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Financial and Operating Highlights

(In millions, except per share data, unless otherwise indicated) 2005 2004 P{0[0K]
Net Operating REVENUES . . . ... ..ottt et e e e e et e e e e $ 3,620 $ 2,271 $ 1,745
Income Before Interest and TaXeS . . . . oot vt ot e e e e $ 2,028 $ 989 $ 713
Net Income Available to COMMON . . . . .ot oottt e e e e e $ 1,252 $ 614 $ 419
Total Exploration and Development Expenditures. .. ... .............ccuon... $ 1,878 $ 1,510 $ 1,333
Wellhead Statistics
Natural Gas Volumes (MMcfd) . ... ... ..ttt 1,216 1,036 955
Natural Gas Prices (B/MCT) . .. .. ot $ 6.62 $ 4.86 $ 4.40
Crude Oil and Condensate Volumes (MBbld) ............................ 28.6 27.4 23.2
Crude Oil and Condensate Prices (3/Bbl) . ....... ... ... ... . $ 54.63 $ 40.22 $ 29.92
Natural Gas Liquids Volumes (MBbId). . . .. ......... ..., 7.5 5.6 3.8
Natural Gas Liquids Prices ($/Bbl) . .. ... ... ... i $ 35.59 $27.13 $ 21.13
NYSE Price Range ($/Share) ®
High . o e $ 82.00 $ 38.25 $ 23.76
oW .« ottt e $ 32.05 $21.23 $ 17.85
ClOSE . e ettt e e e e e $ 73.37 $ 35.68 $ 23.09
Cash Dividends Per Common Share Declared® . . ... ........................ $ 0.160 $0.120 $ 0.095
Diluted Average Number of Common Shares Outstanding®. . .................. 244.0 238.4 233.0

(1) Price Per Share, Cash Dividends Per Common Share Declared and Diluted Average Number of Common Shares Outstanding are
restated for the two-for-one stock split effective March 1, 2005.

The Company

EOG Resources, Inc. is one of
the largest independent (non-
integrated) oil and natural gas
companies in the United States
with proved reserves in the
United States, Canada, offshore
Trinidad and the United Kingdom
North Sea. EOG Resources, Inc.
is listed on the New York Stock
Exchange and is traded under
the ticker symbol “EOG.”

On The Cover

EOG reported outstanding
results for 2005 as it continued
to build its broad resource
base across North America, as
well as in Trinidad and the
United Kingdom North Sea.

Highlights

For 2005, EOG reported net income
available to common of $1,252 million
as compared to $614 million for 2004.

Total company production increased
16.2 percent on a daily basis in 2005
as compared to 2004. For 2006, EOG
is targeting a 10.5 percent total
production increase, which includes an
increase of 16.5 percent from United
States and Canadian natural gas.

At December 31, 2005, total company
reserves were approximately 6.2 Tcfe,
an increase of 548 Bcfe, or almost 10
percent higher than 2004. From drilling
alone, EOG added 1,046 Bcfe of
reserves.

In the Fort Worth Basin Barnett Shale,
where it holds more than 500,000 net
acres, EOG plans to increase its overall
drilling activity across the play,
including the western counties of Jack,
Erath and Hood.

In Trinidad during 2005, EOG
commenced natural gas production to
supply feedstock for the M5000
Methanol Plant, which commenced
operation in September, and the

Atlantic LNG Train 4, which began
taking gas in December during pre-
startup operations.

EOG reported its first full year of
production in 2005 from the United
Kingdom North Sea. Production
averaged 40 MMcfed.

In 2005, EOG achieved a 35.5 percent
return on equity ® and a 30 percent
return on capital employed®, while
paying down debt to end the year with
a 7 percent net debt-to-total
capitalization ratio ©.

Following a 33 percent increase in
2005, EOG’s Board of Directors again
increased the cash dividend on the
common stock. Effective with the
dividend payable on April 28, 2006

to record holders as of April 13, 2006,
the quarterly dividend on the common
stock will be $0.06 per share. This
reflects a 50 percent increase to an
indicated annual rate of $0.24 per
share, the sixth increase in seven years.

(2) Refer to reconciliation schedules on page

55.

Information regarding forward-looking statements is on page 21 of this annual report
to shareholders.

For a glossary of terms see page 56.



Letter to Shareholders

We Have the Resources for the Future

he robust commodity prices of

2005 drove a clear demarcation

in the stock market between

energy companies such as EOG Resources that
have the resources for the future and those that
lack valuable long-term reinvestment
opportunities. It isn’t by chance or luck that
EOG Resources has developed into an even
stronger resource company. The effectiveness
of our long-term approach to the exploration
and production business, which produced
outstanding financial and operational results in
2005, has been realized.

Over the six-year period since EOG became
an independent company, the strategy
articulated annually in the letter to shareholders
has remained remarkably consistent. We have
reiterated the company’s relentless pursuit of
capturing high rate of return assets — weighted
in favor of natural gas reserves — in politically
secure areas.

At EOG, we have accomplished a
great deal:

e By perfecting new techniques in both

exploration and development, we have

Mark G. Papa Edmund P.
Chairman and Segner, lll
Chief Executive President and  President, President,

Gary L. Thomas Loren M. Leiker
Executive Vice Executive Vice

Officer Chief of Staff ~ Operations Exploration and

Development

identified significant North American
resource plays that competitors have
overlooked or underestimated,

EOG has aggressively strengthened its rich
reserve portfolio throughout the United
States and Canada, in addition to realizing
meaningful opportunities in Trinidad and the
United Kingdom North Sea, and

With a focus on returns, EOG has pursued
organic production growth rather than
seeking lower return large-scale
acquisitions and mergers to bolster

reserves and production.
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Delivering On Our Promises

The marketplace rewarded EOG’s tenacity based on
both its robust 2005 results and the recognition of its
skill in identifying and developing resource plays that
should be powerful growth engines for years to come.

EOG reported one of the very highest financial

returns of the large cap peer group with 35.5

percent return on equity ® and 30 percent return
on capital employed® in 2005. Compared to the

same benchmark group, EOG delivered the



highest return to shareholders® — 106 percent,
ranking number four in the S&P 500 Index.

EOG reported net income available to
common of $1,252 million in 2005, compared to
$614 million for 2004. At year-end 2005, the
company reported a debt-to-total capitalization
ratio® of 19 percent, compared to 27 percent at
December 31, 2004. The net debt-to-total
capitalization ratio® was only 7 percent at year-
end 2005.

Total company daily production increased
16.2 percent in 2005 over 2004, all organic
growth achieved through the drillbit. This included

a 12 percent increase in natural gas production

2005 Comparative EOG Net Income
Return to Available to Common
Shareholders(® (Millions)

106% $1,252

66%
$614
$419
5% $76
EOG  Peers* S&P 500 02 03 04 05

“S&P 500 0il & Gas Exploration Index

on a daily basis from the United States and
Canada. Total daily production increased 40
percent last year from the United Kingdom North
Sea and Trinidad, where EOG is supplying natural
gas that is used as feedstock for the M5000
Methanol Plant and the Atlantic LNG Train 4, both
of which started up during 2005.

Building on its firmly established North
American asset base, during 2005 EOG
underscored that the Barnett Shale Play in the
Fort Worth Basin is a substantial company
resource. By extending the play well beyond its
conventional limits using horizontal drilling and
enhanced completion technology, EOG has
become an industry leader in the Fort Worth
Basin Barnett Shale with over 500,000 net acres
under lease across multiple counties. Applying
the same parameters as it did to the Barnett
Shale, EOG has accreted positions in new
potential North American resource plays that will

be tested over the course of 2006.

Our Employees Make the Difference
At EOG, it is not a cliché — our employees do

make the difference. They represent an invaluable

2005 Annual Report to Shareholders 3



resource for the future, as important as the
reserves that we seek to develop. EOG has
created a fast-paced, exciting environment
across the company in which the science of
exploration and production thrives. Our creative,
hardworking prospectors and those who support
them not only utilize the latest technology
available in the market, they adapt and modify it
to meet EOG’s needs, thereby producing
outstanding results.

We are proud of our EOG workforce. Our
men and women not only care about
performing their jobs extraordinarily well, they
are concerned about the safety and welfare of
those around them and the communities in
which they live and work. It was an employee-
driven effort that galvanized EOG’s effort to
raise $1 million to help those whose lives were
torn apart by Hurricane Katrina and Hurricane
Rita. The management team and board of
directors recognize and encourage the unique
individual contributions of our top-notch

people to EOG’s success.

Our Goals for 2006 and Beyond
EOG will never be satisfied with the status quo.
To be the best — not the biggest —
independent exploration and production
company in North America remains our goal.
EOG defines ‘best’ in simple terms —
generating the highest total shareholder returns.
In addition, we strive to be the most profitable
independent exploration and production
company in terms of return on equity and return
on capital employed.

Because we see no significant long-term

change in the global natural gas and oil supply

Year-End Debt-to-Total EOG Daily Production
Capitalization Ratio (MMcfed)

4% 1,433

1,233
33%
1,086 1,117

2%

19%

02 03 04 05
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Uinta Basin

The Rocky Mountain area
represents one of the
company's resources for
the future as EOG pursues
a consistent strategy of
organic growth.

At year-end 2005,
EOG’s total company
reserves were

9.7%

higher than in 2004

fundamentals, EOG will continue its consistent
strategy of building the company for the future by
focusing on our strong organic growth platform
rather than making decisions based on short-term
fluctuations in the financial and energy markets.

Based on our deep prospect inventory, EOG is

targeting an increase in total company production

of 10.5 percent for 2006 compared to 2005, while
we expect to achieve a 7 to 11 percent annual

production increase between 2007 and 2010. In

2005 Annual Report to Shareholders




Fort Worth Basin
Barnett Shale

With more than 500,000 net
acres under lease and a
multi-year drilling program
underway, EOG is a major
player in this dynamic Fort
Worth Basin resource.

EOG is targeting

10.5%

total company
organic
production
growth in 2006

North America, contributions from both the Fort

Worth Basin Barnett Shale and our other extensive
captured assets will fuel this increase.

We will further expand EOG’s position in
multiple North American resource plays through
the application of horizontal drilling. We will also
continue to seek additional new prospects on this
continent. We expect EOG’s Trinidad and United
Kingdom assets, which already are well on the

way to emulating the company’s success in the

6 EOG Resources, Inc.



United States and Canada, to gather

additional momentum.

EOG will continue to place a high

emphasis on superior reinvestment rates of

return from our capital program and wisely

utilize any free cash flow. We will operate with

a low level of debt, providing our company

with the flexibility to consider different

reinvestment opportunities that include adding

acreage, further developing existing drilling

programs and identifying possible big-target

resource plays. We will work hard to maintain

the company’s reputation as a low-cost

EOG Total Exploration
and Development
Expenditures
(Millions)

EOG Year-End Reserves
(Bcfe)

$1,878

$1,510
$1,333

$836

02 03 04 05

Trinidad/United Kingdom/
Other International

M United States and Canada

6,194

5,647
5,216

4,602

02 03 04 05
M United Kingdom
Trinidad
W United States and Canada

operator and a financially conservative

organization with high ethical standards.

Looking Forward

Industry-wide, we expect the valuation chasm
to widen between companies like EOG
Resources that can grow organically through
the drillbit and those that are short of attractive
reinvestment opportunities. EOG has the
resources to maintain long-term performance
and sustainability that will translate into
superior shareholder value for the future. While
consistency will remain our company’s
hallmark, the word ‘resources’ in our name is

EOG'’s pledge of performance yet to come.

Mark G. Papa

Chairman and Chief Executive Officer
February 22, 2006

(2) Refer to reconciliation schedules on page 55.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

OVERVIEW

EOG Resources, Inc. (EOG) is one of the largest independent (non-integrated) oil and natural gas companies in the United
States with proved reserves in the United States, Canada, offshore Trinidad and the United Kingdom North Sea. EOG operates
under a consistent strategy which focuses predominantly on achieving a strong reinvestment rate of return, drilling internally
generated prospects, delivering long-term production growth and maintaining a strong balance sheet.

Net income available to common for 2005 of $1,252 million was up 104% compared to 2004 net income available to
common of $614 million, attributable primarily to higher commodity prices and increased production. At December 31, 2005,
EOG'’s total reserves were 6.2 trillion cubic feet equivalent, an increase of 548 Bcfe from December 31, 2004.

Operations

Several important developments have occurred since January 1, 2005.

United States and Canada. The Fort Worth, Texas office was opened in 2004 to expand on EOG'’s drilling success in the
Barnett Shale play of the Fort Worth Basin. EOG has successfully expanded the play beyond its conventional limits by using
horizontal drilling and enhanced completion technology. By year-end 2005, EOG had over 500,000 acres under lease in several
counties. EOG plans on substantially increasing its drilling program in 2006.

EOG's effort to identify plays with larger reserve potential has proven a successful supplement to its base development and
exploitation program in the United States and Canada. EOG plans to continue to drill numerous wells in large acreage plays,
which in the aggregate are expected to contribute substantially to EOG’s crude oil and natural gas production. EOG has several
larger potential plays under way in Wyoming, Utah, Texas, Oklahoma and western Canada.

International. During 2005, EOG commenced natural gas production in Trinidad to supply two new long-term contracts.
First, EOG is supplying natural gas that is being used as feedstock for the M5000 methanol plant which commenced operations
in September 2005. Second, ALNG began taking gas in December 2005, prior to commercial operations, and volumes supplied
by EOG during this pre-start up period have been higher than EOG’s contractual rate.

Although EOG continues to focus on United States and Canada natural gas, EOG sees an increasing linkage between
United States and Canada natural gas demand and Trinidad natural gas supply. For example, LNG imports from existing and
planned facilities in Trinidad are serious contenders to meet increasing United States demand. In addition, ammonia, methanol
and chemical production has been relocating from the United States and Canada to Trinidad, driven by attractive natural gas
feedstock prices in the island nation. EOG believes that its existing position with the supply contracts to the two ammonia
plants, the new methanol plant and the ALNG, will continue to give its portfolio an even broader exposure to United States and
Canada natural gas fundamentals.

In 2005, EOG continued its progress in the Southern Gas Basin of the United Kingdom North Sea. Production commenced
in January 2005 from the Arthur 1 well and in July 2005 from the Arthur 2 well. The Arthur 3 well is expected to spud in the first
half of 2006. EOG expects only modest activity in 2006 due to the difficulty in obtaining rigs in the North Sea.

