Company’s gas prices from continuing operations, both reported (including hedge results) and
realized (excluding hedge results), and the net effect of settlements of gas price hedges on gas revenue for the years
ended December 31, 2005, 2004 and 2003:

Year Ended December 31,

2005 2004 2003
Average price reported per Mcf .. .. ........... ... ... .. ... $ 566 $ 430 $3.78
Average price realized per Mcf .. ... ... .. ... . .. L. $ 649 § 478 $4.15
Reduction to gas revenue (in millions)(@)...................... $(202.9) $(114.9) $(71.8)

(a) Excludes hedge losses of $10.8 million and $4.3 million attributable to discontinued operations for the years
ended December 31, 2004 and 2003, respectively.

Hedge ineffectiveness. During the years ended December 31, 2005, 2004 and 2003, the Company
recognized ineffectiveness charges to other expense of $54.8 million, $4.3 million and $2.8 million,
respectively, related to the ineffective portions of its cash flow hedging instruments. These charges include
amounts related to (i) hedged volumes that exceeded revised forecasts of production volumes due to delays in the
start up of production in certain fields and (ii) reduced correlations between the indexes of the financial hedge
derivatives and the indexes of the hedged forecasted production for certain fields.

AOCI — Hedging. As of December 31, 2005 and 2004, AOCI — Hedging represented net deferred losses
of $506.6 and $241.4 million, respectively. The AOCI — Hedging balance as of December 31, 2005 was comprised
of $767.8 million of net deferred losses on the effective portions of open cash flow hedges, $30.0 million of net
deferred losses on terminated cash flow hedges (including $3.2 million of net deferred losses on terminated cash
flow interest rate hedges) and $291.2 million of associated net deferred tax benefits. The AOCI — Hedging balance
as of December 31, 2004 was comprised of $363.1 million of net deferred losses on the effective portions of open
cash flow hedges, $3.0 million of net deferred losses on terminated cash flow hedges (including $3.4 million of net
deferred losses on terminated cash flow interest rate hedges) and $124.7 million of associated net deferred tax
benefits. The increase in AOCI — Hedging during the year ended December 31, 2005 was primarily attributable to
increases in future commodity prices relative to the commodity prices stipulated in the hedge contracts, partially
offset by the reclassification of net deferred hedge losses to net income as derivatives matured by their terms. The
net deferred losses associated with open cash flow hedges remain subject to market price fluctuations until the
positions are either settled under the terms of the hedge contracts or terminated prior to settlement. The net deferred
losses on terminated cash flow hedges are fixed.

During the year ending December 31, 2006, based on current estimates of future commodity prices, the
Company expects to reclassify $308.3 million of net deferred losses associated with open commodity hedges and
$6.2 million of net deferred losses on terminated commodity hedges from AOCI — Hedging to oil and gas
revenues. The Company also expects to reclassify approximately $114.8 million of net deferred income tax benefits
associated with commodity hedges during the year ending December 31, 2006 from AOCI — Hedging to income
tax benefit.
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The following table sets forth, as of December 31, 2005, the scheduled amortization of net deferred gains
(losses) on terminated commodity hedges that will be recognized as decreases in the case of losses, and increases in
the case of gains, to the Company’s future oil and gas revenues:

First Second Third Fourth
Quarter Quarter Quarter Quarter Total
(In thousands)
2006 net deferred hedge losses . ........... $(5,098) $(302) $ (59 $(727) $ (6,186)
2007 net deferred hedge gains (losses) . . ... .. $(3,764) $ 148 $ 424 $(347) (3,539)
2008 net deferred hedge losses . ........... $(2,877)  $(372)  $(284)  $(839)  (4.372)
2009 net deferred hedge losses . ........... $(2,330)  $(232)  $(230)  $(822) 3,614)
2010 net deferred hedge losses ............ $ (667) $(620) $(578)  $(539) (2,404)
2011 net deferred hedge losses . ........... $ (873) $(889)  $(903)  $(906) (3,571)
2012 net deferred hedge losses . ........... $ (810) $(791)  $(784)  $(772) (3,157)

$(26,843)

Non-hedge derivatives. During January and April 2005, the Company entered into non-hedge interest rate
swaps. The Company terminated the interest rate swaps during January and April 2005 for an aggregate net loss of
$1.5 million, which amount is included in other expense in the Company’s accompanying Consolidated Statement
of Operations for 2005.

NOTE K. Major Customers and Derivative Counterparties

Sales to major customers. The Company’s share of 0il and gas production is sold to various purchasers who
must be prequalified under the Company’s credit risk policies and procedures. The Company records allowances for
doubtful accounts based on the agings of accounts receivable and the general economic condition of its customers.
The Company is of the opinion that the loss of any one purchaser would not have an adverse effect on the ability of
the Company to sell its oil and gas production.

There were not any customers who individually accounted for ten percent or more of the consolidated oil, NGL
and gas revenues of the Company during the year ended December 31, 2005. The following customer individually
accounted for ten percent or more of the consolidated oil, NGL and gas revenues of the Company, including the
revenues from discontinued operations and the results of commodity hedges, during the years ended December 31,
2004 and 2003:

Year Ended
December 31,

2005 2004 2003

Williams Power Company, Inc. . .............. . ... .. ... 9% 14% 16%

Derivative counterparties. The Company uses credit and other financial criteria to evaluate the credit
standing of, and to select, counterparties to its derivative instruments. Although the Company does not obtain
collateral or otherwise secure the fair value of its derivative instruments, associated credit risk is mitigated by the
Company’s credit risk policies and procedures. As of December 31, 2005 and 2004, the Company had $7.3 million
of derivative assets for which Enron North America Corp was the Company’s counterparty. Associated therewith,
the Company had a $6.4 million allowance for doubtful accounts as of December 31, 2005 and 2004. In January
2006, the Company sold the Enron receivables for $3.0 million and will recognize a gain of $2.1 million in 2006.
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NOTE L. Asset Retirement Obligations

As referred to in Note B, the Company adopted the provisions of SFAS 143 on January 1, 2003. The
Company’s asset retirement obligations primarily relate to the future plugging and abandonment of proved
properties and related facilities. The Company does not provide for a market risk premium associated with asset
retirement obligations because a reliable estimate cannot be determined. The Company has no assets that are legally
restricted for purposes of settling asset retirement obligations. The following table summarizes the Company’s asset
retirement obligation transactions recorded in accordance with the provisions of SFAS 143 during the years ended
December 31, 2005, 2004 and 2003:

Year Ended December 31,

2005 2004 2003
(In thousands)

Beginning asset retirement obligations . .................. $120,879  $105,036 $ 34,692
Cumulative effect adjustment . ....................... — — 23,393
New wells placed on production and changes in

estimates(a) . .. ... 57,575 4,591 46,664
Liabilities assumed in acquisitions . ................... 3,013 10,488 1,791
Disposition of wells ... ....... .. .. (23,101) — —
Liabilities settled . ........ ... ... (9,508) (8,562) (8,069)
Accretion of discount . . . . ... ... 7,876 8,210 5,040
Currency translation . .. .......... . . 301 1,116 1,525

Ending asset retirement obligations. . .................... $157,035  $120,879  $105,036

(a) Includes, for the year ended December 31, 2005, a $39.8 million increase in the abandonment estimate of the
East Cameron facilities that were destroyed by Hurricane Rita, which is reflected in exploration and
abandonments expense in the Consolidated Statements of Operations.

The Company records the current and noncurrent portions of asset retirement obligations in other current
liabilities and other liabilities and minority interests, respectively, in the accompanying Consolidated Balance
Sheets.

100



PIONEER NATURAL RESOURCES COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2005, 2004 and 2003

NOTE M. Interest and Other Income

The following table provides the components of the Company’s interest and other income during the years
ended December 31, 2005, 2004 and 2003:

Year Ended December 31,
2005 2004 2003
(In thousands)

Business interruption insurance claim (see Note U). . ........... $73,637 $ 7,563 $ —
EXcise tax iNCOME . . . . .. ottt 5,577 3,609 2,369
Minority interest in subsidiary’s net loss. ... ................. 5,206 — —
Canadian alliance marketing gain (see Note I) . ............... 4,127 — —
Interest iNCOME . . . . . ... it e e 2,247 328 981
Sales and other tax refunds .. ...... ... ... . ... . ... ....... 1,792 — —
Creditcard rebate . ........ ..., 835 — —
Seismic data sales . . ... 723 172 424
Deferred compensation plan income. . ...................... 500 202 140
Foreign currency remeasurement and exchange gains(a) ......... 392 304 657
Gain on early extinguishment of debt (see Note F) . ............ — 95 —
Postretirement obligation revaluations (see Note H) ............ — 32 4,410
Other INCOME . . . . ot e e e e 2,014 1,769 3,311

Total interest and other income. . . ....................... $97,050  $14,074  $12,292

(a) The Company’s operations in Argentina, Canada and Africa periodically recognize monetary assets and
liabilities in currencies other than their functional currencies (see Note B for information regarding the
functional currencies of subsidiary entities). Associated therewith, the Company realizes foreign currency
remeasurement and transaction gains and losses.