Capital Structure

As noted, one of management’s key strategies is to keep a strong balance sheet with a consistently below average debt-
to-total capitalization ratio. At December 31, 2005, EOG’s debt-to-total capitalization ratio was 19%, down from 27% at year-
end 2004. By primarily utilizing cash provided from its operating activities and proceeds from stock options exercised in 2005,
EOG funded its $1,858 million exploration and development expenditures, paid down $93 million of debt and paid dividends to
common shareholders of $36 million. In addition, in 2006, EOG’s Board of Directors increased the cash dividend on common
stock to an annual rate of $0.24 per share, which represents a 50% increase in the annual cash dividend. As management
currently assesses price forecast and demand trends for 2006, EOG believes that operations and capital expenditure activity
can essentially be funded by cash from operations.

For 2006, EOG’s estimated exploration and development expenditure budget is approximately $2.5 billion, excluding
acquisitions. United States and Canada natural gas continues to be a key component of this effort. When it fits EOG’s strategy,
EOG will make acquisitions that bolster existing drilling programs or offer EOG incremental exploration and/or production
opportunities. Management believes that EOG continues to maintain one of the strongest prospect inventories in EOG’s history.

The following review of operations for each of the three years in the period ended December 31, 2005 should be read in
conjunction with the consolidated financial statements of EOG and notes thereto.

2005 Annual Report to Shareholders 11



RESULTS OF OPERATIONS
Net Operating Revenues

During 2005, net operating revenues increased $1,349 million to $3,620 million from $2,271 million in 2004. Total wellhead
revenues, which are revenues generated from sales of natural gas, crude oil, condensate and natural gas liquids, increased
$1,306 million, or 57%, to $3,607 million as compared to $2,301 million in 2004. Natural gas, crude oil, condensate and natural
gas liquids revenues solely represent wellhead revenues for these products. Wellhead volume and price statistics for the years
ended December 31, were as follows:

2005 2004 2003
Natural Gas Volumes (MMcfd)
United States . . ... ..o 718 631 638
CaANAda. . ..t e 228 212 165
Trinidad . ... e 231 186 152
United Kingdom . . . . ... e 39 7 -
L 1,216 1,036 955
Average Natural Gas Prices ($/Mcf)
United States . . ... ..t $ 7.86 $ 5.72 $ 5.06
{72 g - Lo F- . 7.14 5.22 4.66
Trinidad . . ... 2.20" 1.51 1.35
United Kingdom . . . . ... e 6.99 5.14 -
COMPOSIHE . . . ..o e 6.62 4.86 4.40
Crude Oil and Condensate Volumes (MBbld)
United States . . ... ..o 215 21.1 18.5
CaNada. . ..t e 2.4 2.7 2.3
Trinidad . ... e 4.5 &5 2.4
United Kingdom . . . . ... e 0.2 - -
L 28.6 27.4 23.2
Average Crude Oil and Condensate Prices ($/Bbl)
UNited SEALES . .« v vt vttt ettt et e e $ 54.57 $ 40.73 $ 30.24
CaNAA. . . ot 50.49 37.68 28.54
Trinidad . ... e 57.36 39.12 28.88
United Kingdom . . . . ... 49.62 - -
COMPOSIHE . . . ..o e 54.63 40.22 29.92
Natural Gas Liquids Volumes (MBbld)
United States . . ... ..o 6.6 4.8 3.2
CaNAA. . . ot 0.9 0.8 0.6
Total . . .. e e 7.5 5.6 3.8
Average Natural Gas Liquids Prices ($/Bbl)
United States . . ... ..o $ 35.59 $ 27.79 $ 21.53
[ = g P= o - 35.59 23.23 19.13
COMPOSIE . . . ..o e 35.59 27.13 21.13
Natural Gas Equivalent Volumes (MMcfed)
United States. . . ... e 886 786 768
CaANAA. . . et 248 233 183
Trinidad . ... s 259 207 166
United Kingdom. . . .. ..o 40 7 -
Total. . .o 1,433 1,233 1,117
Total Befe Deliveries . . .. ... ... . .. 523.0 451.5 407.8

(1) Includes $0.23 per Mcf as a result of a revenue adjustment related to an amended Trinidad take-or-pay contract.

2005 compared to 2004. Wellhead natural gas revenues for 2005 increased $1,097 million, or 60%, to $2,939 million from
$1,842 million for 2004 due to a higher composite average wellhead natural gas price ($763 million), increased natural gas
deliveries ($315 million) and a second quarter 2005 revenue adjustment related to an amended Trinidad take-or-pay contract
($19 million). The composite average wellhead natural gas price increased 36% to $6.62 per Mcf for 2005 from $4.86 per Mcf
in 2004. Excluding the aforementioned adjustment, the composite average wellhead natural gas price increased 35% to $6.58
per Mcf for 2005. This adjustment increased the average Trinidad wellhead natural gas price by $0.23 per Mcf for 2005.

Natural gas deliveries increased 180 MMcfd, or 17%, to 1,216 MMcfd for 2005 from 1,036 MMcfd in 2004. The increase was
due to higher production of 87 MMcfd in the United States, 45 MMcfd in Trinidad, 32 MMcfd in the United Kingdom and 16 MMcfd
in Canada. The increase in the United States was primarily attributable to increased production from Texas (63 MMcfd) and Louisiana
(20 MMcfd). The increase in Trinidad was due to the increased contractual requirements and demand related to the ammonia and
methanol plants. The increase in the United Kingdom was due to the commencement of production from the Arthur field in January
2005 (24 MMcfd) and the full year production from the Valkyrie field, which commenced production in August 2004 (8 MMcfd). The
increase in Canada was attributable to the drilling program, primarily in the Wapiti, Drumheller and Connorsville areas.

12 EOG Resources, Inc.



Wellhead crude oil and condensate revenues increased $168 million, or 42%, to $571 million from $403 million as compared
to 2004, due to increases in both the composite average wellhead crude oil and condensate price ($151 million) and the
wellhead crude oil and condensate deliveries ($17 million). The composite average wellhead crude oil and condensate price for
2005 was $54.63 per barrel compared to $40.22 per barrel for 2004.

Natural gas liquids revenues increased $42 million, or 76%, to $97 million from $55 million as compared to 2004, due to
increases in the composite average price ($23 million) and deliveries ($19 million).

During 2005, EOG recognized gains on mark-to-market financial commodity derivative contracts of $10 million, which
included realized gains of $10 million. During 2004, EOG recognized losses on mark-to-market financial commodity derivative
contracts of $33 million, which included realized losses of $82 million and collar premium payments of $1 million.

2004 compared to 2003. Wellhead natural gas revenues for 2004 increased $307 million, or 20%, to $1,842 million from
$1,535 million for 2003 due to increases in natural gas deliveries ($134 million) and the composite average wellhead natural gas
price ($173 million). The composite average wellhead natural gas price increased 10% to $4.86 per Mcf for 2004 from $4.40 per
Mcf in 2003.

Natural gas deliveries increased 81 MMcfd, or 8%, to 1,036 MMcfd for 2004 from 955 MMcfd in 2003, due to a 47 MMcfd,
or 28%, increase in Canada; a 34 MMcfd, or 22%, increase in Trinidad; and a 7 MMcfd increase in the United Kingdom due to
commencement of production in August 2004, partially offset by a 7 MMcfd, or 1% decline in the United States. The increased
deliveries in Canada (47 MMcfd) were attributable to property acquisitions completed in the fourth quarter of 2003 and additional
production related to post acquisition drilling. The increase in Trinidad was attributable to the increased production from the U(a)
Block (22 MMcfd) which began supplying natural gas in mid-2004 to the N2000 ammonia plant and commencement of
production from the Parula wells on the SECC Block in February 2004 (12 MMcfd).

Wellhead crude oil and condensate revenues increased $149 million, or 59%, to $403 million from $254 million as compared
to 2003, due to increases in both the composite average wellhead crude oil and condensate price ($103 million) and the
wellhead crude oil and condensate deliveries ($46 million). The composite average wellhead crude oil and condensate price for
2004 was $40.22 per barrel compared to $29.92 per barrel for 2003.

Wellhead crude oil and condensate deliveries increased 4.2 MBbld, or 18%, to 27.4 MBbld from 23.2 MBbld for 2003. The
increase was mainly due to production from new wells in the United States (2.6 MBbld) and higher production in Trinidad from
the Parula wells (0.8 MBbld) and from the U(a) Block as a result of new production (0.4 MBbld).

Natural gas liquids revenues were $26 million higher than a year ago primarily due to increases in deliveries ($14 million)
and the composite average price ($12 million).

During 2004, EOG recognized losses on mark-to-market commaodity derivative contracts of $33 million, which included realized
losses of $82 million and collar premium payments of $1 million. During 2003, EOG recognized losses on mark-to-market commodity
derivative contracts of $80 million, which included realized losses of $45 million and collar premium payments of $3 million.

Operating and Other Expenses
2005 compared to 2004. During 2005, operating expenses of $1,628 million were $336 million higher than the $1,292
million incurred in 2004. The following table presents the costs per Mcfe for the years ended December 31:

2005 2004

Lease and Well, including Transportation ... .. ... .. ... ...ttt $ 0.71 $ 0.60
Depreciation, Depletion and Amortization (DD&A) . . . . ..ottt e 1.25 1.12
General and Administrative (G&A) . . . . .ot it e 0.24 0.25
Taxes Other Than INCOME . . . .. ..o e e e e e e e e e et e e 0.38 0.30
Interest EXpense, Net . . ... e 0.12 0.14
Total Per-Unit COSES ! . . . . ..ottt et e e e e e $ 2.70 $ 2.41

(1) Total per-unit costs do not include exploration costs, dry hole costs and impairments.

The per-unit costs of lease and well, including transportation, DD&A, taxes other than income and interest expense, net for
2005 compared to 2004 were due primarily to the reasons set forth below.

Lease and well expense includes expenses for EOG operated properties, as well as expenses billed to EOG from other
operators where EOG is not the operator of a property. Lease and well expense can be divided into the following categories:
costs to operate and maintain EOG’s oil and natural gas wells, the cost of workovers, transportation costs associated with
selling hydrocarbon products and lease and well administrative expenses. Operating and maintenance expenses include,
among other service costs, pumping services, salt water disposal, equipment repair and maintenance, compression expense,
lease upkeep, fuel and power. Workovers are costs to restore or maintain production from existing wells.

Each of these categories of costs individually fluctuates from time to time as EOG attempts to maintain and increase
production while maintaining efficient, safe and environmentally responsible operations. EOG continues to increase its operating
activities by drilling new wells in existing and new areas. Operating costs within these existing and new areas, as well as the
costs of services charged to EOG by vendors, fluctuate over time.
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Lease and well expenses, including transportation, of $373 million were $102 million higher than 2004 due primarily to
higher operating and maintenance expenses in the United States ($40 million); increased transportation related costs in the
United States ($28 million) and the United Kingdom ($7 million); higher lease and well administrative expenses in the United
States ($11 million); changes in the Canadian exchange rate ($6 million); and higher workover expenditures in the United States
($3 million) and Trinidad ($2 million).

DD&A of the cost of proved oil and gas properties is calculated using the unit-of-production method. EOG’s DD&A rate and
expense are the composite of numerous individual field calculations. There are several factors that can impact an individual field,
such as the field production profile; drilling or acquisition of new wells; disposition of existing wells; reserve revisions (upward
or downward), primarily related to well performance; and impairments. Changes to the individual fields, due to any of these
factors, may cause EOG’s composite DD&A rate and expense to fluctuate from year to year.

DD&A expenses of $654 million were $150 million higher than 2004 primarily as a result of increased production in the
United States ($46 million), Canada ($6 million) and Trinidad ($5 million) and the commencement of production in the United
Kingdom ($14 million). DD&A rates increased in the United States due to a gradual proportional increase in production from
higher cost properties ($59 million) and in Canada predominantly from the development of acquired proved reserves ($9 million).
The Canadian exchange rate also contributed to the DD&A expense increase ($8 million).

Taxes other than income include severance/production taxes, ad valorem/property taxes, payroll taxes, franchise taxes and
other miscellaneous taxes. Taxes other than income of $199 million were $65 million higher than 2004.

Severance/production taxes increased due primarily to increased wellhead revenues in the United States ($41 million),
Trinidad ($7 million) and Canada ($3 million), partially offset by the increase in credits taken for a Texas high cost gas
severance tax exemption ($10 million) and a production tax audit lawsuit in the first quarter of 2004 ($5 million). Other
items contributing to the increase were an additional Trinidadian Supplemental Petroleum Tax expense as a result of 2005
tax legislation that increased the tax expense retroactively to January 2004 ($7 million) and 2004 production tax relief in
Trinidad ($6 million). Ad valorem/property taxes increased primarily due to higher property valuation in the United States
($11 million).

Net interest expense in 2005 included costs associated with the early retirement of 2008 Notes ($8 million) (see Note 2 to
Consolidated Financial Statements). Excluding these early retirement costs, the 2005 net interest expense decreased $8 million
compared to 2004 primarily due to higher capitalized interest ($5 million), an interest charge related to the results of a production
tax audit lawsuit in the first quarter of 2004 ($2 million) and lower average debt balance in the United States ($1 million).

Exploration costs of $133 million were $39 million higher than 2004 due primarily to increased geological and geophysical
expenditures in the Barnett Shale area.

Impairments include amortization of unproved leases, as well as impairments under the Statement of Financial Accounting
Standards (SFAS) No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” which requires an entity to
compute impairments to the carrying value of long-lived assets based on future cash flow analysis. Impairments of $78 million
were $4 million lower than 2004 due primarily to lower amortization of unproved leases in the United States ($12 million) and
lower impairments to the carrying value of certain long-lived assets in Canada ($8 million), partially offset by higher impairments
to the carrying value of certain long-lived assets in the United States ($14 million) and higher amortization of unproved leases
in Canada ($2 million). EOG recorded impairments of $31 million and $25 million for 2005 and 2004, respectively, under SFAS
No. 144 for certain properties in the United States and Canada.

Other income, net of $36 million increased $26 million compared to 2004 primarily as a result of higher gains on sales of
properties ($7 million), interest income ($6 million) and equity income from investments in the CNCL and N2000 ammonia plants
in 2005 ($5 million); decreased net foreign currency transaction losses ($4 million); and a gain on the sale of part of EOG’s
interest in the N2000 ammonia plant in the first quarter of 2005 ($2 million).

Income tax provision of $706 million increased $404 million as compared to 2004, due primarily to higher pre-tax income
($383 million) and income taxes associated with the repatriation of foreign earnings ($24 million). The effective tax rate for 2005
increased to 36% from 33% in 2004.

2004 compared to 2003. During 2004, operating expenses of $1,292 million were $245 million higher than the $1,047
million incurred in 2003. The following table presents the costs per Mcfe for the years ended December 31:

2004 2003

Lease and Well, including Transportation . .. . ... ... ...ttt e $ 0.60 $ 0.52
DD & A . . e e 1.12 1.08
G A, . e 0.25 0.25
Taxes Other Than INCOME . . . . . ..o e e e e e e e e e e 0.30 0.21
Interest EXpPense, Net. . . ... e 0.14 0.14
Total Per-Unit CoStS . . . . .. oot e e e $ 2.41 $ 2.20
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The higher per-unit costs of lease and well, including transportation, DD&A and taxes other than income for 2004 compared
to 2003 were due primarily to the reasons set forth below.

Lease and well expenses, including transportation, of $271 million were $58 million higher than 2003 due primarily to a
general increase in service costs related to increased operating activities, including an increase in the number of wells, in the
United States ($18 million), Canada ($16 million), and Trinidad ($1 million); increased transportation related costs in the United
States ($14 million), Canada ($2 million) and the United Kingdom ($2 million); and changes in the Canadian exchange rate
($5 million).

DD&A expenses of $504 million increased $63 million from 2003 due primarily to increased production in Canada ($18
million), the United States ($10 million), and Trinidad ($4 million); the commencement of production in the United Kingdom ($2
million); increased DD&A rates in the United States due to a gradual proportional increase in production from higher cost
properties ($13 million); increased DD&A rates in Canada mainly from developing acquired proved reserves ($8 million); and
changes in the Canadian exchange rate ($7 million).

G&A expenses of $115 million were $15 million higher than 2003 due primarily to expanded operations.

Taxes other than income of $134 million were $48 million higher than 2003 due primarily to a decrease in credits taken
against severance taxes resulting from the qualification of additional wells for a Texas high cost gas severance tax exemption
($19 million); an increase as a result of higher wellhead revenues in the United States ($13 million), Trinidad ($2 million) and
Canada ($1 million); higher property taxes as a result of higher property valuation in the United States ($6 million); the results of
a production tax audit lawsuit in the first quarter of 2004 ($5 million); and an increase in the number of wells and facilities in
Canada ($2 million).

Exploration costs of $94 million were $18 million higher than 2003 due primarily to increased geological and geophysical
expenditures in the United States ($6 million), Canada ($3 million), the United Kingdom ($3 million) and Trinidad ($1 million); and
increased exploration administrative expenses across EOG ($4 million).

Impairments of $82 million were $8 million lower than 2003 due primarily to lower amortization of unproved leases in the
United States ($10 million), partially offset by higher amortization of unproved leases in Canada ($2 million). Total impairments
under SFAS No. 144 were $25 million in each of 2004 and 2003.

Net interest expense of $63 million was $4 million higher than 2003 due primarily to a slightly higher average debt balance.

Other income (expense), net for 2004 included income from equity investments of $11 million, gains on sales of reserves
and related assets of $6 million and foreign currency transaction losses of $7 million as a result of applying the changes in the
Canadian exchange rate to certain intercompany short-term loans that eliminate in consolidation.

Income tax provision increased $85 million to $301 million compared to 2003, primarily resulting from higher income before
income taxes ($95 million), offset by lower deferred income taxes associated with the Alberta, Canada corporate tax rate ($5
million) and lower effective foreign income tax rates ($2 million). The net effective tax rate for 2004 remained unchanged from
the 2003 rate of 33%.

In November 2003, Canada enacted legislation reducing the Canadian federal income tax rate for companies in the
resource sector from 28% to 27% for 2003, with further reductions to 21% phased in over the next four years. This legislation
also made changes to the tax treatment of crown royalties and the resource allowance. Beginning in 2003, Canadian taxpayers
are allowed to deduct 10% of actual provincial and other crown royalties. This percentage increases each year through 2007,
at which time 100% of crown royalties will be deductible. The resource allowance, a statutory deduction calculated as 25%
of adjusted resource profits, will be phased out through 2007, when the deduction will be completely eliminated.

CAPITAL RESOURCES AND LIQUIDITY
Cash Flow

The primary sources of cash for EOG during the three-year period ended December 31, 2005 included funds generated
from operations, funds from new borrowings, proceeds from sales of treasury stock attributable to employee stock option
exercises and the employee stock purchase plan, proceeds from the sale of oil and gas properties and proceeds from sales of
partial interests in certain equity investments in Trinidad. Primary cash outflows included funds used in operations, exploration
and development expenditures, oil and gas property acquisitions, repayment of debt, dividend payments to shareholders,
redemption of preferred stock and common stock repurchases.

2005 compared to 2004. Net cash provided by operating activities of $2,369 million in 2005 increased $925 million as
compared to 2004 primarily reflecting an increase in wellhead revenues ($1,306 million), a favorable change in the net cash flows
from settlement of financial commodity derivative contracts ($93 million) and favorable changes in working capital and other
liabilities ($35 million), partially offset by an increase in cash operating expenses ($217 million) and an increase in cash paid for
income taxes ($279 million).

Net cash used in investing activities of $1,678 million in 2005 increased by $281 million as compared to 2004 due primarily
to increased additions to oil and gas properties ($308 million) and unfavorable changes in working capital related to investing
activities ($28 million), partially offset by an increase in proceeds from the sale of oil and gas properties in 2005 ($40 million) and
the sale of part of EOG’s interest in the N2000 ammonia plant in 2005 ($18 million). Changes in Components of Working Capital
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Associated with Investing Activities included changes in accounts payable associated with the accrual of exploration and
development expenditures and changes in inventories which represent material and equipment used in drilling and related
activities.

Cash used in financing activities of $72 million in 2005 increased $29 million as compared to 2004. Cash provided by
financing activities for 2005 included a long-term debt borrowing ($250 million) and proceeds from sales of treasury stock
attributable to employee stock option exercises and the employee stock purchase plan ($65 million). Cash used by financing
activities for 2005 included repayments of long-term debt borrowings ($343 million) and cash dividend payments ($43 million).

2004 compared to 2003. Net cash provided by operating activities of $1,444 million in 2004 increased $195 million as
compared to 2003 primarily reflecting an increase in wellhead revenues of $482 million, partially offset by an increase in cash
operating expenses of $139 million, an increase in current tax expense of $72 million, unfavorable changes in working capital
and other liabilities of $48 million and an increase in realized losses from mark-to-market commodity derivative contracts of
$38 million.

Net cash used in investing activities of $1,397 million in 2004 increased by $189 million as compared to 2003 due primarily
to increased additions to oil and gas properties of $171 million and unfavorable changes in working capital related to investing
activities of $12 million. Changes in Components of Working Capital Associated with Investing Activities included changes in
accounts payable associated with the accrual of exploration and development expenditures and changes in inventories which
represent material and equipment used in drilling and related activities.

Cash used in financing activities was $43 million in 2004 versus $57 million in 2003. Cash provided by financing activities
for 2004 included long-term debt borrowing of $150 million and proceeds from sales of treasury stock attributable to employee
stock option exercises and the employee stock purchase plan of $76 million. Cash used by financing activities for 2004 included
repayments of long-term debt borrowings of $175 million, redemption of all 500 outstanding shares of Series D Preferred Stock
of $50 million and cash dividend payments of $38 million.

Total Exploration and Development Expenditures
The table below sets out components of total exploration and development expenditures for the years ended December
31, 2005, 2004 and 20083, along with the total budgeted for 2006, excluding acquisitions (in millions):

Actual Budgeted 2006
Expenditure Category 2005 2004 2003 (excluding acquisitions)
Capital
Drilling and Fagilities. . . ............................ $ 1,458 $1,120 $ 731
Leasehold Acquisitions. . .. ....... ... 131 143 59
Producing Property Acquisitions . .................... 56 52 405
Capitalized Interest . . .. .......... ... i 15 10 9
Subtotal . . ... 1,660 1,325 1,204
Exploration Costs. ... ...t 133 94 76
Dry Hole Costs. . ... ..o e 65 92 41
Exploration and Development Expenditures ............ 1,858 1,511 1,321 Approximately $2,500
Asset Retirement Costs . . .. ... ... 20 16 120
Deferred Income Tax on Acquired Properties . ............. - (17) -
Total Exploration and Development Expenditures. . . $ 1,878 $1,510 $1,333

(1)  Asset Retirement Costs for 2003 does not include the cumulative effect of adoption of SFAS No. 143, “Accounting for Asset Retirement
Obligations” on January 1, 2003.

Exploration and development expenditures of $1,858 million for 2005 were $347 million higher than the prior year due
primarily to (i) increased drilling and facilities expenditures of $338 million resulting from higher drilling and facilities expenditures
in the United States ($377 million) and changes in the Canadian exchange rate related to drilling and facilities expenditures ($17
million), partially offset by decreased drilling and facilities expenditures in the United Kingdom ($24 million), Trinidad ($21 million)
and Canada ($11 million) and; (i) increased exploration costs ($39 million) primarily in the Barnett Shale area; partially offset by
decreased dry hole costs ($27 million). The 2005 exploration and development expenditures of $1,858 million includes $1,300
million in development, $487 million in exploration, $56 million in property acquisitions and $15 million in capitalized interest.
The 2004 exploration and development expenditures of $1,511 million includes $1,009 million in development, $440 million in
exploration, $52 million in property acquisitions and $10 million in capitalized interest. The 2003 exploration and development
expenditures of $1,321 million included $651 million in development, $256 million in exploration, $405 million in property
acquisitions and $9 million in capitalized interest.
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The level of exploration and development expenditures, including acquisitions, will vary in future periods depending on
energy market conditions and other related economic factors. EOG has significant flexibility with respect to financing
alternatives and the ability to adjust its exploration and development expenditure budget as circumstances warrant. There are
no material continuing commitments associated with current expenditure plans.

Derivative Transactions

During 2005, EOG recognized gains on mark-to-market financial commodity derivative contracts of $10 million, which
included realized gains of $10 million. During 2004, EOG recognized losses on mark-to-market financial commodity derivative
contracts of $33 million, which included realized losses of $82 million and collar premium payments of $1 million. (See Note 11
to Consolidated Financial Statements.)

Presented below is a summary of EOG’s 2006 natural gas financial collar and price swap contracts at February 22, 2006.
As indicated, EOG does not have any financial collar or price swap contracts that cover periods beyond October 2006. As of
February 22, 2006, EOG had no crude oil hedges. EOG accounts for these collar and price swap contracts using mark-to-market
accounting.

Natural Gas Financial Contracts

Collar Contracts Price Swap Contracts
Floor Price Ceiling Price
Weighted Weighted Weighted
Average Ceiling Average Average
Volume Floor Range Price Range Price Volume Price

Month (MMBtud) ($/MMBtu) ($/MMBtu) ($/MMBtu) ($/MMBtu) (MMBtud) ($/MMBtu)
February (closed).......... 50,000 $13.65 - 14.50 $14.05 $16.20 - 17.04 $16.59 - $ -
March. .................. 50,000 13.50 - 14.30 13.87 15.95 - 17.05 16.46 170,000 9.54
April ... 50,000 10.00 - 10.50 10.23 12.60 - 13.00 12.77 180,000 9.49
May ..o 50,000 9.75 - 10.00 9.87 12.15 - 12.60 12.31 180,000 9.50
June. ...l 50,000 9.75 - 10.00 9.87 12.20 - 12.60 12.34 180,000 9.54
July. ..o 50,000 9.75 - 10.00 9.87 12.35 - 12.85 12.50 190,000 9.57
August ........... .. ..., 50,000 9.75 - 10.00 9.87 12.50 - 13.00 12.67 190,000 9.63
September............... - - - - - 140,000 9.40
October................. - - - - - 90,000 9.46

Financing

EOG’s debt-to-total capitalization ratio was 19% as of December 31, 2005 compared to 27% as of December 31, 2004.

During 2005, total debt decreased $93 million to $985 million (see Note 2 to Consolidated Financial Statements). The
estimated fair value of EOG’s debt at December 31, 2005 and 2004 was $1,025 million and $1,146 million, respectively. The
estimated fair value was based upon quoted market prices and, where such prices were not available, upon interest rates
currently available to EOG at year-end. EOG’s debt is primarily at fixed interest rates. At December 31, 2005, a 1% decline in
interest rates would result in a $46 million increase in the estimated fair value of the fixed rate obligations (see Note 11 to
Consolidated Financial Statements).

During 2005 and 2004, EOG utilized cash provided by operating activities and commercial paper to fund its operations.
While EOG maintains a $600 million commercial paper program, the maximum outstanding at any time during 2005 was $380
million, and the amount outstanding at year-end was zero. EOG considers this excess availability, which is backed by the $600
million Revolving Credit Agreement with domestic and foreign lenders described in Note 2 to Consolidated Financial
Statements, combined with approximately $688 million of availability under its shelf registration described below, to be ample
to meet its ongoing operating needs.