NOTE N. Asset Divestitures

During the years ended December 31, 2005, 2004 and 2003, the Company completed asset divestitures for net
proceeds of $1.2 billion, $1.7 million and $35.7 million, respectively. Associated therewith, the Company recorded
gains on disposition of assets in continuing operations of $60.5 million, $39,000 and $1.3 million during the years
ended December 31, 2005, 2004 and 2003, respectively, and gains of $166.1 million in discontinued operations in
2005. The following represent the significant divestitures:

Volumetric production payments. During 2005, the Company sold three volumetric production payments
(“VPPs”) for proceeds of $892.6 million for which no gain or loss was recognized. See Note T for additional
information.

Canadian and Gulf of Mexico Shelf divestitures. During 2005, the Company sold its interests in (a) the
Martin Creek, Conroy Black and Lookout Butte areas in Canada for net proceeds of $197.2 million, resulting in a
gain of $138.3 million and (b) certain assets on the Gulf of Mexico shelf for net proceeds of $59.1 million, resulting
in a gain of $27.7 million. Pursuant to SFAS 144, the gain and the results of operations from these assets have been
reclassified to discontinued operations. See Note V for additional information.

East Texas divestiture. During the year ended December 31, 2005, the Company sold its interests in certain
East Texas properties for $25.3 million of net cash proceeds with no corresponding gain or loss recognized.
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Gabon divestiture. In October 2005, the Company closed the sale of the shares in a Gabonese subsidiary that
owns the interest in the Olowi block for $47.9 million of net proceeds. A gain was recognized during the fourth
quarter of 2005 of $47.5 million with no associated income tax effect either in Gabon or the United States. In
addition, Pioneer retains the potential, under certain circumstances, to receive additional payments for production
from deeper reservoirs discovered on the block.

Hedge derivative divestitures. During the year ended December 31, 2003, the Company terminated, prior to
their scheduled maturity, hedge derivatives for cash sales proceeds of $18.3 million. Net gains from these
divestitures were deferred and are amortized over the original contract lives of the terminated derivatives as
reductions to interest expense or increases to oil and gas revenues. See Note J for more information regarding
deferred gains and losses on terminated hedge derivatives.

NOTE O. Other Expense

The following table provides the components of the Company’s other expense during the years ended
December 31, 2005, 2004 and 2003:

Year Ended December 31,
2005 2004 2003
(In thousands)

Derivative ineffectiveness and mark-to-market

provisions (see Note J) . . . ... ..o $ 56,318 $ 4341 $ 2,831
Loss on early extinguishment of debt (see Note F) ............ 26,464 — 1,457
Contingency accrual adjustments (see Note I). . .............. 11,767 13,552 1,776
Foreign currency remeasurement and exchange losses(a). . ... ... 3,978 2,949 2,672
Noncompete agreement amortization . ..................... 3,914 798 —
Minority interest in subsidiaries’ net income. ................ 3,482 896 —
Postretirement obligation revaluation . ..................... 3,211 — —
Argentine personal asset taX. ... ............ ... 1,251 1,094 1,996
Baddebtexpense. . .......... i i 452 3,674 354
Debt exchange offer costs (see Note F). . ................... 11 2,248 —
Canadian alliance marketing losses (see Note I) .............. — 1,218 922
Other charges . . ... ..., 1,964 2917 9,312

Total Other eXpense . ... ........uiiieennennn... $112,812  $33,687  $21,320

(a) The Company’s operations in Argentina, Canada and Africa periodically recognize monetary assets and
liabilities in currencies other than their functional currencies (see Note B for information regarding the
functional currencies of subsidiary entities). Associated therewith, the Company realizes foreign currency
remeasurement and transaction gains and losses.

NOTE P. Income Taxes

The Company accounts for income taxes in accordance with the provisions of SFAS No. 109, “Accounting for
Income Taxes” (“SFAS 109”). The Company and its eligible subsidiaries file a consolidated United States federal
income tax return. Certain subsidiaries are not eligible to be included in the consolidated United States federal
income tax return and separate provisions for income taxes have been determined for these entities or groups of
entities. The tax returns and the amount of taxable income or loss are subject to examination by United States
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federal, state, local and foreign taxing authorities. Current and estimated tax payments of $44.7 million,
$17.1 million and $5.3 million were made during the years ended December 31, 2005, 2004 and 2003, respectively.

SFAS 109 requires that the Company continually assess both positive and negative evidence to determine
whether it is more likely than not that deferred tax assets can be realized prior to their expiration. Pioneer monitors
Company-specific, oil and gas industry and worldwide economic factors and assesses the likelihood that the
Company’s net operating loss carryforwards (“NOLs”) and other deferred tax attributes in the United States, state,
local and foreign tax jurisdictions will be utilized prior to their expiration. As of December 31, 2005 and 2004, the
Company’s valuation allowances related to foreign and domestic tax jurisdictions were $95.8 million and
$108.2 million, respectively.

In October 2004, the American Jobs Creation Act (the “AJCA”) was signed into law. The AJCA includes a
deduction of 85 percent of qualified foreign earnings that are repatriated, as defined in the AJCA. During 2005, the
Company determined that it was advantageous to apply the provisions of the AJCA to qualified foreign earnings
that could be repatriated. The Company formalized repatriation plans in 2005 and repatriated $322.5 million from
Canada, South Africa and Tunisia. Based on the current understanding of the provisions of the AJCA, the Company
estimates that approximately $170.7 million of the repatriated funds qualify for the dividend exclusion. The
Company is obligated by the provisions of the AJCA to invest the qualifying dividends in the United States within a
reasonable period of time. The cash tax liability associated with the qualifying dividends is approximately
$9.3 million for 2005. During the year ended December 31, 2005, the Company recognized income tax expense of
$6.8 million related to continuing operations and $19.6 million related to discontinued operations associated with
the repatriations.

The Company’s income tax provision (benefit) and amounts separately allocated were attributable to the
following items for the years ended December 31, 2005, 2004 and 2003:

Year Ended December 31,
2005 2004 2003
(In thousands)

Income from continuing operations before cumulative effect

of change in accounting principle . . .. ................ $ 291,728  $164,164 $ (67,368)
Income from discontinued operations . .. ................ 73,117 2,195 2,965
Cumulative effect of change in accounting principle . . ... ... — — 1,312
Changes in goodwill — tax benefits related to stock based

COMPENSALION . « « vt vttt ettt e (7,255) (8,955) —
Changes in stockholders’ equity:

Net deferred hedge losses. . . ....................... (166,572) (73,340) (51,064)

Tax benefits related to stock-based compensation . ....... (18,752) (6,612) (14,666)

Translation adjustment . . .. ........................ 3,685 (314) (324)

$ 175951  $ 77,138 $(129,145)
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The Company’s income tax provision (benefit) attributable to income from continuing operations before
cumulative effect of change in accounting principle consisted of the following for the years ended December 31,
2005, 2004 and 2003:

Year Ended December 31,
2005 2004 2003
(In thousands)

Current:
US.federal ......... ... . .. . . . $ 13,104 $ 2,500 $ 100
US.stateand local . . ............ ... ... .......... (254) 602 —
Foreign. . ... 42,292 22,185 11,085
55,142 25,287 11,185
Deferred:
US. federal ....... ... . .. e 214,617 136,618 (71,863)
US.stateand local . .. ....... ... .. .. .. . .. .. .. .. .. .. 8,336 5,003 (7,413)
Foreign. . ... ... 13,633 (2,744) 723

236,586 138,877 (78,553)
$291,728  $164,164  $(67,368)

Income from continuing operations before income taxes and cumulative effect of change in accounting
principle consists of the following for the years ended December 31, 2005, 2004 and 2003:
Year Ended December 31,

2005 2004 2003
(In thousands)
US.federal . ........ ... . . . . . e $547,547  $471,181  $327,039
FOTCIZN .« .\ v v 167,912 (8,088)  (16,610)

$715,459  $463,093  $310,429
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Reconciliations of the United States federal statutory tax rate to the Company’s effective tax rate for income

from continuing operations before cumulative effect of change in accounting principle are as follows for the years
ended December 31, 2005, 2004 and 2003:

(a)

Year Ended
December 31,

2005 2004 2003
(In percentages)

U.S. federal statutory taxX rate . . ... ... ...ttt 350 35.0 35.0
State income taxes (net of federal benefit) . . .. ....................... 1.3 1.4 04
U.S. valuation allowance changes .. ............................... 0.1 —  (63.7)
Foreign valuation allowances(a). . .. .......... .ot 1.6 53 14.0
Rate differential on foreign operations. .. ........................... 0.1 4.5 (1.0)
Argentine inflation adjustment(a) ................ . ... ... ... (1.5 (2.1) (13.2)
Gabon investment deduction . . .. ... . . ... 3.6 (5.6) —
Gabon tax free book gain . . .. ... ... 2.3) — —
Repatriation of foreign earnings . ............ . ... .. ... 0.9 — —
Other . . oo 20 ((3.1) 68

Consolidated effective tax rate. . . .. ... ..ottt 40.8  35. (21.7)

The Company has applied an inflation adjustment to its Argentine income tax returns since 2002 based on
developing case law. The Company believes that it is more likely than not that the adjustment will be denied by
the Argentine taxing authorities and has provided a $58.9 million valuation allowance against this tax benefit
in its overall foreign valuation allowances as of December 31, 2005.
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The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and

deferred tax liabilities are as follows as of December 31, 2005 and 2004:

Deferred tax assets:

December 31,

2005

2004

(In thousands)

Net operating loss carryforwards .. ............. ... ... . ....... $ 191,314  $ 303,002
Alternative minimum tax credit carryforwards ................... 10,725 4,144
Net deferred hedge losses . .......... ... 291,216 124,689
Asset retirement obligations . . . ... ... ... 54,338 41,874
Other. . .. ... 95,073 110,677
Total deferred tax assSetS. . . . . ..o vt it e 642,666 584,386
Valuation allowances . . . ... (95,750) (108,214)
Net deferred tax assetS . . . .. ..o v ittt e 546,916 476,172
Deferred tax liabilities:
Oil and gas properties, principally due to differences in basis, depletion
and the deduction of intangible drilling costs for tax purposes. ... .. 1,053,989 898,753
Other. . ..o 101,378 71,685
Total deferred tax liabilities . .. ... ... ... .. ... .. .. ... 1,155,367 970,438
Net deferred tax liability. .. ........ ... ... ... oo, $ (608,451) $(494,266)

At December 31, 2005, the Company had NOLs for United States, South Africa and other African countries for
income tax purposes as set forth below, which are available to offset future regular taxable income in each respective
tax jurisdiction, if any. Additionally, the Company has alternative minimum tax NOLs (“AMT NOLs”) in the United
States which are available to reduce future alternative minimum taxable income, if any. These carryforwards expire

as follows:
US. itf)ll'itcl; A?‘lt'?ce:‘n
Expiration Date NOL AMT NOL NOL NOLs(a)
(In thousands)

2018 L $100,460 $ 52906 $ — $ —
2019 L 156,737 155,353 — —
2020 .. 20,861 19,746 — —
2021 . 46,746 43,628 — —
2022 . 41,780 39,950 — —
2023 81,040 81,259 — —
Indefinite . . .. ...... ... . . ... — — 20,867 63,115

$447,624  $392,842  $20,867  $63,115

(a) The Company believes that it is more likely than not that these other African NOLs will not offset future
taxable income and has provided a valuation allowance against these deferred tax assets.

The Company believes $100 million of the U.S. NOLs and AMT NOLs are subject to Section 382 of the
Internal Revenue Code and are limited in each taxable year to approximately $20 million. During the years ended
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December 31, 2005, 2004 and 2003, the Company utilized $354.9 million, $151.1 million and $16.3 million of
NOLs, respectively.

NOTE Q. Income Per Share From Continuing Operations Before Cumulative Effect of Change in
Accounting Principle

Basic income per share from continuing operations before cumulative effect of change in accounting principle
is computed by dividing income from continuing operations before cumulative effect of change in accounting
principle by the weighted average number of common shares outstanding for the period. The computation of diluted
income per share from continuing operations before cumulative effect of change in accounting principle reflects the
potential dilution that could occur if securities or other contracts to issue common stock that are dilutive to income
from continuing operations before cumulative effect of change in accounting principle were exercised or converted
into common stock or resulted in the issuance of common stock that would then share in the earnings of the
Company.

The following table is a reconciliation of the basic income from continuing operations before cumulative effect
of change in accounting principle to diluted income from continuing operations before cumulative effect of change
in accounting principle for the years ended December 31, 2005, 2004 and 2003:

Year Ended December 31,

2005 2004 2003
(In thousands)

Basic income from continuing operations before cumulative
effect of change in accounting principle ................ $423,731  $298,929  $377,797

Interest expense on convertible notes, net of tax ............ 3,207 802 —

Diluted income from continuing operations before cumulative
effect of change in accounting principle ................ $426,938  $299,731  $377,797

The following table is a reconciliation of the basic weighted average common shares outstanding to diluted
weighted average common shares outstanding for the years ended December 31, 2005, 2004 and 2003:
Year Ended December 31,
2005 2004 2003
(In thousands)

Weighted average common shares outstanding(a):

BasiC . ... 137,110 125,156 117,185
Dilutive common stock options(b). . . .................. 1,136 1,218 1,112
Restricted stock awards . .............. .. .. ... ... ... 844 529 216
Convertible notes dilution(c) . . .. ..................... 2,327 585 —
Diluted. . . . ... 141,417 127,488 118,513

(a) During August 2005, the Board approved a share repurchase program authorizing the purchase of up to
$1 billion of the Company’s common stock, $640.7 million of which was completed in 2005 and $350 million
is subject to the successful completion of the planned deepwater Gulf of Mexico and Argentine divestments.

(b) Common stock options to purchase 30,712 shares and 976,506 shares of common stock were outstanding but
not included in the computations of diluted income per share from continuing operations before cumulative
effect of change in accounting principle for 2004 and 2003, respectively, because the exercise prices of the
options were greater than the average market price of the common shares and would be anti-dilutive to the
computations.
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(c) Associated with the Evergreen merger, the Company assumed convertible notes eligible for 2.3 million shares
of the Company’s common stock upon conversion.

NOTE R. Geographic Operating Segment Information

The Company has operations in only one industry segment, that being the oil and gas exploration and
production industry; however, the Company is organizationally structured along geographic operating segments or
regions. The Company has reportable operations in the United States, Argentina, Canada and Africa and Other.
Africa and Other is primarily comprised of operations in Equatorial Guinea, Gabon, Morocco, Nigeria, South
Africa and Tunisia.

During 2005, the Company sold certain Canadian and United States oil and gas properties having carrying
values of $58.9 million and $31.4 million, respectively, on their dates of sale. The results of operations of those
properties have been reclassified as discontinued operations in accordance with SFAS 144 and are excluded from
the geographic operating segment information provided below. See Note V for information regarding the
Company’s discontinued operations.

The following tables provide the Company’s geographic operating segment data required by SFAS No. 131,
“Disclosure about Segments of an Enterprise and Related Information”, as well as results of operations of oil and
gas producing activities required by SFAS No. 69, “Disclosures about Oil and Gas Producing Activities” as of and
for the years ended December 31, 2005, 2004 and 2003. Geographic operating segment income tax benefits
(provisions) have been determined based on statutory rates existing in the various tax jurisdictions where the
Company has oil and gas producing activities. The “Headquarters” table column includes income and expenses that
are not routinely included in the earnings measures internally reported to management on a geographic operating
segment basis.
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United Africa Consolidated
States Argentina Canada and Other Headquarters Total
(In thousands)
Year Ended December 31, 2005:
Revenues and other income:
Oilandgas . ................. $1,734,412  $172,187  $114,357  $194,721 $ — $2,215,677
Interest and other . . ... ......... — — — — 97,050 97,050
Gain (loss) on disposition of assets,
Net . ..o 12,114 — (221) 47,352 1,251 60,496
1,746,526 172,187 114,136 242,073 98,301 2,373,223
Costs and expenses:
Oil and gas production . . ........ 341,422 38,756 36,725 32,417 — 449,320
Depletion, depreciation and
amortization. . . ............. 401,320 84,618 31,469 29,252 21,359 568,018
Impairment of oil and gas
properties. . .. ........ ... ... — — — 644 — 644
Exploration and abandonments. . . . . 176,027 24,527 9,545 56,652 — 266,751
General and administrative . ... ... — — — — 124,556 124,556
Accretion of discount on asset
retirement obligations . .. ...... — — — — 7,876 7,876
Interest . . ................... — — — — 127,787 127,787
Other ...................... — — — — 112,812 112,812
918,769 147,901 77,739 118,965 394,390 1,657,764
Income (loss) from continuing
operations before income taxes . . . . 827,757 24,286 36,397 123,108 (296,089) 715,459
Income tax benefit (provision). . . . . .. (302,131) (8,500) (13,285) (75,190) 107,378 (291,728)
Income (loss) from continuing
Operations . . .. ............... $ 525,626 $ 15,7786 $ 23,112 $ 47,918 $(188,711) $ 423,731
Costs incurred for oil and gas assets .. $ 903,390  $129,640  $131,237  $115,269 $ — $1,279,536
Segment assets (as of December 31,
2005) ..o $5,899,637  $735,191  $363,773  $170,484 $ 160,149 $7,329,234
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Year Ended December 31, 2004:
Revenues and other income:
Oilandgas ..................
Interest and other . . .. ..........