In 2005, the short-term commercial paper loan balance was reduced by $92 million; the $174 million, 6.00% Notes due
2008 and the remaining $75 million outstanding under the Senior Unsecured Term Loan Facility were repaid primarily with cash
generated from operating activities. On February 17, 2006, a foreign subsidiary of EOG repaid $50 million of the $250 million it
borrowed in 2005 (see Note 2 to Consolidated Financial Statements). During 2006, based on resources available at December
31, 2005, EOG plans to pay off the $126 million, 6.70% Notes due 2006.
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Contractual Obligations
The following table summarizes EOG’s contractual obligations at December 31, 2005 (in thousands):

2012 &

Contractual Obligations Total 2006 2007 - 2009 2010 - 2011 Beyond
Current and Long-Term Debt . .................. $ 985,067 $ 126,075 $ 348,992 $ 220,000 $ 290,000
Non-cancelable Operating Leases . .............. 84,536 40,440 26,934 8,073 9,089
Interest Payments on Current and Long-Term Debt. . 420,466 58,944 126,424 63,670 171,428
Pipeline Transportation Service Commitments®. . . .. 273,185 40,752 93,065 59,081 80,287
Drilling Rig Commitments . ..................... 182,955 75,624 107,331 - -
Seismic Purchase Obligations. . ................. 3,479 3,479 - - -
Other Purchase Obligations . ................... 7,072 5,837 1,235 = =
Total Contractual Obligations. .. .............. $ 1,956,760 $ 351,151 $ 703,981 $ 350,824 $ 550,804

(1)  This table does not include the liability for dismantlement, abandonment and restoration costs of oil and gas properties. Effective with adoption of
SFAS No. 143, “Accounting for Asset Retirement Obligations” on January 1, 2003, EOG recorded a separate liability for the fair value of this asset
retirement obligation (see Note 13 to Consolidated Financial Statements). In addition, this table does not include EOG’s pension or postretirement
benefit obligations (see Note 6 to Consolidated Financial Statements).

(2) Amounts shown are based on current pipeline transportation rates and the foreign currency exchange rates used to convert Canadian Dollars and
British Pounds into United States Dollars at December 31, 2005. Management does not believe that any future changes in these rates before the
expiration dates of these commitments will have a material adverse effect on the financial condition or results of operations of EOG.

Shelf Registration

As of February 22, 2006, the amount available under various filed registration statements with the Securities and Exchange
Commission for the offer and sale from time to time of EOG debt securities, preferred stock and/or common stock totaled
approximately $688 million.

Off-Balance Sheet Arrangements

EOG does not participate in financial transactions that generate relationships with unconsolidated entities or financial
partnerships. Such entities, often referred to as variable interest entities (VIE) or special purpose entities (SPE), are generally
established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited purposes.
EOG was not involved in any unconsolidated VIE or SPE financial transactions during any of the reporting periods in this
document and has no intention to participate in such transactions in the foreseeable future.

Foreign Currency Exchange Rate Risk

During 2005, EOG was exposed to foreign currency exchange rate risk inherent in its operations in foreign countries,
including Canada, Trinidad and the United Kingdom. The foreign currency most significant to EOG’s operations during 2005 was
the Canadian Dollar. The continued strengthening of the Canadian Dollar in 2005 impacted both the revenues and expenses of
EOG’s Canadian subsidiaries. However, since the Canadian natural gas prices are largely correlated to United States prices, the
changes in the Canadian currency exchange rate have less of an impact on the Canadian revenues than the Canadian expenses.
EOG continues to monitor the foreign currency exchange rates of countries in which it is currently conducting business and may
implement measures to protect against the foreign currency exchange rate risk.

Effective March 9, 2004, EOG entered into a foreign currency swap transaction with multiple banks to eliminate any
exchange rate impacts that may result from the notes offered by one of the Canadian subsidiaries on the same date (see Note
2 to Consolidated Financial Statements). EOG accounts for the foreign currency swap transaction using the hedge accounting
method, pursuant to the provisions of SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” as
amended by SFAS Nos. 137, 138 and 149. Under those provisions, as of December 31, 2005, EOG recorded the fair value of
the swap of $36 million in Other Liabilities on the Consolidated Balance Sheets. Changes in the fair value of the foreign currency
swap resulted in no net impact to Net Income Available to Common on the Consolidated Statements of Income and
Comprehensive Income. The after-tax net impact from the foreign currency swap transaction resulted in a negative change of
$5 million for the year ended December 31, 2005. This amount is included in Accumulated Other Comprehensive Income in the
Shareholders’ Equity section of the Consolidated Balance Sheets.
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Outlook

Natural gas prices historically have been volatile, and this volatility is expected to continue. Uncertainty continues to exist
as to the direction of future United States and Canada natural gas and crude oil price trends, and there remains a rather wide
divergence in the opinions held by some in the industry. In EOG’s opinion, overall natural gas production in the United States is
declining. In addition, the increasing recognition of natural gas as a more environmentally friendly source of energy is likely to
result in increases in demand. Being primarily a natural gas producer, EOG is more significantly impacted by changes in natural
gas prices than by changes in crude oil and condensate prices. Longer term natural gas prices will be determined by the supply
and demand for natural gas as well as the prices of competing fuels, such as oil and coal.

Assuming a totally unhedged position for 2006, based on EOG’s tax position and the portion of EOG’s anticipated natural
gas volumes for 2006 for which prices have not been determined under long-term marketing contracts, EOG’s price sensitivity
for each $0.10 per Mcf change in average wellhead natural gas price is approximately $24 million for net income and operating
cash flow. EOG is not impacted as significantly by changing crude oil price. EOG’s price sensitivity in 2006 for each $1.00 per
barrel change in average wellhead crude oil prices is approximately $6 million for net income and operating cash flow. For
information regarding EOG’s natural gas hedge position as of December 31, 2005, see Note 11 to Consolidated Financial
Statements.

Marketing companies have played an important role in the United States and Canada natural gas market. These companies
aggregate natural gas supplies through purchases from producers like EOG and then resell the gas to end users, local
distribution companies or other buyers. In recent years, several of the largest natural gas marketing companies have filed for
bankruptcy or are having financial difficulty, and others are exiting this business. EOG does not believe that this will have a
material effect on its ability to market its natural gas production. EOG continues to assess and monitor the creditworthiness of
partners to whom it sells its production and where appropriate, to seek new markets.

EOG plans to continue to focus a substantial portion of its exploration and development expenditures in its major producing
areas in the United States and Canada. However, in order to diversify its overall asset portfolio and as a result of its overall
success realized in Trinidad and the United Kingdom North Sea, EOG anticipates expending a portion of its available funds in
the further development of opportunities outside the United States and Canada. In addition, EOG expects to conduct
exploratory activity in other areas outside of the United States and Canada and will continue to evaluate the potential for
involvement in other exploitation type opportunities. Budgeted 2006 exploration and development expenditures, excluding
acquisitions, are approximately $2.5 billion and are structured to maintain the flexibility necessary under EOG’s strategy of
funding the United States and Canada exploration, exploitation, development and acquisition activities primarily from available
internally generated cash flow.

The level of exploration and development expenditures may vary in 2006 and will vary in future periods depending on energy
market conditions and other related economic factors. Based upon existing economic and market conditions, EOG believes net
operating cash flow and available financing alternatives in 2006 will be sufficient to fund its net investing cash requirements for
the year. However, EOG has significant flexibility with respect to its financing alternatives and adjustment of its exploration,
exploitation, development and acquisition expenditure plans if circumstances warrant. While EOG has certain continuing
commitments associated with expenditure plans related to operations in the United States, Canada, Trinidad and the United
Kingdom, such commitments are not expected to be material when considered in relation to the total financial capacity of EOG.

Environmental Regulations

Various federal, state and local laws and regulations covering the discharge of materials into the environment, or otherwise
relating to protection of the environment, affect EOG’s operations and costs as a result of their effect on natural gas and crude
oil exploration, development and production operations and could cause EOG to incur remediation or other corrective action
costs in connection with a release of regulated substances, including crude oil, into the environment. In addition, EOG has
acquired certain oil and gas properties from third parties whose actions with respect to the management and disposal or release
of hydrocarbons or other wastes were not under EOG’s control. Under environmental laws and regulations, EOG could be
required to remove or remediate wastes disposed of or released by prior owners or operators. In addition, EOG could be
responsible under environmental laws and regulations for oil and gas properties in which EOG owns an interest but is not the
operator. Compliance with such laws and regulations increases EOG’s overall cost of business, but has not had a material
adverse effect on EOG’s operations or financial condition. It is not anticipated, based on current laws and regulations, that EOG
will be required in the near future to expend amounts that are material in relation to its total exploration and development
expenditure program in order to comply with environmental laws and regulations but, inasmuch as such laws and regulations
are frequently changed, EOG is unable to predict the ultimate cost of compliance. EOG also could incur costs related to the
clean up of sites to which it sent regulated substances for disposal or to which it sent equipment for cleaning, and for damages
to natural resources or other claims related to releases of regulated substances at such sites.
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SUMMARY OF CRITICAL ACCOUNTING POLICIES

EOG prepares its financial statements and the accompanying notes in conformity with accounting principles generally
accepted in the United States of America, which requires management to make estimates and assumptions about future events
that affect the reported amounts in the financial statements and the accompanying notes. EOG identifies certain accounting
policies as critical based on, among other things, their impact on the portrayal of EOG’s financial condition, results of operations
or liquidity, and the degree of difficulty, subjectivity and complexity in their deployment. Critical accounting policies cover
accounting matters that are inherently uncertain because the future resolution of such matters is unknown. Management
routinely discusses the development, selection and disclosure of each of the critical accounting policies. Following is a
discussion of EOG’s most critical accounting policies:

Proved Oil and Gas Reserves

EOG’s engineers estimate proved oil and gas reserves, which directly impact financial accounting estimates, including
depreciation, depletion and amortization. Proved reserves represent estimated quantities of natural gas, crude oil, condensate
and natural gas liquids that geological and engineering data demonstrate, with reasonable certainty, to be recoverable in future
years from known reservoirs under economic and operating conditions existing at the time the estimates were made. The
process of estimating quantities of proved oil and gas reserves is very complex, requiring significant subjective decisions in the
evaluation of all available geological, engineering and economic data for each reservoir. The data for a given reservoir may also
change substantially over time as a result of numerous factors including, but not limited to, additional development activity,
evolving production history and continual reassessment of the viability of production under varying economic conditions.
Consequently, material revisions (upward or downward) to existing reserve estimates may occur from time to time.

Oil and Gas Exploration Costs

Oil and gas exploration costs, other than the costs of drilling exploratory wells, are charged to expense as incurred. The
costs of drilling exploratory wells are capitalized pending determination of whether they have discovered proved commercial
reserves. Exploratory drilling costs are capitalized when drilling is complete if it is determined that there is economic producibility
supported by either actual production, a conclusive formation test or by certain technical data if the discovery is located offshore
in the Gulf of Mexico. If proved commercial reserves are not discovered, such drilling costs are expensed. In some
circumstances, it may be uncertain whether proved commercial reserves have been found when drilling has been completed.
Such exploratory well drilling costs may continue to be capitalized if the reserve quantity is sufficient to justify its completion as
a producing well and sufficient progress in assessing the reserves and the economic and operating viability of the project is
being made. All other exploratory wells that do not meet these criteria are expensed after one year. As of December 31, 2005
and 2004, EOG had exploratory drilling costs related to two projects that have been deferred for more than one year (see Note
16 to Consolidated Financial Statements). These costs meet the accounting requirements outlined above for continued
capitalization. Costs to develop proved reserves, including the costs of all development wells and related equipment used in the
production of natural gas and crude oil, are capitalized.

Impairments

Oil and gas lease acquisition costs are capitalized when incurred. Unproved properties with individually significant
acquisition costs are assessed quarterly on a property-by-property basis, and any impairment in value is recognized. Unproved
properties with acquisition costs that are not individually significant are aggregated, and the portion of such costs estimated to
be nonproductive, based on historical experience, is amortized over the average holding period. If the unproved properties are
determined to be productive, the appropriate related costs are transferred to proved oil and gas properties. Lease rentals are
expensed as incurred.

When circumstances indicate that an asset may be impaired, EOG compares expected undiscounted future cash flows at
a producing field level to the unamortized capitalized cost of the asset. If the future undiscounted cash flows, based on EOG’s
estimate of future crude oil and natural gas prices, operating costs, anticipated production from proved reserves and other
relevant data, are lower than the unamortized capitalized cost, the capitalized cost is reduced to fair value. Fair value is
calculated by discounting the future cash flows at an appropriate risk-adjusted discount rate.

Depreciation, Depletion and Amortization for Oil and Gas Properties

The quantities of estimated proved oil and gas reserves are a significant component of our calculation of depletion expense
and revisions in such estimates may alter the rate of future expense. Holding all other factors constant, if reserves were revised
upward or downward, earnings would increase or decrease respectively.

Depreciation, depletion and amortization of the cost of proved oil and gas properties is calculated using the unit-of-
production method. The reserve base used to calculate depletion, depreciation or amortization is the sum of proved developed
reserves and proved undeveloped reserves for leasehold acquisition costs and the cost to acquire proved properties. With
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respect to lease and well equipment costs, which include development costs and successful exploration drilling costs, the
reserve base includes only proved developed reserves. Estimated future dismantlement, restoration and abandonment costs,
net of salvage values, are taken into account. Certain other assets are depreciated on a straight-line basis.

Assets are grouped in accordance with paragraph 30 of SFAS No. 19, “Financial Accounting and Reporting by Oil and Gas
Producing Companies.” The basis for grouping is a reasonable aggregation of properties with a common geological structural
feature or stratigraphic condition, such as a reservoir or field.

Amortization rates are updated quarterly to reflect: 1) the addition of capital costs, 2) reserve revisions (upwards or
downwards) and additions, 3) property acquisitions and/or property dispositions, and 4) impairments.

Stock Options

EOG accounted for stock options under the provisions and related interpretations of Accounting Principles Board (APB)
Opinion No. 25, “Accounting for Stock Issued to Employees.” No compensation expense was recognized for such options. As
allowed by SFAS No. 123, “Accounting for Stock-Based Compensation” issued in 1995, EOG continued to apply APB Opinion
No. 25 for purposes of determining net income and to present the pro forma disclosures required by SFAS No. 123.

In December 2004, the Financial Accounting Standards Board (FASB) issued SFAS No. 123(R), “Share-Based Payment,”
which supersedes SFAS No. 148, “Accounting for Stock-Based Compensation - Transition and Disclosure - an amendment of
FASB Statement No. 123.” SFAS No. 123(R) establishes standards for transactions in which an entity exchanges its equity
instruments for goods or services. This standard requires a public entity to measure the cost of employee services received in
exchange for an award of equity instruments based on the grant-date fair value of the award. This eliminates the exception to
account for such awards using the intrinsic method previously allowable under APB Opinion No. 25. SFAS No. 123(R) is effective
for annual reporting periods beginning on or after June 15, 2005. EOG adopted SFAS No. 123(R) effective January 1, 2006 using
the modified prospective method. EOG expects this will reduce 2006 net earnings by a pre-tax amount of approximately $25
million, taking into consideration the estimated forfeitures and cancellations. This amount includes approximately $21 million of
expense for unvested options outstanding at December 31, 2005 and approximately $1 million of expense for the Employee
Stock Purchase Plan. SFAS No. 123(R) also requires a public entity to present its cash flows provided by tax benefits from stock
options exercised in the Financing Cash Flows section of the Statement of Cash Flows. Had SFAS No. 123(R) been in effect,
EOG’s Net Cash Provided by Operating Activities would have been reduced and its Net Cash Provided by Financing Activities
would have been increased on its Consolidated Statements of Cash Flows by $51 million, $29 million and $12 million for 2005,
2004 and 2003, respectively.