Gain (loss) on disposition of assets,
Net ...

Costs and expenses:
Oil and gas production . . ........

Depletion, depreciation and
amortization . . . .............

Impairment of oil and gas
properties. . .. ........ ... ...

Exploration and abandonments. . . . .
General and administrative . ... ...

Accretion of discount on asset
retirement obligations . .. ......

Interest . . ...................

Income (loss) from continuing
operations before income taxes . . . .

Income tax benefit (provision). . . . . ..

Income (loss) from continuing
Operations . ... ...............

Costs incurred for oil and gas assets . .

Segment assets (as of December 31,
2004) ...

United Africa Consolidated
States Argentina Canada and Other Headquarters Total
(In thousands)

$1,419,938  $134,065 $ 50447  $162,921 $ — $1,767,371
— — — — 14,074 14,074

51 — (252) — 240 39
1,419,989 134,065 50,195 162,921 14,314 1,781,484
232,613 33,174 18,810 31,510 — 316,107
411,325 61,773 22,551 47,835 12,780 556,264
— — — 39,684 — 39,684

98,984 23,406 19,061 39,299 — 180,750

— — — — 80,302 80,302

— — — — 8,210 8,210

— — — — 103,387 103,387

— — — — 33,687 33,687

742,922 118,353 60,422 158,328 238,366 1,318,391
677,067 15,712 (10,227) 4,593 (224,052) 463,093
(247,129) (5,499) 3,861 1,413 83,190 (164,164)

$ 429,938 $ 10,213 $ (6,366) $ 6,006 $(140,862) $ 298,929
$2,876,185  $102,452  $120,626 $ 74,906 $ — $3,174,169
$5,460,708  $708,391  $316,124  $123,073 $ 125,191 $6,733,487
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United Africa Consolidated
States Argentina Canada and Other Headquarters Total

(In thousands)

Year Ended December 31, 2003:

Revenues and other income:

Oilandgas . ................. $1,025951  $111,315 $ 50,012 $ 21,343 $ — $1,208,621
Interest and other . . .. .......... — — — — 12,292 12,292
Gain (loss) on disposition of assets,
NEL . vt ee 1,458 — 1 — (203) 1,256
1,027,409 111,315 50,013 21,343 12,089 1,222,169
Costs and expenses:
Oil and gas production . . ........ 182,476 26,110 16,710 2,887 — 228,183
Depletion, depreciation and
amortization. . . ............. 289,724 46,518 20,727 7,729 9,597 374,295
Exploration and abandonments. . . . . 72,739 18,076 16,116 24,261 — 131,192
General and administrative . . ... .. — — — — 60,322 60,322
Accretion of discount on asset
retirement obligations . .. ...... — — — — 5,040 5,040
Interest . . . .................. — — — — 91,388 91,388
Other ...................... — — — — 21,320 21,320
544,939 90,704 53,553 34,877 187,667 911,740

Income (loss) from continuing
operations before income taxes and
cumulative effect of change in
accounting principle . . .. ........ 482,470 20,611 (3,540) (13,534) (175,578) 310,429

Income tax benefit (provision). . . . . .. (176,102) (7,214) 1,363 4,738 244,583 67,368

Income (loss) from continuing
operations before cumulative effect
of change in accounting principle. . . $ 306,368 $ 13,397 $ (2,177) $ (8,796) $ 69,005 $ 377,797

Costs incurred for oil and gas assets .. $ 602,167 $ 51,671 $ 54,800 $ 62,817 $ — $ 771,455

Segment assets (as of December 31,
2003) .. $2,645,153  $675,425  $224,921  $159,747 $ 246,326 $3,951,572

NOTE S. Impairment of Oil and Gas Properties

During October 2004, the Company concluded that a material charge for impairment was required under
SFAS 144 for its Gabonese Olowi field as development of the discovery was canceled. Due to significant increases
in projected field development costs, primarily due to increases in steel costs, the project did not offer competitive
returns. The Olowi field was the Company’s only Gabonese investment. During 2005 and 2004, the Company
recorded an associated impairment charge to eliminate the carrying value of the Company’s Gabonese Olowi field
of $644,000 and $39.7 million, respectively.

NOTE T. Volumetric Production Payments

During January 2005, the Company sold two percent of its total proved reserves, or 20.5 million Bbls oil
equivalent (“MMBOE”) of proved reserves, by means of two VPPs for net proceeds of $592.3 million, including the
assignment of the Company’s obligations under certain derivative hedge agreements. Proceeds from the VPPs were
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initially used to reduce outstanding indebtedness. The first January VPP sold 58 billion cubic feet (“Bcf”) of gas
volumes over an expected five-year term that began in February 2005 for $275.2 million. The second January VPP
sold 10.8 million Bbls (“MMBDbls”) of oil volumes over an expected seven-year term that began in January 2006 for
$317.1 million.

During April 2005, the Company sold less than one percent of its total proved reserves, or 7.3 MMBOE of
proved reserves, by means of a VPP for net proceeds of $300.3 million, including the assignment of the Company’s
obligations under certain derivative hedge agreements. Proceeds from the VPP were initially used to reduce
outstanding indebtedness. The April VPP sold 6.0 Bcf of gas volumes over an expected 32-month term that began in
May 2005 and 6.2 MMBDIs of oil volumes over an expected five-year term that began in January 2006.

The Company’s VPPs represent limited-term overriding royalty interests in oil and gas reserves which:
(1) entitle the purchaser to receive production volumes over a period of time from specific lease interests; (ii) are free
and clear of all associated future production costs and capital expenditures; (iii) are nonrecourse to the Company
(i.e., the purchaser’s only recourse is to the assets acquired); (iv) transfers title of the assets to the purchaser and
(v) allow the Company to retain the assets after the VPPs volumetric quantities have been delivered.

Under SFAS 19, a VPP is considered a sale of proved reserves. As a result, the Company (i) removed the
proved reserves associated with the VPPs; (ii) recognized the VPP proceeds as deferred revenue which are being
amortized on a unit-of-production basis to oil and gas revenues over the terms of the VPPs; (iii) retained
responsibility for 100 percent of the production costs and capital costs related to VPP interests and (iv) no
longer recognizes production associated with the VPP volumes.

The following table represents the breakdown of the components of the Company’s VPPs:

January VPPs April VPP
Hugoton Spraberry Spraberry Spraberry
Field (Gas) Field (Oil) Field (Gas) Field (Oil) Total

(In thousands)
VPP proceeds, net of transaction

COSES . v et e e e $275,161 $317,120 $37,601 $262,712  $892,594
Fair value of derivatives
conveyed(a). .. ... 12,860 36,759 (526) (11,076) 38,017
Deferred revenue. . .. ............ 288,021 353,879 37,075 251,636 930,611
Less 2005 amortization . . . ........ (65,801) — (9,972) — (75,773)
Deferred revenue at December 31,
2005 ... $222.220  $353,879 $27,103 $251,636  $854,838

(a) Represents the fair value of the derivative obligations conveyed as part of the VPP transactions. The fair value
was deferred in AOCI — Hedging until the delivery of the VPP volumes occurs at which time the fair value of
the derivative obligations attributable to the delivered volumes is being recognized as increases or decreases to
oil and gas revenues. See Note J for additional discussion regarding the Company’s hedge positions.
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The above deferred revenue amounts will be recognized in oil and gas revenues in the Consolidated Statements
of Operations as noted below, assuming the related VPP production volumes are delivered as scheduled (in
thousands):

2000 . .. $190,327
2007 181,232
2008 .. 158,138
2000 .. 147,906
2000 . 90,215
7 44,951
202 42,069

$854,838

NOTE U. Insurance Claims

Hurricane Ivan. During September 2004, the Company sustained damages as a result of Hurricane Ivan at
its Devils Tower and Canyon Express platform facilities in the deepwater Gulf of Mexico. The damages delayed
scheduled well completions and interrupted production during the second half of 2004 and during the first half of
2005. The Company maintains business interruption insurance coverage for such circumstances. During 2004 and
2005, the Company filed claims with its insurance providers for its estimated losses associated with Hurricane Ivan.

Based on a settlement agreement between the Company and the insurance providers, the Company’s
recoverable business interruption loss related to Hurricane Ivan is $67.0 million. The Company recorded
$7.6 million and $59.4 million of the claims in the fourth quarter of 2004 and in the first half of 2005,
respectively, in interest and other income in the Company’s Consolidated Statements of Operations.

Fain Plant. During May 2005, the Company sustained damages as a result of a fire at its Fain gas plant in the
West Panhandle field. The damages interrupted production from mid-May through mid-July of 2005. The Company
maintains business interruption and physical damage insurance coverage for such circumstances and has filed
claims with its insurance providers. The Company estimates its aggregate Fain plant business interruption claims to
be approximately $19 million to $20 million, of which $14.2 million is undisputed by the insurance provider. The
Company is working to resolve the disputed amounts with the insurance provider. The Company recorded
$14.2 million of the claims in interest and other income in the Company’s Consolidated Statements of
Operations for the year ended December 31, 2005.

Hurricanes Katrina and Rita. During August and September 2005, the Company sustained damages as a
result of Hurricanes Katrina and Rita at various facilities in the Gulf of Mexico. Other than the East Cameron
facility discussed further below, the Company believes the damages to the facilities are covered by physical damage
insurance. The Company also maintains business interruption insurance related to specifically designated assets in
the event there are extended periods of revenue interruption.

The Company filed a business interruption claim with its insurance provider related to its Devils Tower field
resulting from its inability to sell production as a result of damages to third party facilities. The Company’s business
interruption claim is expected to cover losses of revenues from mid-October 2005 (end of 45-day deductible waiting
period) until such point as the third party facilities could take the full production from the Devils Tower field, which
the Company determined to have occurred in early December 2005. At December 31, 2005, the Company estimates
that its business interruption recovery on Devils Tower to be $20 million to $24 million. The Company has not
recorded any estimated recoveries due to certain pending issues which the Company expects to have resolved in the
near future.
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As aresult of Hurricane Rita, the Company’s East Cameron facility was destroyed and the Company currently
does not plan to rebuild the facility based on the current economics of the field. The Company is in the process of
evaluating the magnitude of the loss. Currently, the Company estimates that it will incur a minimum of $44 million
to reclaim and completely abandon the East Cameron facility; thus, the Company recorded an additional
abandonment obligation of approximately $39.8 million in 2005 which is included in exploration and
abandonments in the Consolidated Statements of Operations for the year ended December 31, 2005.

The Company filed a claim with its insurance provider regarding the loss at East Cameron. Under the
Company’s insurance policy, the East Cameron facility has the following coverages: (a) $14 million of scheduled
property value for the platform, (b) $4 million of scheduled business interruption insurance after a deductible
waiting period, (c) greater of (1) 25 percent of the scheduled property value of the platform or (2) $5 million for
debris removal coverage, in total, for all assets per occurrence and (d) $100 million of “make well safe” coverage, in
total, for all assets per occurrence.

In December 2005, the Company received the scheduled value for the East Cameron assets and recognized a
gain of $9.7 million, which is included in gain on disposition of assets, net in the Consolidated Statements of
Operations. The Company has not recorded any estimated business interruption recoveries due to certain pending
issues which the Company expects to have resolved in the near future. The Company believes that its debris removal
and make well safe coverages, in combination, will substantially cover the losses to be incurred with the
abandonment of the East Cameron facility. The Company has not recorded any estimated recoveries related to
insurance due to the early nature of the claim and the need to better quantify the claim.
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NOTE V. Discontinued Operations

During May 2005, the Company sold its interests in the Martin Creek, Conroy Black and Lookout Butte assets
in Canada for net proceeds of $197.2 million, resulting in a gain of $138.3 million and, during August 2005, sold
certain assets on the Gulf of Mexico shelf for net proceeds of $59.1 million, resulting in a gain of $27.7 million.
Pursuant to SFAS 144, the gains and the results of operations from these assets have been reclassified to
discontinued operations. The following table represents the components of the Company’s discontinued
operations for the years ended December 31, 2005, 2004 and 2003:

Year ended December 31,
2005 2004 2003
(In thousands)

Revenues and other income:
Oiland @as . . ... $ 43909 $65,292  $65,250
Gain on disposition of assets(a) . ....................... 166,088 — —

209,997 65,292 65,250

Costs and expenses:

Oil and gas production . . . ......... ... 14,426 29,397 26,567
Depletion, depreciation and amortization(a). . . ... .......... 11,210 18,610 16,545
Exploration and abandonments(a) . .. .................... 240 939 1,568
General and administrative . . . ......................... 167 226 223
26,043 49,172 44,903
Income from discontinued operations before income taxes ...... 183,954 16,120 20,347
Income tax provision:
CUITENE . . . e e e e e e e (2,541) — —
Deferred(a) .. ... .ot e (70,576) (2,195) (2,965)
Income from discontinued operations . .. ................... $110,837  $13,925  $17,382

(a) Represents the noncash components of discontinued operations included in the Company’s Consolidated
Statements of Cash Flows excluding approximately $36,000, $157,000 and $107,000 of cash payments for
delay rentals included in exploration and abandonments for the years ended December 31, 2005, 2004 and
2003, respectively.

NOTE W. Subsequent Events

In January 2006, the Company entered into agreements to sell all of its interests in its oil and gas assets in
Argentina for proceeds of approximately $675 million, subject to normal closing adjustments and the retention,
subject to limitation, of certain obligations. The sale is expected to close during the latter part of the first quarter or
in early April 2006. The Company expects that upon closing of the sale, the results of operations from these assets
will be reflected as discontinued operations in its future financial statements.
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Capitalized Costs

December 31,
2005 2004
(In thousands)

Oil and gas properties:

Proved. . ... $ 8,499,253  $ 7,663,446
Unproved .. ... 313,881 461,170
Capitalized costs for oil and gas properties. . .. ................ 8,813,134 8,124,616
Less accumulated depletion, depreciation and amortization . . . . . . .. (2,577,946) (2,243,549)
Net capitalized costs for oil and gas properties . .. .............. $ 6,235,188  $ 5,881,067

Costs Incurred for Oil and Gas Producing Activities

Property

by Asset Total
Acquisition Costs Exploration Development Retirement Costs
Proved Unproved Costs Costs Obligations (a) Incurred
(In thousands)
Year Ended December 31, 2005:
United States. . ............ $ 167,814 $ 60,561  $217,723 $448,383 $ 8,909 $ 903,390
Argentina . ............... — 512 36,878 85,786 6,464 129,640
Canada.................. 2,593 7,344 43,437 77,962 99) 131,237
Africa and other .. ......... — 30,923 63,605 16,777 3,964 115,269
Total . ................. $ 170,407 $ 99,340  $361,643 $628,908 $19,238 $1,279,536
Year Ended December 31, 2004:
United States. . . ........... $2,213,879  $301,856  $127,338 $229,636 $ 3,476 $2,876,185
Argentina . ............... — — 49,745 49,937 2,770 102,452
Canada.................. 46,988 20,921 33,406 13,036 6,275 120,626
Africa and other . .......... — 18,238 32,932 21,178 2,558 74,906
Total . ................. $2,260,867  $341,015  $243,421 $313,787 $15,079 $3,174,169
Year Ended December 31, 2003:
United States. . ............ $ 130,876 $ 12,264  $191,809  $228,064 $39,154 $ 602,167
Argentina . ............... 97 1,787 24,893 25,361 (467) 51,671
Canada.................. 63 5,028 24,899 23,040 1,770 54,800
Africa and other ........... — 910 33,212 20,697 7,998 62,817
Total .. ................ $ 131,036 $ 19,989  $274,813 $297,162 $48,455 $ 771,455

(a) The Company adopted SFAS 143 on January 1, 2003. See Notes B and L for additional information regarding
the Company’s asset retirement obligations.