INFORMATION REGARDING FORWARD-LOOKING STATEMENTS

This 2005 Annual Report to Shareholders includes forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. All statements other than statements of
historical facts, including, among others, statements regarding EOG’s future financial position, business strategy, budgets,
reserve information, projected levels of production, projected costs and plans and objectives of management for future
operations, are forward-looking statements. EOG typically uses words such as “expect,” “anticipate,” “estimate,” “strategy,”
“intend,” “plan,” “target” and “believe” or the negative of those terms or other variations of them or by comparable terminology
to identify its forward-looking statements. In particular, statements, express or implied, concerning future operating results, the
ability to replace or increase reserves or to increase production, or the ability to generate income or cash flows are forward-
looking statements. Forward-looking statements are not guarantees of performance. Although EOG believes its expectations
reflected in forward-looking statements are based on reasonable assumptions, no assurance can be given that these
expectations will be achieved. Important factors that could cause actual results to differ materially from the expectations
reflected in the forward-looking statements include, among others: the timing and extent of changes in commodity prices for
crude oil, natural gas and related products, foreign currency exchange rates and interest rates; the timing and impact of
liquefied natural gas imports and changes in demand or prices for ammonia or methanol; the extent and effect of any hedging
activities engaged in by EOG; the extent of EOG’s success in discovering, developing, marketing and producing reserves and
in acquiring oil and gas properties; the accuracy of reserve estimates, which by their nature involve the exercise of professional
judgment and may therefore be imprecise; the availability and cost of drilling rigs, experienced drilling crews, materials and
equipment used in well completions, and tubular steel; the availability, terms and timing of governmental and other permits
and rights of way; the availability of pipeline transportation capacity; the extent to which EOG can economically develop its
Barnett Shale acreage outside of Johnson County, Texas; whether EOG is successful in its efforts to more densely develop its
acreage in the Barnett Shale and other production areas; political developments around the world; acts of war and terrorism
and responses to these acts; weather; and financial market conditions. In light of these risks, uncertainties and assumptions,
the events anticipated by EOG’s forward-looking statements might not occur. Forward-looking statements speak only as of
the date made and EOG undertakes no obligation to update or revise its forward-looking statements, whether as a result of
new information, future events or otherwise.

” o«
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Management’s Responsibility for Financial Reporting

The following consolidated financial statements of EOG Resources, Inc. and its subsidiaries (EOG) were prepared by
management, which is responsible for their integrity, objectivity and fair presentation. The statements have been prepared in
conformity with generally accepted accounting principles in the United States of America and, accordingly, include some
amounts that are based on the best estimates and judgments of management.

EOG’s management is also responsible for establishing and maintaining effective internal control over financial reporting.
The system of internal control of EOG is 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
in the United States of America. This system consists of 1) entity level controls, including written policies and guidelines relating
to the ethical conduct of business affairs, 2) general computer controls and 3) process controls over initiating, authorizing,
recording, processing and reporting transactions. Even an effective internal control system, no matter how well designed, has
inherent limitations, including the possibility of human error and circumvention or overriding of controls and therefore can
provide only reasonable assurance with respect to reliable financial reporting. Furthermore, the effectiveness of an internal
control system in future periods can change with conditions.

The adequacy of financial controls of EOG and the accounting principles employed in financial reporting by EOG are
under the general oversight of the Audit Committee of the Board of Directors. No member of this committee is an officer or
employee of EOG. The independent registered public accounting firm and internal auditors have full, free, separate and direct
access to the Audit Committee and meet with the committee from time to time to discuss accounting, auditing and financial
reporting matters.

EOG’s management assessed the effectiveness of EOG’s internal control over financial reporting as of December 31,
2005. In making this assessment, we used the criteria set forth by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO) in Internal Control - Integrated Framework. These criteria cover the control environment, risk
assessment process, control activities, information and communication systems, and monitoring activities. Based on this
assessment, management believes that, as of December 31, 2005, EOG’s internal control over financial reporting is effective
based on those criteria.

Deloitte & Touche LLP, independent registered public accounting firm, was engaged to audit the consolidated financial
statements and management’s assessment of the effectiveness of EOG’s internal control over financial reporting, and to issue
a report thereon. In the conduct of the audit, Deloitte & Touche LLP was given unrestricted access to all financial records and
related data including minutes of all meetings of shareholders, the Board of Directors and committees of the Board.
Management believes that all representations made to Deloitte & Touche LLP during the audit were valid and appropriate. Their
audit was made in accordance with standards of the Public Company Accounting Oversight Board (United States) and included
a review of the system of internal controls to the extent considered necessary to determine the audit procedures required to
support their opinion on the consolidated financial statements, management’s assessment of EOG’s internal control over
financial reporting and the effectiveness of EOG’s internal control over financial reporting. Their report begins on page 23.

MARK G. PAPA EDMUND P. SEGNER, IlI TIMOTHY K. DRIGGERS
Chairman of the Board and President and Chief of Staff Vice President and Chief
Chief Executive Officer Accounting Officer

Houston, Texas
February 22, 2006
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of
EOG Resources, Inc.
Houston, Texas

We have audited the accompanying consolidated balance sheets of EOG Resources, Inc. and subsidiaries (the “Company”)
as of December 31, 2005 and 2004, and the related consolidated statements of income and comprehensive income,
shareholders’ equity, and cash flows for each of the three years in the period ended December 31, 2005. Our audits also
included the financial statement schedule listed in the Index at Item 15. We also have audited management’s assessment,
included in the accompanying Management’s Responsibility for Financial Reporting, that 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 Company’s management
is responsible for these financial statements and financial statement schedule, 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 these financial statements and financial statement schedule, an opinion on management’s assessment,
and an opinion on the effectiveness of the Company’s internal control over financial reporting 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 and whether effective internal control over financial reporting was maintained in all
material respects. Our audit of financial statements included examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. Our audit of internal control over financial reporting
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 audits provide a reasonable basis for our opinions.

A company'’s internal control over financial reporting is a process designed by, or under the supervision of, the company’s
principal executive and principal financial officers, or persons performing similar functions, and effected by the company’s board
of directors, management, and other personnel to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with accounting principles generally accepted in the
United States of America. 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 accounting principles generally accepted in the United States of America 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 the inherent limitations of internal control over financial reporting, including the possibility of collusion or
improper management override of controls, material misstatements due to error or fraud may not be prevented or detected on
a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over financial reporting to future
periods are subject to the risk that the 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, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of the Company as of December 31, 2005 and 2004, and the results of its operations and its cash flows for each of the
three years in the period ended December 31, 2005, in conformity with accounting principles generally accepted in the United
States of America. Also, in our opinion, the financial statement schedule, when considered in relation to the basic consolidated
financial statements taken as a whole, presents fairly, in all material respects, the information set forth therein. Also, 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 criteria established in Internal Control-Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Furthermore, in our opinion,
the Company maintained, in all material respects, effective internal control over financial reporting as of December 31, 2005,
based on the criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission.

As discussed in Note 13 to the consolidated financial statements, on January 1, 2003, the Company adopted Statement of
Financial Accounting Standards No. 143, “Accounting for Asset Retirement Obligations.”

M 90/ 7.7% ﬂ)ﬂ Houston, Texas

DELOITTE & TOUCHE LLP February 22, 2006
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Consolidated Statements of Income and Comprehensive Income

Year Ended December 31

(In Thousands, Except Per Share Data) 2005 2004 2003
Net Operating Revenues
Natural Gas ...t e e $2,938,917 $ 1,842,316 $ 1,535,204
Crude Oil, Condensate and Natural Gas Liquids ............... 668,073 458,446 283,042
Gains (Losses) on Mark-to-Market Commaodity Derivative Contracts. . 10,475 (33,449 (80,414)
Other, Net . .. ... e 2,748 3,912 6,843
Total. .o 3,620,213 2,271,225 1,744,675
Operating Expenses
Lease and Well, including Transportation. . .................... 373,355 271,086 212,601
Exploration Costs . . ... 133,116 93,941 76,358
Dry Hole CoSts . .. oot e 64,812 92,142 41,156
Impairments . ... 77,932 81,530 89,133
Depreciation, Depletion and Amortization . .................... 654,258 504,403 441,843
General and Administrative. . .. ... .. 125,918 115,013 100,403
Taxes Other Than Income. . . ......... . .. 199,007 133,915 85,867
Total. .o 1,628,398 1,292,030 1,047,361
OperatingIncome ........... ... .. . .. .. i 1,991,815 979,195 697,314
Otherlncome, Net . . . ....... ... ... . . . . . 35,828 9,945 15,273
Income Before Interest Expense and Income Taxes. . ............. 2,027,643 989,140 712,587
Interest Expense
INCUITEd. . . o e 77,102 72,759 67,252
Capitalized .. ... .o (14,596) (9,631) (8,541)
Net Interest EXpense. . . ... e 62,506 63,128 58,711
Income BeforeIncome Taxes ............ ... ..., 1,965,137 926,012 653,876
Income Tax Provision. . .. ........ ... ... ... ... ... . . i 705,561 301,157 216,600
Net Income Before Cumulative Effect of Change
in Accounting Principle . . ....... ... ... . . . ... 1,259,576 624,855 437,276
Cumulative Effect of Change in Accounting
Principle, NetofIncome Tax . . . ............................. - - (7,131)
NetlIncome. . ... ... ... .. . . 1,259,576 624,855 430,145
Preferred Stock Dividends .. . . . . ............ ... ... ... ... ...... 7,432 10,892 11,032
Net Income Availableto Common. . .. ..., $1,252,144 $ 613,963 $ 419,113
Net Income Per Share Available to Common
Basic
Net Income Available to Common Before
Cumulative Effect of Change in Accounting Principle . ........ $ 5.24 $ 2.63 $ 1.86
Cumulative Effect of Change in Accounting
Principle, Netof Income Tax. . . . ... i, - - (0.03)
Net Income Available to Common . ........................ $ 5.24 $ 2.63 $ 1.83
Diluted
Net Income Available to Common Before Cumulative Effect
of Change in Accounting Principle . .. ..................... $ 5.13 $ 2.58 $ 1.83
Cumulative Effect of Change in Accounting
Principle, Netof Income Tax. . . . ... i, - - (0.03)
Net Income Available to Common . ........................ $ 5.13 $ 2.58 $ 1.80
Average Number of Common Shares
BasiC . . .o 238,797 233,751 229,194
Diluted. . ... 243,975 238,376 233,037
Comprehensive Income
NetIncome. ... ... ... ... . .. . . . . . . . $ 1,259,576 $ 624,855 $ 430,145
Other Comprehensive Income (Loss)
Foreign Currency Translation Adjustments. . ................... 34,074 77,925 123,811
Foreign Currency Swap Transaction. .. ....................... (7,567) (5,816) =
Income Tax Related to Foreign Currency Swap Transaction.. . . .. .. 2,615 1,972 -
Comprehensive Income. . .............. ..., $ 1,288,698 $ 698,936 $ 553,956

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

At December 31

(In Thousands, Except Share Data) 2005 2004
ASSETS
Current Assets
Cash and Cash Equivalents .. ......... ... ... ..t $ 643,811 $ 20,980
Accounts Receivable, Net. . . ... .. e 762,207 447,742
INMVENTOMIES . . . .ttt e e 63,215 40,037
Assets from Price Risk Management Activities ................ ... .. ... .... 11,415 10,747
Deferred INCOME TaXeS . . . ..o vttt ittt et e 24,376 22,227
(0 ] { o T=Y 58,214 45,070
Total . . e 1,563,238 586,803
Oil and Gas Properties (Successful Efforts Method). .. .......... .. ... .. ......... 11,173,389 9,599,276
Less: Accumulated Depreciation, Depletion and Amortization ................. (5,086,210) (4,497,673)
Net Oil and Gas Properties . . . ... ..ot e 6,087,179 5,101,603
Other AsSsets. . .. ... e 102,903 110,517
Total ASSEES . . . . oot $ 7,753,320 $ 5,798,923
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current Liabilities
Accounts Payable . . ... . $ 679,548 $ 424,581
Accrued Taxes Payable. . . . ... .. . e 140,902 51,116
Dividends Payable. . . . . ... ... e 9,912 7,394
Deferred INCoOmMe TaXes . . . .o i ittt e e e e e e e e 164,659 103,933
Current Portion of Long-Term Debt . ....... ... ... . . . i 126,075 -
(0 (o T=Y 50,945 45,180
Total . . e 1,172,041 632,204
Long-Term Debt . . . ... ... . e e 858,992 1,077,622
Other Liabilities . . ... ......... . e e 283,407 241,319
Deferred Income Taxes . . ... ... i e 1,122,588 902,354
Shareholders’ Equity
Preferred Stock, $.01 Par, 10,000,000 Shares Authorized:
Series B, 100,000 Shares Issued, Cumulative,
$100,000,000 Liquidation Preference. ... ... ... 99,062 98,826
Common Stock, $.01 Par, 640,000,000 Shares Authorized and
249,460,000 Shares ISSUed . . . ..ottt e e 202,495 201,247
Additional Paid in Capital. . .. ... . e 84,705 21,047
Unearned Compensation . . .. ... ..ottt e e (36,246) (29,861)
Accumulated Other Comprehensive Income. .. ... .. 177,137 148,015
Retained Earnings . ... .o oo e 3,920,483 2,706,845
Common Stock Held in Treasury, 7,385,862 Shares at December 31,
2005 and 11,605,112 Shares at December 31,2004 . ...........cccoiiiiiinnnnn. (131,344) (200,695)
Total Shareholders’ Equity. . .. ... .. 4,316,292 2,945,424
Total Liabilities and Shareholders’ Equity . . . .................................. $ 7,753,320 $5,798,923