Results of Operations

Information about the Company’s results of operations for oil and gas producing activities by geographic
operating segment is presented in Note R of the accompanying Notes to Consolidated Financial Statements.

116



PIONEER NATURAL RESOURCES COMPANY

UNAUDITED SUPPLEMENTARY INFORMATION — (Continued)
Years Ended December 31, 2005, 2004 and 2003

Reserve Quantity Information

The estimates of the Company’s proved oil and gas reserves as of December 31, 2005, 2004 and 2003, which
are located in the United States, Argentina, Canada, South Africa and Tunisia, were based on evaluations prepared
by the Company’s engineers and audited by independent petroleum engineers with respect to the Company’s major
properties and prepared by the Company’s engineers with respect to all other properties. Reserves were estimated in
accordance with guidelines established by the United States Securities and Exchange Commission and the FASB,
which require that reserve estimates be prepared under existing economic and operating conditions with no
provision for price and cost escalations except by contractual arrangements. The Company reports all reserves held
under production sharing arrangements and concessions utilizing the “economic interest” method, which excludes
the host country’s share of proved reserves. Estimated quantities for production sharing arrangements reported
under the “economic interest” method are subject to fluctuations in the prices of oil and gas and recoverable
operating expenses and capital costs. If costs remain stable, reserve quantities attributable to recovery of costs will
change inversely to changes in commodity prices. The reserve estimates as of December 31, 2005, 2004 and 2003
utilized respective oil prices of $59.62, $41.96 and $31.10 per Bbl (reflecting adjustments for oil quality), respective
NGL prices of $36.34, $29.12 and $20.26 per Bbl, and respective gas prices of $6.36, $4.76 and $4.23 per Mcf
(reflecting adjustments for Btu content, gas processing and shrinkage).

Oil and gas reserve quantity estimates are subject to numerous uncertainties inherent in the estimation of
quantities of proved reserves and in the projection of future rates of production and the timing of development
expenditures. The accuracy of such estimates is a function of the quality of available data and of engineering and
geological interpretation and judgment. Results of subsequent drilling, testing and production may cause either
upward or downward revision of previous estimates. Further, the volumes considered to be commercially
recoverable fluctuate with changes in prices and operating costs. The Company emphasizes that reserve
estimates are inherently imprecise and that estimates of new discoveries are more imprecise than those of
currently producing oil and gas properties. Accordingly, these estimates are expected to change as additional
information becomes available in the future.

Proved reserves at December 31, 2005 include 9.2 MMBOE related to the ten-year extension periods contained
in the Company’s Argentine concession agreements. Upon approval by the government, the extension periods begin
in 2016 and 2017 depending on the effective date that each concession agreement was granted. The Company
believes, based on historical precedent, that such extensions will be obtained as a matter of course. The Argentine
proved reserves also assume that the oil export tax expires as prescribed by law in February 2007 and that Argentine
oil prices have parity with worldwide oil prices.

The following table provides a rollforward of total proved reserves by geographic area and in total for the years
ended December 31, 2005, 2004 and 2003, as well as proved developed reserves by geographic area and in total as
of the beginning and end of each respective year. Oil and NGL volumes are expressed in thousands of Bbls
(“MBbls™), gas volumes are expressed in MMcf and total volumes are expressed in thousands of Bbls oil equivalent
(“MBOE”).
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Total Proved Reserves:
UNITED STATES

Balance, January 1. .........
Revisions of previous estimates . .
Purchases of minerals-in-place. . .
New discoveries and extensions . .
Production . . ... ..........

Sales of minerals-in-place . . ...

Balance, December 31. . ... ...
ARGENTINA

Balance, January 1. .........
Revisions of previous estimates . .
New discoveries and extensions . .
Production . . . ............

Balance, December 31. ... .. ..
CANADA

Balance, January 1. .........
Revisions of previous estimates . .
Purchases of minerals-in-place. . .
New discoveries and extensions . .
Production . . . ............

Sales of minerals-in-place . .. ..

Balance, December 31. . ... ...
AFRICA

Balance, January 1. .........
Revisions of previous estimates . .
New discoveries and extensions . .
Production . . . ............

Balance, December 31. ... .. ..
TOTAL

Balance, January 1. .........
Revisions of previous estimates . .
Purchases of minerals-in-place. . .
New discoveries and extensions . .
Production . .. ............
Sales of minerals-in-place . .. ..

Balance, December 31. .. ... ..

Year Ended December 31,

2005 2004 2003
0Oil 0Oil Oil
& NGLs Gas(a) & NGLs Gas(a) & NGLs Gas(a)
(MBbls) (MMcf) MBOE (MBbls) (MMcf) MBOE (MBbls) (MMcf) MBOE
363,257 3,000,335 863,313 362,751 1,553,976 621,747 337,631 1,483,971 584,960
(5,471) (141,473) (29,049) 4,671 25,764 8,965 36,823 94,759 52,616
65,800 83,179 79,663 11,803 1,571,053 273,646 4,422 57,124 13,942
225 103,616 17,494 1,017 56,690 10,465 250 80,769 13,712
(16,311) (197,391) (49,210)  (16,974) (200,598) (50,407)  (16,375) (162,647)  (43,483)
(21,729) (97,410) (37,964) (11) (6,550) (1,103) — — —
385,771 2,750,856 844,247 363,257 3,000,335 863,313 362,751 1,553,976 621,747
33,168 560,374 126,564 33,469 549,856 125,112 31,532 532,081 120,211
2,060 (137,640) (20,881) (3,040) (61,483) (13,287) 2,027 44,064 9,372
2,334 31,606 7,602 6,428 116,526 25,849 3,562 8,068 4,907
(3,538) (50,017) (11,874) (3,689) (44,525) (11,110) (3,652) (34,357) (9,378)
34,024 404,323 101,411 33,168 560,374 126,564 33,469 549,856 125,112
4,095 119,869 24,073 2,407 93,829 18,045 2,361 119,328 22,249
434 15,887 3,082 710 8,580 2,140 344 (14,920) (2,143)
— 292 49 823 22,127 4511 — — —
652 55,130 9,840 541 10,656 2,317 73 4,630 845
(311) (15,665) (2,922) (386)88  (15,323) (2,940) (371) (15,209) (2,906)
(2,447) (44,999) (9,947) — — — — — —
2,423 130,514 24,175 4,095 119,869 24,073 2,407 93,829 18,045
8,271 — 8,271 24,154 — 24,154 9,320 — 9,320
184 — 184 (12,111) — (12,111) (1,817) — (1,817)
2,043 60,395 12,109 502 — 502 17,374 — 17,374
(3,674) — (3,674) (4,274) — (4,274) (723) — (723)
6,824 60,395 16,890 8,271 — 8,271 24,154 — 24,154
408,791 3,680,578 1,022,221 422,781 2,197,661 789,058 380,844 2,135,380 736,740
(2,793) (263,226) (46,664) (9,770) (27,139) (14,293) 37,377 123,903 58,028
65,800 83,471 79,712 12,626 1,593,180 278,157 4,422 57,124 13,942
5,254 250,747 47,045 8,488 183,872 39,133 21,259 93,467 36,838
(23,834) (263,073) (67,680)  (25,323) (260,446) (68,731)  (21,121) (212,213)  (56,490)
(24,176) (142,409) 47911) (11) (6,550) (1,103) — — —
429,042 3,346,088 986,723 408,791 3,680,578 1,022,221 422,781 2,197,661 789,058

(a)  The proved gas reserves as of December 31, 2005, 2004 and 2003 include 306,303 MMcf, 271,667 MMcf and 82,729 MMcf, respectively,
of gas that will be produced and utilized as field fuel. Field fuel is gas consumed to operate field equipment (primarily compressors) prior
to the gas being delivered to a sales point. The above production amounts for 2005, 2004 and 2003 include approximately 14,452 MMcf,
9,605 MMcf and 8,221 MMcf of field fuel, respectively.
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PIONEER NATURAL RESOURCES COMPANY

UNAUDITED SUPPLEMENTARY INFORMATION — (Continued)
Years Ended December 31, 2005, 2004 and 2003

Year Ended December 31,
2005 2004 2003
0Oil 0Oil 0Oil
& NGLs Gas & NGLs Gas & NGLs Gas
(MBbls) (MMcf) MBOE (MBDbls) (MMcf) MBOE (MBbls) (MMcf) MBOE

Proved Developed Reserves:

United States . . . ........... 223,749 2,045,275 564,628 209,349 1,202,264 409,727 209,948 1,067,701 387,899
Argentina . . .............. 20,565 320,616 74,001 21,149 352,660 79,926 22,180 402,640 89,287
Canada . . ................ 3,849 107,547 21,773 2,312 86,500 16,728 2,042 90,003 17,042
Africa. . ... . oL 8,271 — 8,271 6,817 — 6,817 — — —

Balance, January 1 ... ... ... 256,434 2,473,438 668,673 239,627 1,641,424 513,198 234,170 1,560,344 494,228
United States . . ............ 210,680 1,875,866 523,324 223,749 2045275 564,628 209,349 1,202,264 409,727
Argentina . . .............. 20,844 282,815 67,980 20,565 320,616 74,001 21,149 352,660 79,926
Canada . ................. 2,202 99,025 18,706 3,849 107,547 21,773 2,312 86,500 16,728
Africa. . .......... ... ..., 5,477 — 5,477 8,271 — 8,271 6,817 — 6,817

Balance, December 31 . ... ... 239,203 2,257,706 615,487 256,434 2473438 668,673 239,627 1,641,424 513,198

Standardized Measure of Discounted Future Net Cash Flows

The standardized measure of discounted future net cash flows is computed by applying year-end prices of oil
and gas (with consideration of price changes only to the extent provided by contractual arrangements) to the
estimated future production of proved oil and gas reserves less estimated future expenditures (based on year-end
costs) to be incurred in developing and producing the proved reserves, discounted using a rate of ten percent per year
to reflect the estimated timing of the future cash flows. Future income taxes are calculated by comparing
undiscounted future cash flows to the tax basis of oil and gas properties plus available carryforwards and
credits and applying the current tax rates to the difference. The discounted future cash flow estimates do not
include the effects of the Company’s commodity hedging contracts. Utilizing December 31, 2005 commodity prices
held constant over each hedge contract’s term, the net present value of the Company’s hedge contracts, less
associated estimated income taxes and discounted at ten percent, was a liability of approximately $436 million at
December 31, 2005.

Discounted future cash flow estimates like those shown below are not intended to represent estimates of the
fair value of oil and gas properties. Estimates of fair value should also consider probable reserves, anticipated future
oil and gas prices, interest rates, changes in development and production costs and risks associated with future
production. Because of these and other considerations, any estimate of fair value is necessarily subjective and
imprecise.
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PIONEER NATURAL RESOURCES COMPANY

UNAUDITED SUPPLEMENTARY INFORMATION — (Continued)

Years Ended December 31, 2005, 2004 and 2003

The following tables provide the standardized measure of discounted future cash flows by geographic area and
in total for the years ended December 31, 2005, 2004 and 2003, as well as a roll forward in total for each respective

year:

UNITED STATES

Oil and gas producing activities:
Future cash inflows . .. ........... ... ... ...
Future production costs . . ...................
Future development costs. ... ................
Future income tax expense. .. ................

10% annual discount factor

Standardized measure of discounted future cash

ARGENTINA

Oil and gas producing activities:
Future cash inflows . .. ....... ... ... ... ...
Future production costs .. ...................
Future development costs. . ..................
Future income tax expense. . .................

10% annual discount factor

Standardized measure of discounted future cash

CANADA

Oil and gas producing activities:
Future cash inflows . . ......................
Future production costs . ....................
Future development costs. .. .................
Future income tax expense. . . ................

10% annual discount factor

Standardized measure of discounted future cash
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December 31,

2005 2004 2003
(In thousands)

$ 37,171,750  $28,373,520 $17,760,911
(10,911,204) (8,232,530) (5,440,383)
(2,757,072) (1,829,937) (1,188,394)
(7,552,644) (5,612,935) (3,057,968)
15,950,830 12,698,118 8,074,166
(9,872,066)  (7,116,815)  (4,276,678)
$ 6,078,764 $ 5,581,303 $ 3,797,488
$ 2,256,468 $ 1,747,737 $ 1,257,068
(366,362) (289,742) (233,399)
(353,182) (234,309) (136,663)
(282,661) (221,733) (161,683)
1,254,263 1,001,953 725,323
(446,366) (354,661) (282,205)
$ 807,897 $ 647,292 $ 443,118
$ 1,062,258 $ 889,940 $ 520,976
(404,891) (286,197) (91,675)
(46,312) (40,023) (11,551)
(166,333) (96,431) (72,895)
444722 467,289 344,855
(190,655) (190,822) (126,436)
$ 254,067 $ 276467 $ 218419




(a)

PIONEER NATURAL RESOURCES COMPANY

UNAUDITED SUPPLEMENTARY INFORMATION — (Continued)
Years Ended December 31, 2005, 2004 and 2003

December 31,
2005 2004 2003
(In thousands)

AFRICA
Oil and gas producing activities:
Future cash inflows . . ...................... $ 718,481 $ 333,091 $ 713,459
Future production costs . .................... (66,151) (75,381) (212,615)
Future development costs. . .................. (250,705) (14,497) (261,413)
Future income tax expense. .. ................ (140,185) (81,680) (17,062)
261,440 161,533 222,369
10% annual discount factor .................. (105,271) (23,520) (98,141)
Standardized measure of discounted future cash
flowS. . . $ 156,169 $ 138,013 $ 124,228
TOTAL
Oil and gas producing activities:
Future cash inflows . . . ......... ... ......... $ 41,208,957  $31,344,288  $20,252.414
Future production costs . .................... (11,748,608) (8,883,850) (5,978,072)
Future development costs(a). .. ............... (3,407,271) (2,118,766) (1,598,021)
Future income tax expense. . . ................ (8,141,823) (6,012,779) (3,309,608)
17,911,255 14,328,893 9,366,713
10% annual discount factor .................. (10,614,358) (7,685,818) (4,783,460)
Standardized measure of discounted future cash
flows. . ... $ 7,296,897 $ 6,643,075 $ 4,583,253

Includes $357.5 million, $258.1 million and $208.1 million of undiscounted future asset retirement
expenditures estimated as of December 31, 2005, 2004 and 2003, respectively, using current estimates of
future abandonment costs. See Notes B and L for corresponding information regarding the Company’s
discounted asset retirement obligations.
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PIONEER NATURAL RESOURCES COMPANY

UNAUDITED SUPPLEMENTARY INFORMATION — (Continued)
Years Ended December 31, 2005, 2004 and 2003

Changes in Standardized Measure of Discounted Future Net Cash Flows

Year Ended December 31,

2005 2004 2003
(In thousands)

Oil and gas sales, net of production costs . .......... $(2,227,267)  $(1,719,990) $(1,136,520)
Net changes in prices and production costs . . ........ 3,932,683 2,082,706 670,165
Extensions and discoveries . .. ................... 459,251 302,794 413,777
Development costs incurred during the period . . . ... .. 446,978 249,890 202,396
Sales of minerals-in-place. ...................... (1,492,864) (14,222) —
Purchases of minerals-in-place ................... 645,315 2,058,195 198,442
Revisions of estimated future development costs . . . . .. (907,229) (447,828) (444,726)
Revisions of previous quantity estimates . . .......... (595,873) 140,950 458,468
Accretion of discount . . ......... ... .. .. ... 908,047 644,238 514,608
Changes in production rates, timing and other . . ... ... 78,880 (167,400) (71,557)
Change in present value of future net revenues . ... ... 1,247,921 3,129,333 805,053
Net change in present value of future income taxes . . . . (594,099) (1,069,511) (348,352)

653,822 2,059,822 456,701
Balance, beginning of year . . .................... 6,643,075 4,583,253 4,126,552
Balance, end of year. .. ......... .. ... ... . ... $ 7,296,897 $ 6,643,075 $ 4,583,253
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PIONEER NATURAL RESOURCES COMPANY

UNAUDITED SUPPLEMENTARY INFORMATION — (Continued)
Years Ended December 31, 2005, 2004 and 2003

Selected Quarterly Financial Results

The following table provides selected quarterly financial results for the years ended December 31, 2005 and

2004:

Quarter

First

Second

Third

Fourth

(In thousands, except per share data)

Year ended December 31, 2005:

Oil and gas revenues, as reported. . . ......... $520,312  $544,600  $558,382  $622,207
Less discontinued operations . ............ (19,948) (9,876) — —
Total oil and gas revenues, as restated ... ... $500,364  $534,724  $558,382  $622,207