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

2005 Annual Report to Shareholders



Consolidated Statements of Shareholders’ Equity

Accumulated Common
Additional Other Stock Total
Preferred Common Paid In Unearned  Comprehensive Retained Held In Shareholders’
(In Thousands, Except Per Share Data) Stock Stock Capital Compensation Income (Loss) Earnings Treasury Equity
Balance at December 31,2002 ......... $ 147,999 $ 201,247 $ = $ (15,033)  $ (49,877) $1,723,948  $(335,889) $ 1,672,395
Netlncome....................... - - - - - 430,145 - 430,145
Amortization of Preferred
Stock Discount . ................. 417 - - - - (417) - -
Preferred Stock Dividends Declared . . . - - - - - (10,615) - (10,615)
Common Stock Dividends
Declared, $0.10 Per Share .. ....... - - - - - (21,847) - (21,847)
Translation Adjustment ............. - - - - 123,811 - - 123,811
Treasury Stock Purchased........... - - - - - - (25,208) (25,208)
Treasury Stock Issued Under:
Stock Option Plans. . ............. - - (16,522) - - - 50,292 33,770
Employee Stock Purchase Plan . . . .. = = 84 = = - 2,515 2,599
Tax Benefits from Stock
Options Exercised. . .............. - - 11,926 - - - - 11,926
Restricted Stock and Units .......... - - 6,084 (14,467) - - 8,383 -
Amortization of Unearned
Compensation. . ................. - - - 6,027 - - - 6,027
Treasury Stock Issued as
Compensation. . ................. - - 53 - - - 325 378
Balance at December 31,2003 ......... 148,416 201,247 1,625 (28,473) 73,934 2,121,214 (299,582) 2,223,381
Netlncome.............. ..ot - - - - - 624,855 - 624,855
Redemption of Preferred Stock,
$100,000 Per Share .............. (50,000) - - - - - - (50,000)
Amortization of Preferred
Stock Discount . ................. 410 - - - - (410) - -
Preferred Stock Dividends Declared . . . - - - - - (10,482) - (10,482)
Common Stock Dividends
Declared, $0.12 Per Share . ........ - - - - - (28,332) - (28,332)
Translation Adjustment ............. - - - - 77,925 - - 77,925
Treasury Stock Purchased. .......... - - - - - - (9,565) (9,565)
Foreign Currency Swap Transaction
Net of Income Tax Benefit
of $1,972. ... - - - - (3,844) - - (3,844)
Treasury Stock Issued Under:
Stock Option Plans. . ............. - - (21,570) - - - 101,077 79,507
Employee Stock Purchase Plan . . . .. - - 694 - - - 2,326 3,020
Tax Benefits from Stock
Options Exercised. . .............. - - 29,396 - - - - 29,396
Restricted Stock and Units .......... - - 10,902 (15,951) - - 5,049 -
Amortization of Unearned
Compensation. . ................. - - - 9,563 - - - 9,563
Balance at December 31,2004 ......... 98,826 201,247 21,047 (29,861) 148,015 2,706,845 (200,695) 2,945,424
Netlncome....................... - - - - - 1,259,576 - 1,259,576
Common Stock Issued - Stock Split. . . - 1,248 (1,248) - - - - -
Amortization of Preferred
Stock Discount ... ... 236 - - - - (236) - -
Preferred Stock Dividends Declared . . . - - - - - (7,196) - (7,196)
Common Stock Dividends
Declared, $0.16 Per Share ......... - - - - - (38,506) - (38,506)
Translation Adjustment ............. - - - - 34,074 - - 34,074
Foreign Currency Swap Transaction . . . - - - - (7,567) - - (7,567)
Income Tax Related to Foreign
Currency Swap Transaction . ....... - - - - 2,615 - - 2,615
Treasury Stock Purchased........... - - - - - - - -
Treasury Stock Issued Under:
Stock Option Plans. . ............. - - 130 - - - 59,347 59,477
Employee Stock Purchase Plan . . . .. - - 2,027 - - - 1,862 3,889
Tax Benefits from Stock
Options Exercised. . .............. - - 50,880 - - - - 50,880
Restricted Stock and Units . ......... - - 11,080 (18,573) - - 7,493 -
Amortization of Unearned
Compensation. . ................. - - - 12,188 - - - 12,188
Treasury Stock Issued as
Compensation. . ................. - - 789 - - - 649 1,438
Balance at December 31,2005 ........ $ 99,062 $ 202,495 $ 84,705 $ (36,246) $177,137 $3,920,483  $(131,344) $ 4,316,292

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Cash Flows

Year Ended December 31

(In Thousands) 2005 2004 2003
Cash Flows From Operating Activities
Reconciliation of Net Income to Net Cash Provided
by Operating Activities:
Net InCome. .. ..o e $1,259,576 $ 624,855 $ 430,145
Items Not Requiring Cash
Depreciation, Depletion and Amortization .. .................. 654,258 504,403 441,843
Impairments . ........ . e 77,932 81,530 89,133
Deferred INncOme TaXes. . . ... v i ittt i e et 270,291 204,231 191,726
Cumulative Effect of Change in Accounting
Principle, Netof Income Tax . .......... . ..., - - 7,131
Other, Net . . . ... 9,642 4,580 1,033
Dry Hole CoSts. . . . oot e 64,812 92,142 41,156
Mark-to-Market Commodity Derivative Contracts
Total (Gains) LOSSES . . .. v vt e (10,475) 33,449 80,414
Realized Gains (LOSSES) . .« oot i i i e e 9,807 (82,644) (44,870)
Collar Premium. . .. ..o - (520) (3,003)
Tax Benefits from Stock Options Exercised .................... 50,880 29,396 11,926
Other, Net. . ..o e (5,086) 537 2,141
Changes in Components of Working Capital and Other Liabilities
Accounts Receivable .. .......... ... ... .. (315,557) (151,799) (27,945)
INVENtONES . . . e e (23,085) (17,898) (2,840)
Accounts Payable. . ... ... .. .. .. 248,411 136,716 74,645
Accrued Taxes Payable . ....... ... ... 88,151 18,197 12,056
Other Liabilities. . ... ...t e (1,213) (1,764) (8,257)
Other, Net . . ... e (10,347) (2,683) (15,314)
Changes in Components of Working Capital
Associated with Investing and Financing Activities............. 1,429 (28,381) (36,944)
Net Cash Provided by Operating Activities ...................... 2,369,426 1,444,347 1,249,176
Investing Cash Flows
Additions to Oil and Gas Properties . ................ ..., (1,724,763) (1,416,684) (1,245,539)
Proceeds from Sales of Assets . .......... ... ... . . 70,987 13,459 13,553
Changes in Components of Working Capital
Associated with Investing Activities. . . .......... ... ... .. .... (1,538) 26,788 38,491
Other, Net. . ..o (22,794) (20,471) (13,946)
Net Cash Used in Investing Activities . . .. ..................... (1,678,108) (1,396,908) (1,207,441)
Financing Cash Flows
Net Commercial Paper and Line of Credit Repayments........... (91,800) (6,250) (36,260)
Long-Term Debt Borrowings . . .. .......ovieii e 250,000 150,000 -
Long-Term Debt Repayments . ............ ... oo .. (250,755) (175,000) -
Dividends Paid . . . ... e (42,986) (87,595) (31,294)
Redemption of Preferred Stock . . .......... ... ... ... ... ..., - (50,000) -
Treasury Stock Purchased . . .......... ... .. .. ... - - (21,295)
Proceeds from Stock Options Exercised. ... ................... 64,668 75,510 35,138
Changes in Components of Working Capital
Associated with Financing Activities .. ...................... 109 1,593 (1,547)
Other, Net. . ... (1,546) (1,496) (1,938)
Net Cash Used in Financing Activities . . . ....................... (72,310) (43,238) (57,196)
Effect of Exchange Rate ChangesonCash...................... 3,823 12,336 10,056
Increase (Decrease) in Cash and Cash Equivalents. . .............. 622,831 16,537 (5,405)
Cash and Cash Equivalents at Beginningof Year ................. 20,980 4,443 9,848
Cash and Cash Equivalents at EndofYear . ..................... $ 643,811 $ 20,980 $ 4,443

The accompanying notes are an integral part of these consolidated financial statements.
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Notes to Consolidated Financial Statements

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation. The consolidated financial statements of EOG Resources, Inc. (EOG) include the accounts of
all domestic and foreign subsidiaries. Investments in unconsolidated affiliates, in which EOG is able to exercise significant
influence, are accounted for using the equity method. All material intercompany accounts and transactions have been
eliminated.

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

Certain reclassifications have been made to prior period financial statements to conform with the current presentation.

On February 2, 2005, EOG announced that the Board of Directors had approved a two-for-one stock split in the form of a
stock dividend, payable to record holders as of February 15, 2005 and issued on March 1, 2005. All share and per share data
in the financial statements and accompanying footnotes for all periods have been restated to reflect the two-for-one stock split
paid to common shareholders.

Financial Instruments. EOG’s financial instruments consist of cash and cash equivalents, marketable securities, commodity
derivative contracts, accounts receivable, accounts payable and current and long-term debt. The carrying values of cash and
cash equivalents, marketable securities, commodity derivative contracts, accounts receivable and accounts payable
approximate fair value (see Note 11).

Cash and Cash Equivalents. EOG records as cash equivalents all highly liquid short-term investments with original
maturities of three months or less.

Oil and Gas Operations. EOG accounts for its natural gas and crude oil exploration and production activities under the
successful efforts method of accounting.

Oil and gas lease acquisition costs are capitalized when incurred. Unproved properties with individually significant
acquisition costs are assessed quarterly on a property-by-property basis, and any impairment in value is recognized. Unproved
properties with acquisition costs that are not individually significant are aggregated, and the portion of such costs estimated to
be nonproductive, based on historical experience, is amortized over the average holding period. If the unproved properties are
determined to be productive, the appropriate related costs are transferred to proved oil and gas properties. Lease rentals are
expensed as incurred.

Oil and gas exploration costs, other than the costs of drilling exploratory wells, are charged to expense as incurred. The
costs of drilling exploratory wells are capitalized pending determination of whether they have discovered proved commercial
reserves. Exploratory drilling costs are capitalized when drilling is complete if it is determined that there is economic producibility
supported by either actual production, a conclusive formation test or by certain technical data if the discovery is located offshore
in the Gulf of Mexico. If proved commercial reserves are not discovered, such drilling costs are expensed. In some
circumstances, it may be uncertain whether proved commercial reserves have been found when drilling has been completed.
Such exploratory well drilling costs may continue to be capitalized if the reserve quantity is sufficient to justify its completion as
a producing well and sufficient progress in assessing the reserves and the economic and operating viability of the project is
being made. All other exploratory wells that do not meet these criteria are expensed after one year. As of December 31, 2005
and 2004, EOG had exploratory drilling costs related to two projects that have been deferred for more than one year (see Note
16). These costs meet the accounting requirements outlined above for continued capitalization. Costs to develop proved
reserves, including the costs of all development wells and related equipment used in the production of natural gas and crude
oil, are capitalized.

Depreciation, depletion and amortization of the cost of proved oil and gas properties is calculated using the unit-of-
production method. The reserve base used to calculate depletion, depreciation or amortization is the sum of proved developed
reserves and proved undeveloped reserves for leasehold acquisition costs and the cost to acquire proved properties. With
respect to lease and well equipment costs, which include development costs and successful exploration drilling costs, the
reserve base includes only proved developed reserves. Estimated future dismantlement, restoration and abandonment costs,
net of salvage values, are taken into account. Certain other assets are depreciated on a straight-line basis.

Assets are grouped in accordance with paragraph 30 of Statement of Financial Accounting Standards (SFAS) No. 19,
“Financial Accounting and Reporting by Oil and Gas Producing Companies.” The basis for grouping is a reasonable aggregation
of properties with a common geological structural feature or stratigraphic condition, such as a reservoir or field.
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Amortization rates are updated quarterly to reflect: 1) the addition of capital costs, 2) reserve revisions (upwards or
downwards) and additions, 3) property acquisitions and/or property dispositions, and 4) impairments.

EOG accounts for impairments under the provisions of SFAS No. 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets.” When circumstances indicate that an asset may be impaired, EOG compares expected undiscounted future cash
flows at a producing field level to the unamortized capitalized cost of the asset. If the future undiscounted cash flows, based on
EOG's estimate of future crude oil and natural gas prices, operating costs, anticipated production from proved reserves and
other relevant data, are lower than the unamortized capitalized cost, the capitalized cost is reduced to fair value. Fair value is
calculated by discounting the future cash flows at an appropriate risk-adjusted discount rate.

Inventories, consisting primarily of tubular goods and well equipment held for use in the exploration for and development
and production of natural gas and crude oil reserves, are carried at cost with adjustments made from time to time to recognize
any reductions in value.

Arrangements for natural gas, crude oil, condensate and natural gas liquids sales are evidenced by signed contracts with
determinable market prices and are recorded when production is delivered. A significant majority of the purchasers of these
products have investment grade credit ratings and material credit losses have been rare. Revenues are recorded on the
entitlement method based on EOG’s percentage ownership of current production. Each working interest owner in a well
generally has the right to a specific percentage of production, although actual production sold on that owner’s behalf may differ
from that owner’s ownership percentage. Under entitlement accounting, a receivable is recorded when underproduction occurs
and a payable is recorded when overproduction occurs.

Capitalized Interest Costs. Interest capitalization is required for those properties if its effect, compared with the effect of
expensing interest, is material. Accordingly, certain interest costs have been capitalized as a part of the historical cost of
unproved oil and gas properties. The amount capitalized is an allocation of the interest cost incurred during the reporting period.
Capitalized interest is computed only during the exploration and development activities and not on proved properties. The
interest rate used for capitalization purposes is based on the interest rates on EOG’s outstanding borrowings.

Accounting for Price Risk Management Activities. EOG accounts for its price risk management activities under the
provisions of SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” as amended by SFAS Nos. 137,
138 and 149. The statement establishes accounting and reporting standards requiring that every derivative instrument be
recorded in the balance sheet as either an asset or liability measured at its fair value. The statement requires that changes in
the derivative’s fair value be recognized currently in earnings unless specific hedge accounting criteria are met. During the three
year period ending December 31, 2005, EOG elected not to designate any of its commodity price risk management activities as
accounting hedges under SFAS No. 133, and accordingly, accounted for them using the mark-to-market accounting method.
Under this accounting method, the changes in the market value of outstanding financial instruments are recognized as gains or
losses in the period of change. The gains or losses are recorded in Gains (Losses) on Mark-to-Market Commodity Derivative
Contracts. The related cash flow impact is reflected as cash flows from operating activities (see Note 11).

Income Taxes. EOG accounts for income taxes under the provisions of SFAS No. 109, “Accounting for Income Taxes.”
SFAS No. 109 requires the asset and liability approach for accounting for income taxes. Under this approach, deferred tax
assets and liabilities are recognized based on anticipated future tax consequences attributable to differences between financial
statement carrying amounts of assets and liabilities and their respective tax basis (see Note 5).

Foreign Currency Translation. For subsidiaries whose functional currency is deemed to be other than the United States
dollar, asset and liability accounts are translated at year-end exchange rates and revenues and expenses are translated at
average exchange rates prevailing during the year. Translation adjustments are included in Accumulated Other Comprehensive
Income. Any gains or losses on transactions or monetary assets or liabilities in currencies other than the functional currency are
included in net income in the current period.

Net Income Per Share. In accordance with the provisions of SFAS No. 128, “Earnings per Share,” basic net income per
share is computed on the basis of the weighted-average number of common shares outstanding during the periods. Diluted net
income per share is computed based upon the weighted-average number of common shares plus the assumed issuance of
common shares for all potentially dilutive securities (see Note 8).

Stock Options. EOG accounted for stock options under the provisions and related interpretations of Accounting
Principles Board (APB) Opinion No. 25, “Accounting for Stock Issued to Employees.” No compensation expense was
recognized for such options. As allowed by SFAS No. 123, “Accounting for Stock-Based Compensation” issued in 1995,
EOG continued to apply APB Opinion No. 25 for purposes of determining net income and to present the pro forma
disclosures required by SFAS No. 123.
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EOG’s pro forma net income and net income per share available to common for 2005, 2004 and 2003, had compensation
costs been recorded in accordance with SFAS No. 123, are presented below (in millions, except per share data):

2005 2004 2003
Net Income Available to Common - As Reported. . ...........ooiiuieen.... $ 1,252.1 $ 614.0 $ 4191
Deduct: Total Stock-Based Employee Compensation Expense,

Net of INCoOME TaX . . ..o e e e (13.7) (11.9) (13.9)
Net Income Available to Common-ProForma ........................... $ 1,238.4 $ 602.1 $ 405.2
Net Income Per Share Available to Common

Basic - As Reported . . ... ... $ 524 $ 2.63 $ 1.83
Basic - Pro Forma. . . . ... o $ 5.19 $ 258 $ 1.77
Diluted - AS REPOIEd. . . .ot ettt ettt $ 513 $ 258 $ 1.80
Diluted = Pro FOMMA . . ..\ ottt et e e e et e e e e e e $ 5.08 $ 2.53 $  1.74

For all grants made prior to August 2004 and employee stock purchase plan grants, the fair value of each option grant is
estimated using the Black-Scholes-Merton option-pricing model with the following weighted-average assumptions used for
grants in 2005, 2004 and 2003, respectively: (1) dividend yield of 0.4%, 0.4% and 0.4%, (2) expected volatility of 30%, 35% and
43%, (3) risk-free interest rate of 3.0%, 2.5% and 3.4% and (4) expected life of 0.5 years, 2.8 years and 5.2 years.

Certain of EOG’s stock options issued in 2005 and 2004 contain a feature that limits the potential gain that can be realized
by requiring vested options to be exercised if the market price reaches 200% of the grant price for five consecutive trading days
(Capped Option). EOG may or may not issue Capped Options in the future. The fair value of each Capped Option grant is
estimated using a Monte Carlo simulation with the following weighted-average assumptions: (1) dividend yield of 0.4%, (2)
expected volatility of 33%, (3) risk-free interest rate of 4.3% and (4) expected life of 4.8 years. Effective May 2005, the fair value
of stock option grants not containing the Capped Option feature is estimated using the Hull-White Il binomial option pricing
model with the following weighted-average assumptions: (1) dividend yield of 0.4%, (2) expected volatility of 32%, (3) risk-free
interest rate of 4.2% and (4) expected life of 5.0 years. During 2005, approximately 1,934,000 stock options were granted at a
weighted average fair value of $19.25 and were included in the above pro forma employee stock based compensation expense
calculation. Approximately 111,000 of the stock options were granted with an average fair value of $9.81, based on the Black-
Scholes-Merton option-pricing model. Approximately 136,000 of the stock options were granted with the Capped Option feature
with an average fair value of $17.36, based on the Monte Carlo simulation. Approximately 1,687,000 of the stock options were
granted without the Capped Option feature with an average fair value of $20.02, based on the Hull-White Il binomial option
pricing model. The weighted average fair values for the stock options granted during 2004 and 2003 were $21.06 and $16.55,
respectively.

The effects of applying SFAS No. 123 in this pro forma disclosure should not be interpreted as being indicative of future
effects. SFAS No. 123 does not apply to awards prior to 1995, and the extent and timing of additional future awards cannot be
predicted.

Recently Issued Accounting Standards and Developments. In September 2005, the Emerging Issues Task Force (EITF)
reached a consensus on Issue No. 04-13, “Accounting for Purchases and Sales of Inventory with the Same Counterparty.” EITF
Issue 04-13 requires that purchases and sales of inventory with the same counterparty in the same line of business should be
accounted for as a single non-monetary exchange, if entered into in contemplation of one another. The consensus is effective
for inventory arrangements entered into, modified or renewed in interim or annual reporting periods beginning after March 15,
2006. EOG presents purchase and sale activities related to its marketing activities on a net basis in the Consolidated Statements
of Income and Comprehensive Income. The adoption of EITF Issue No. 04-13 is not expected to have a material impact on
EOG's financial statements.

In April 2005, the Financial Accounting Standards Board (FASB) issued FASB Staff Position (FSP) No. 19-1, “Accounting for
Suspended Well Costs,” which amended SFAS No. 19, “Financial Accounting and Reporting by Oil and Gas Producing
Companies.” FSP No. 19-1 allows exploratory well costs to continue to be capitalized beyond one year of the drilling completion
date when 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. EOG adopted FSP
No. 19-1 effective July 1, 2005. The adoption of FSP No. 19-1 did not have a material impact on EOG'’s financial statements.
(See Note 16.)
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In March 2005, the FASB issued FASB Interpretation (FIN) No. 47, “Accounting for Conditional Asset Retirement
Obligations.” The interpretation clarifies the requirement to record abandonment liabilities stemming from legal obligations when
the retirement depends on a conditional future event. FIN No. 47 requires that the uncertainty about the timing or method of
settlement of a conditional retirement obligation be factored into the measurement of the liability when sufficient information
exists. FIN No. 47 is effective for fiscal years ending after December 15, 2005. The adoption of FIN No. 47 did not have a material
impact on EOG’s financial statements.

In December 2004, the FASB issued SFAS No. 153, “Exchanges of Nonmonetary Assets, an Amendment of APB Opinion
No. 29,” which provides that all nonmonetary asset exchanges that have commercial substance must be measured based on
the fair value of the assets exchanged and any resulting gain or loss recorded. An exchange is defined as having commercial
substance if it results in a significant change in expected future cash flows. Exchanges of operating interests by oil and gas
producing companies to form a joint venture continue to be exempted. APB Opinion No. 29 previously exempted all exchanges
of similar productive assets from fair value accounting, therefore resulting in no gain or loss recorded for such exchanges. SFAS
No. 153 became effective for fiscal periods beginning on or after June 15, 2005. EOG adopted SFAS No. 153 effective July 1,
2005. The adoption of SFAS No. 153 did not have a material impact on EOG’s financial statements.

In December 2004, the FASB issued SFAS No. 123(R), “Share-Based Payment,” which supersedes SFAS No. 148,
“Accounting for Stock Based Compensation - Transition and Disclosure, an amendment of FASB Statement No. 123.” SFAS
No. 123(R) establishes standards for transactions in which an entity exchanges its equity instruments for goods or services. This
standard requires a public entity to measure the cost of employee services received in exchange for an award of equity
instruments based on the grant-date fair value of the award. This eliminates the exception to account for such awards using the
intrinsic method previously allowable under APB Opinion No. 25. SFAS No. 123(R) is effective for annual reporting periods
beginning on or after June 15, 2005. EOG adopted SFAS No. 123(R) effective January 1, 2006 using the modified prospective
method. EOG expects this will reduce 2006 net earnings by a pre-tax amount of approximately $25 million, taking into
consideration the estimated forfeitures and cancellations. The amount includes approximately $21 million of expense for
unvested options outstanding at December 31, 2005 and $1 million of expense for the Employee Stock Purchase Plan. SFAS
No. 123(R) also requires a public entity to present its cash flows provided by tax benefits from stock options exercised in the
Financing Cash Flows section of the Statement of Cash Flows. Had SFAS No. 123(R) been in effect, EOG’s Net Cash Provided
by Operating Activities would have been reduced and its Net Cash Provided by Financing Activities would have been increased
on its Consolidated Statements of Cash Flows by $51 million, $29 million and $12 million for 2005, 2004 and 2003, respectively
(see Note 6).

On October 22, 2004, the American Jobs Creation Act of 2004 (the Act) was enacted. The Act provides a deduction for
income from qualified domestic production activities, which will be phased in from 2005 through 2010. The Act also provides
for a two-year phase out of the existing extra-territorial income exclusion (ETI) for foreign sales that was held to be inconsistent
with international trade protocols. EOG expects the net effect of the phase in of the domestic production activities deduction
and the phase out of the ETI to result in favorable adjustments to the effective tax rate for 2005 and subsequent years. Under
the guidance in FSP No. 109-1, “Application of FASB Statement No. 109, Accounting for Income Taxes, to the Tax Deduction
on Qualified Production Activities Provided by the American Jobs Creation Act of 2004,” the deduction will be treated as a
“special deduction” as described in SFAS No. 109. As such, the special deduction has no effect on deferred tax assets and
liabilities existing at the enactment date. Rather, the impact of this deduction will be reported in the period in which the
deduction is claimed on EOG’s tax return. (See Note 5.)

The Act also creates a temporary incentive for United States corporations to repatriate accumulated income earned abroad
by providing an 85% dividends received deduction for certain dividends from controlled foreign corporations. On October 28,
2005, EOG’s Board of Directors approved EOG’s Domestic Reinvestment Plan under which the categories of qualified
expenditures are workers compensation and infrastructure and capital investments in the United States. During December 2005,
EOG received a $450 million foreign dividend qualifying under the Act and recorded a tax charge of approximately $24 million
as a result of the transaction.

On April 1, 2004, EOG adopted prospectively FSP No. 106-2, “Accounting and Disclosure Requirements related to the
Medicare Prescription Drug, Improvement and Modernization Act of 2003” (FSP 106-2), which provides guidance on accounting
for the effects of the Medicare Prescription Drug Improvement Act of 2003 for employers that sponsor postretirement health
care plans that provide prescription drug benefits. The adoption of FSP 106-2 did not have a material impact on EOG’s financial
statements (see Note 6).
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2. LONG-TERM DEBT
Long-Term Debt at December 31 consisted of the following (in thousands):

2005 2004

Commercial Paper . . ...t e $ - $ 91,800
Senior Unsecured Term Loan Facility due 2005. . .. .. ... e - 75,000
6.70% NOteS dUE 2006. . . . . .ottt et et e e e et e e e 126,075 126,870
6.50% NOteS dUE 2007. . . . ittt ettt e e e 98,992 100,000
6.009% Notes due 2008. . . .. ...ttt e e - 173,952
6.65% NOtes dUE 2028. . . . .. ittt 140,000 140,000
Subsidiary Senior Unsecured Term Loan Facility due 2008 . ............ ... ... ... ... . 250,000 -
7.00% Subsidiary Debt due 2011 .. .. .. . e 220,000 220,000
4.75% Subsidiary Debt due 2014 . .. ... . e 150,000 150,000
985,067 1,077,622

Less: Current Portion of Long-Term Debt .. ... ... .. . . e 126,075 -
Total . ... $ 858,992 $ 1,077,622

During 2005 and 2004, EOG utilized commercial paper, bearing market interest rates, for various corporate financing
purposes. Commercial paper outstanding at December 31, 2004 was classified as long-term debt based on EOG’s intent and
ability to ultimately replace such amounts with other long-term debt. The weighted average interest rate for commercial paper
was 3.30% for 2005. At December 31, 2005, the aggregate annual maturities of long-term debt were $126 million in 2006, $99
million in 2007, $250 million in 2008 and zero in both 2009 and 2010.

In accordance with notice delivered to holders on November 1, 2005, EOG redeemed the remaining $174 million
outstanding principal amount of its 6.00% Notes due 2008 (2008 Notes) on December 5, 2005, at a redemption price of
$1,039.22 per each $1,000.00 of principal amount, plus accrued and unpaid interest through the redemption date. The
redemption was made in accordance with terms of the indenture and the officer’s certificate establishing the terms of the 2008
Notes. In connection with the redemption, EOG recognized a loss on extinguishment of debt in the amount of $8 million,
included in Net Interest Expense, representing prepaid interest and the write-off of deferred bond issuance costs.

In October 2005, EOGI International Company (EOGI) a wholly owned foreign subsidiary of EOG entered into a $600
million, 3-year unsecured Senior Term Loan Agreement (Term Loan Agreement) with The Bank of Nova Scotia, as
Administrative Agent, and certain banks, as lenders. All borrowings under this agreement will be made as term loans and will
be guaranteed by EOG. Proceeds from the Term Loan Agreement are to be used for general corporate purposes, including
funding distributions ultimately to EOG from its foreign subsidiaries to realize a benefit of the favorable United States tax
legislation regarding repatriation of foreign earnings under the American Jobs Creation Act of 2004. Borrowings up to $600
million under the Term Loan Agreement were available in multiple drawings through December 31, 2005, and prior to such
date, EOGI elected to borrow $250 million, which was used to fund the distributions ultimately to EOG as described above.
The $250 million was borrowed at the Eurodollar rate (a London InterBank Offering Rate (LIBOR) plus the applicable margin)
of 4.90% per annum for the initial three-month interest period beginning December 6, 2005. Subsequent to December 31,
2005, borrowing capacity under the Term Loan Agreement was reduced to $100 million and such amount will be available for
an additional one-year period. On February 17, 2006, EOGI repaid $50 million of the amount outstanding at December 31,
2005. Borrowings under the Term Loan Agreement accrue interest at LIBOR plus an applicable margin or at the Administrative
Agent’s base rate, as selected by the borrower.