Total revenues, as reported. . .. ............. $550,866  $592,644  $568,236  $691,301
Less discontinued operations . ............ (19,948) (9,876) — —
Total revenues, as restated . .. ............ $530,918  $582,768  $568,236  $691,301

Total costs and expenses, as reported . . ... .... $414,346  $387,125  $421,166  $452.,851
Less discontinued operations . ............ (11,655) (6,069) — —
Total costs and expenses, as restated. . ... ... $402,691  $381,056  $421,166  $452,851

Netincome ... ..........ciiiiinin. .. $ 84,657 $185,559  $123,573  $140,779

Net income per share:

BasiC. o oo e e $ 59 $ 132 90 § 111
Diluted . ............ . . . ... $ 58 $ 1.28 88 $  1.08
Year ended December 31, 2004:

Oil and gas revenues, as reported. . . ......... $435,527  $435,930 $441,724  $519,482
Less discontinued operations . ............ (14,942) (16,346) (16,149) (17,855)
Total oil and gas revenues, as restated . . . ... $420,585  $419,584  $425,575  $501,627

Total revenues, as reported. . .. ............. $437,249  $437,308  $443,151  $529,068
Less discontinued operations . ............ (14,942) (16,346) (16,149) (17,855)
Total revenues, as restated . .. ............ $422.307  $420,962  $427,002  $511,213

Total costs and expenses, as reported . . ... .... $337,284  $315,847  $338,708  $375,724
Less discontinued operations . ............ (13,526) (11,472) (11,673) (12,501)
Total costs and expenses, as restated. . ... ... $323,758  $304,375  $327,035  $363,223

Netincome . ............oiiiiinn.. $ 60,188 $ 69,702 $ 80,916  $102,048

Net income per share:

Basic. .. ... $ 51 .59 .68 1
Diluted . ....... ... .. ... ... $ .50 .58 .67 .69

During May and August 2005, the Company sold certain Canadian and United States Gulf of Mexico shelf
assets, respectively, that qualified as discontinued operations pursuant to SFAS 144. In accordance with SFAS 144,
the Company reclassified the results of operations and gains on the sales of the divested assets from continuing
operations to discontinued operations in the Company’s consolidated statements of operations. See Note V of Notes
to Consolidated Financial Statements for additional information regarding these divestitures that gave rise to the

adjustments in the tables above.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of disclosure controls and procedures. The Company’s management, with the participation of
its principal executive officer and principal financial officer, have evaluated, as required by Rule 13a-15(b) under
the Exchange Act, the Company’s disclosure controls and procedures (as defined in Exchange Act Rule 13a-15(e))
as of the end of the period covered by this Report. Based on that evaluation, the principal executive officer and
principal financial officer concluded that the design and operation of the Company’s disclosure controls and
procedures are effective in ensuring that information required to be disclosed by the Company in the reports that it
files or submits under the Exchange Act is recorded, processed, summarized and reported within the time periods
specified in the SEC’s rules and forms.

Changes in internal control over financial reporting. There have been no changes in the Company’s
internal control over financial reporting (as defined in Rule 13a-15(f) under the Exchange Act) that occurred during
the Company’s last fiscal quarter that have materially affected or are reasonably likely to materially affect the
Company’s internal control over financial reporting.

MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of the Company is responsible for establishing and maintaining adequate internal control
over financial reporting. The Company’s internal control over financial reporting is a process designed under the
supervision of the Company’s Chief Executive Officer and Chief Financial Officer to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of the Company’s financial statements for
external purposes in accordance with generally accepted accounting principles.

As of December 31, 2005, management assessed the effectiveness of the Company’s internal control over
financial reporting based on the criteria for effective internal control over financial reporting established in “Internal
Control — Integrated Framework™, issued by the Committee of Sponsoring Organizations of the Treadway
Commission. Based on the assessment, management determined that the Company maintained effective
internal control over financial reporting as of December 31, 2005, based on those criteria.

Ernst & Young LLP, the independent registered public accounting firm that audited the consolidated financial
statements of the Company included in this Annual Report on Form 10-K, has issued an attestation report on
management’s assessment of the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2005. The report, which expresses unqualified opinions on management’s assessment and on the
effectiveness of the Company’s internal control over financial reporting as of December 31, 2005, is included in this
Item under the heading “Report of Independent Registered Public Accounting Firm on Internal Control Over
Financial Reporting”.
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REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The Board of Directors and Stockholders of
Pioneer Natural Resources Company:

We have audited management’s assessment, included in the accompanying Management’s Report on Internal
Control Over Financial Reporting, that Pioneer Natural Resources Company and subsidiaries (the “Company”)
maintained effective internal control over financial reporting as of December 31, 2005, based on criteria established
in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (the “COSO criteria”). The Company’s management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal control
over financial reporting. Our responsibility is to express an opinion on management’s assessment and an opinion on
the effectiveness of the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing
such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, management’s assessment that the Company maintained effective internal control over
financial reporting as of December 31, 2005, is fairly stated, in all material respects, based on the COSO criteria.
Also, in our opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2005, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets as of December 31, 2005 and 2004 and the related consolidated
statements of operations, stockholders’ equity, cash flows and comprehensive income for each of the three years in
the period ended December 31, 2005 of the Company and our report dated February 15, 2006 expressed an
unqualified opinion thereon.

Ernst & Young LLP

Dallas, Texas
February 15, 2006
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ITEM 9B. OTHER INFORMATION

In November 2005 the Compensation and Management Development Committee of the Board established
2006 base salaries and bonus targets for the Company’s Chief Executive Officer and four most highly compensated
executive officers other than its Chief Executive Officer, as described below. Determination of the most highly
compensated executive officers is made by reference to total annual salary and bonus for 2005. The 2006 bonus
target is shown as a percentage of 2006 base salary, and the actual amount paid may be at, above or below the target
level:

Name and Position 2006 Base Salary 2006 Bonus Target

Scott D. Sheffield, Chairman and Chief Executive Officer. . . ... $850,000 100%
Timothy L. Dove, President and Chief Operating Officer . .. ... $525,000 85%
A.R. Alameddine, Executive Vice President, International

NegOtAtIONS .« .+« v vttt e et e e e e $340,000 65%
Chris J. Cheatwood, Executive Vice President — Worldwide

EXplOration . . . ... vt $340,000 65%
Danny L. Kellum, Executive Vice President — Domestic

OPErations. . . ... vttt e $340,000 65%

PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information required in response to this item will be set forth in the Company’s definitive proxy statement
for the annual meeting of stockholders to be held during May 2006 and is incorporated herein by reference.
ITEM 11. EXECUTIVE COMPENSATION

The information required in response to this item will be set forth in the Company’s definitive proxy statement
for the annual meeting of stockholders to be held during May 2006 and is incorporated herein by reference.
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

AND RELATED STOCKHOLDER MATTERS

See “Item 5. Market for Registrant’s Common Stock, Related Stockholder Matters and Issuer Purchases of
Equity Securities” for information regarding the Company’s equity compensation plans. The remaining information
required in response to this item will be set forth in the Company’s definitive proxy statement for the annual meeting
of stockholders to be held during May 2006 and is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The remaining information required by Item 404 of Regulation S-K in response to this item will be set forth in
the Company’s definitive proxy statement for the annual meeting of stockholders to be held during May 2006 and is
incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required in response to this item will be set forth in the Company’s definitive proxy statement
for the annual meeting of stockholders to be held during May 2006 and is incorporated herein by reference.
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PART 1V

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(a) Listing of Financial Statements
Financial Statements

The following consolidated financial statements of the Company are included in “Item 8. Financial Statements
and Supplementary Data”:

Report of Independent Registered Pubic Accounting Firm

Consolidated Balance Sheets as of December 31, 2005 and 2004

Consolidated Statements of Operations for the Years Ended December 31, 2005, 2004 and 2003
Consolidated Statements of Stockholders’ Equity for the Years Ended December 31, 2005, 2004 and 2003
Consolidated Statements of Cash Flows for the Years Ended December 31, 2005, 2004 and 2003
Consolidated Statements of Comprehensive Income for the Years Ended December 31, 2005, 2004 and 2003
Notes to Consolidated Financial Statements

Unaudited Supplementary Information

(b) Exhibits

The exhibits to this Report required to be filed pursuant to Item 15(c) are included in the Company’s Form 10-K
filed with the SEC on February 17, 2006.

(¢) Financial Statement Schedules

No financial statement schedules are required to be filed as part of this Report or they are inapplicable.
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Shareholder Information
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New York Stock Exchange
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