On June 28, 2005, EOG entered into a new 5-year $600 million unsecured Revolving Credit Agreement (Agreement) with
domestic and foreign lenders and JPMorgan Chase Bank, N.A., as Administrative Agent, and concurrently terminated the
existing $600 million 3-year unsecured credit facility scheduled to expire in July 2006. Under the Agreement, EOG has the option
to extend, as to consenting lenders, the term for successive one-year periods with the consent of the majority banks and to
request increases in the aggregate commitments to an amount not to exceed $1 billion. The Agreement also provides for the
allocation, at the option of EOG, of up to $75 million of the $600 million each to EOG’s current United Kingdom subsidiary and
one of its Canadian subsidiaries. Interest accrues on advances at LIBOR plus an applicable margin (Eurodollar rate) or at the
Administrative Agent’s base rate, as selected by EOG. Advances to the Canadian or the United Kingdom subsidiaries, should
they occur, would be guaranteed by EOG and would bear interest at a rate calculated in accordance with the Agreement. In
addition, the Agreement provides EOG the option to request letters of credit to be issued in an aggregate amount of up to $200
million. There are no borrowings or letters of credit currently outstanding under the Agreement. At December 31, 2005, the
applicable base rate and Eurodollar rate, had there been an amount borrowed under the Agreement, would have been 7.25%
and 4.58%, respectively.

Both EOG’s $600 million Long-Term Revolving Credit Agreement and EOGI’s Term Loan Agreement contain certain
restrictive covenants applicable to EOG, including a maximum debt-to-total capitalization ratio of 65%. Other than this financial
covenant, there are no other financial covenants in EOG’s financing agreements. EOG continues to comply with this covenant
and does not view it as materially restrictive.
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On September 15, 2004, EOG paid in full upon maturity the $100 million, 6.50% Notes.

On March 9, 2004, under Rule 144A of the Securities Act of 1933, as amended, EOG Resources Canada Inc., a wholly
owned subsidiary of EOG, issued notes with a total principal amount of $150 million, an annual interest rate of 4.75% and a
maturity date of March 15, 2014. The notes are guaranteed by EOG. In conjunction with the offering, EOG entered into a foreign
currency swap transaction with multiple banks for the equivalent amount of the notes and related interest, which has in effect
converted this indebtedness into Canadian Dollars (CAD) 201.3 million with a 5.275% interest rate.

EOG maintained a $150 million three-year Senior Unsecured Term Loan Facility (Facility) with a group of banks with a
maturity date of October 30, 2005. The Facility accrued interest at LIBOR plus an applicable margin, or the base rate, at EOG’s
option, and contained substantially the same covenants as those in EOG’s $600 million Long-Term Revolving Credit Agreement.
On March 31, 2004, EOG repaid $75 million of the $150 million loan. The applicable interest rate for the Facility was 3.17% at
December 31, 2004. On August 26, 2005, EOG repaid the remaining $75 million outstanding under the Facility and terminated
the Facility.

The 6.00% to 6.70% Notes due 2006 to 2028 were issued through public offerings and have effective interest rates of
6.16% to 6.81%. The Subsidiary Debt due 2011 bears interest at a fixed rate of 7.00% and is guaranteed by EOG.

Shelf Registration. As of February 22, 2006, the amount available under various filed registration statements with the
Securities and Exchange Commission for the offer and sale from time to time of EOG debt securities, preferred stock and/or
common stock totaled approximately $688 million.

Fair Value of Current and Long-Term Debt. At December 31, 2005 and 2004, EOG had $985 million and $1,078 million,
respectively, of long-term debt (including current portion), which had fair values of approximately $1,025 million and $1,146
million, respectively. The fair value of long-term debt is the value EOG would have to pay to retire the debt, including any
premium or discount to the debt-holder for the differential between the stated interest rate and the year-end market rate. The
fair value of long-term debt is based upon quoted market prices and, where such quotes were not available, upon interest rates
available to EOG at year-end.

3. SHAREHOLDERS’ EQUITY

Common Stock. EOG purchases its common stock from time to time in the open market to be held in treasury for, among
other purposes, fulfilling any obligations arising under EOG’s stock plans and any other approved transactions or activities for
which such common stock shall be required. In September 2001, the Board of Directors authorized the purchase of an
aggregate maximum of 10 million shares of common stock of EOG which superseded all previous authorizations. At December
31, 2005, 6,386,200 shares remain available for repurchases under this authorization. On February 2, 2005, EOG announced
that the Board of Directors had approved a two-for-one stock split in the form of a stock dividend, payable to record holders as
of February 15, 2005 and issued on March 1, 2005. In addition, the Board increased the quarterly cash dividend on the common
stock to a quarterly cash dividend of $0.04 per share post-split. On February 1, 2006, the Board increased the quarterly cash
dividend on the common stock to $0.06 per share.

The following summarizes shares of common stock outstanding at December 31, for each of the years ended
December 31 (in thousands):

Common Shares

Issued Treasury Outstanding
Balance at December 31, 2002 . . . . . ... .ttt e 249,460 (20,019) 229,441
Treasury Stock Purchased. . ... ... . e - (1,252) (1,252)
Treasury Stock Issued under Stock OptionPlans. . ........................ - 2,971 2,971
Treasury Stock Issued Under Employee Stock Purchase Plan. .. ............. - 148 148
Restricted Stock and Units . . ... ... . - 494 494
Treasury Stock Issued as Compensation ............... ..., - 19 19
Balance at December 31, 2003 . . . . ... .. .. ... 249,460 (17,639) 231,821
Treasury Stock Purchased. . ... ... ... ... . - (820) (820)
Treasury Stock Issued Under Stock OptionPlans . ........................ - 5,922 5,922
Treasury Stock Issued Under Employee Stock Purchase Plan. .. ............. - 136 136
Restricted Stock and Units .. .. ... .. - 296 296
Balance at December 31, 2004 . . . .. ...t e 249,460 (11,605) 237,855
Treasury Stock Purchased. . ... ... .. e - (155) (155)
Treasury Stock Issued Under Stock OptionPlans . ........................ - 3,804 3,804
Treasury Stock Issued Under Employee Stock Purchase Plan................ - 106 106
Restricted Stock and Units .. ... ... e - 464 464
Balance at December 31,2005 . . . ............ ... ... .. .. ... ... 249,460 (7,386) 242,074
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On February 14, 2000, EOG’s Board of Directors declared a dividend of one preferred share purchase right (a Right, and
the agreement governing the terms of such Rights, the Rights Agreement) for each outstanding share of common stock, par
value $0.01 per share. The Board of Directors has adopted this Rights Agreement to protect stockholders from coercive or
otherwise unfair takeover tactics. The dividend was distributed to the stockholders of record on February 24, 2000. As
mentioned above, on March 1, 2005, EOG effected a two-for-one stock split in the form of a stock dividend. In accordance with
the Rights Agreement, each share of common stock issued in connection with the two-for-one stock split effective March 1,
2005 also had one Right associated with it. Each Right, expiring February 24, 2010, represents a right to buy from EOG one
hundredth (1/100) of a share of Series E Junior Participating Preferred Stock (Series E) for $90, once the Rights become
exercisable. This portion of a Series E share will give the stockholder approximately the same dividend, voting, and liquidation
rights as would one share of common stock. Prior to exercise, the Right does not give its holder any dividend, voting, or
liquidation rights. If issued, each one hundredth (1/100) of a Series E share (i) will not be redeemabile; (ii) will entitle holders to
quarterly dividend payments of $0.01 per share, or an amount equal to the dividend paid on one share of common stock,
whichever is greater; (i) will entitle holders upon liquidation either to receive $1 per share or an amount equal to the payment
made on one share of common stock, whichever is greater; (iv) will have the same voting power as one share of common stock;
and (v) if shares of EOG’s common stock are exchanged via merger, consolidation, or a similar transaction, will entitle holders
to a per share payment equal to the payment made on one share of common stock.

The Rights will not be exercisable until ten days after a public announcement that a person or group has become an
acquiring person (Acquiring Person) by obtaining beneficial ownership of 10% or more of EOG’s common stock, or if earlier, ten
business days (or a later date determined by EOG’s Board of Directors before any person or group becomes an Acquiring
Person) after a person or group begins a tender or exchange offer which, if consummated, would result in that person or group
becoming an Acquiring Person. On February 24, 2005, the Rights Agreement was amended to create an exception to the
definition of Acquiring Person to permit a qualified institutional investor to hold 10% or more but less than 20% of EOG’s
common stock without being deemed an Acquiring Person if the institutional investor meets the following requirements: (i) the
institutional investor is described in Rule 13d-1(b)(1) promulgated under the Securities Exchange Act of 1934 and is eligible to
report (and, if such institutional investor is the beneficial owner of greater than 5% of EOG’s common stock, does in fact report)
beneficial ownership of common stock on Schedule 13G; (ii) the institutional investor is not required to file a Schedule 13D (or
any successor or comparable report) with respect to its beneficial ownership of EOG’s common stock; (iii) the institutional
investor does not beneficially own 15% or more of EOG’s common stock (including in such calculation the holdings of all of the
institutional investor’s affiliates and associates other than those which, under published interpretations of the United States
Securities and Exchange Commission or its staff, are eligible to file separate reports on Schedule 13G with respect to their
beneficial ownership of EOG’s common stock); and (iv) the institutional investor does not beneficially own 20% or more of EOG’s
common stock (including in such calculation the holdings of all of the institutional investor’s affiliates and associates). On June
15, 2005, the Rights Agreement was amended again to revise the exception to the definition of Acquiring Person to permit a
qualified institutional investor to hold 10% or more but less than 30% of EOG’s common stock without being deemed an
Acquiring Person if the institutional investor meets the other requirements described above.

If a person or group becomes an Acquiring Person, all holders of Rights, except the Acquiring Person, may for $90,
purchase shares of EOG’s common stock with a market value of $180, based on the market price of the common stock prior
to such acquisition. If EOG is later acquired in a merger or similar transaction after the Rights become exercisable, all holders
of Rights except the Acquiring Person may, for $90, purchase shares of the acquiring corporation with a market value of $180
based on the market price of the acquiring corporation’s stock, prior to such merger.

EOG’s Board of Directors may redeem the Rights for $0.005 per Right at any time before any person or group becomes an
Acquiring Person. If the Board of Directors redeems any Rights, it must redeem all of the Rights. Once the Rights are redeemed,
the only right of the holders of Rights will be to receive the redemption price of $0.005 per Right. The redemption price has been
adjusted for the two-for-one stock split effective March 1, 2005 and will be adjusted for any future stock split or stock dividends
of EOG’s common stock. After a person or group becomes an Acquiring Person, but before an Acquiring Person owns 50% or
more of EOG’s outstanding common stock, the Board of Directors may exchange the Rights for common stock or equivalent
security at an exchange ratio of one share of common stock or an equivalent security for each such Right, other than Rights
held by the Acquiring Person.

Preferred Stock. EOG currently has two authorized series of preferred stock. On February 14, 2000, EOG’s Board of
Directors, in connection with the Rights Agreement described above, authorized 1,500,000 shares of the Series E with the rights
and preferences described above. On February 24, 2005, EOG’s Board of Directors increased the authorized shares of the
Series E to 3,000,000 as a result of the two-for-one stock split of EOG’s common stock effective March 1, 2005. Currently, there
are no shares of the Series E outstanding.

On July 19, 2000, EOG’s Board of Directors authorized 100,000 shares of Fixed Rate Cumulative Perpetual Senior Preferred
Stock, Series B, with a $1,000 Liquidation Preference per share (the Series B). Dividends are payable on the shares only if
declared by EOG’s Board of Directors and will be cumulative. If declared, dividends will be payable at a rate of $71.95 per share,
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per year on March 15, June 15, September 15 and December 15 of each year beginning September 15, 2000. EOG may redeem
all or part of the Series B at any time beginning on December 15, 2009 at $1,000 per share, plus accrued and unpaid dividends.
The Series B is not convertible into, or exchangeable for, common stock of EOG. There are 100,000 shares of the Series B
currently outstanding.

Following the December 2004 redemption of all outstanding shares of EOG’s Flexible Money Market Cumulative Preferred
Stock, Series D, EOG filed a Certificate of Elimination with the Secretary of State of the State of Delaware on February 24, 2005
to eliminate the series from EOG’s Restated Certificate of Incorporation, as amended.

4. OTHER INCOME, NET

Other income, net for 2005 consisted of equity income from investments in the CNCL and N2000 ammonia plants of $16
million, gains on sales of properties of $13 million, interest income of $8 million, a gain on the sale of part of EOG’s interest in
the N2000 ammonia plant of $2 million and net foreign currency transaction losses of $2 million. Other income, net for 2004
consisted of equity income from investments in the CNCL and N2000 ammonia plants of $11 million, foreign currency
transaction losses of $7 million, and gains on sales of properties of $6 million. The foreign currency transaction gains and losses
for 2005 and 2004 were results of fluctuations in the Canadian Dollar and British Pound exchange rates applied to certain
intercompany short-term loans, which were eliminated during consolidation.

5. INCOME TAXES
The principal components of EOG’s net deferred income tax liability at December 31 were as follows (in thousands):

2005 2004
Current Deferred Income Tax Assets
Commodity Hedging Contracts ... ..ottt $ (7,995) $ (7,701)
Deferred Compensation Plans . .. ... .. e 7,366 6,488
United Kingdom Net Operating Loss Carryforward (Current Portion) .. .............. 7,592 10,160
OtNEr . . .o e 17,413 13,280
Total Current Deferred Income Tax AsSetS. ... ..ottt e 24,376 22,227
Current Deferred Income Tax Liabilities
Timing Differences Associated With Different Year-ends in Foreign Jurisdictions. .. .. .. 164,659 103,903
(1 T - 30
Total Current Deferred Income Tax Liabilities. . . ............ ... ... ... . ........ 164,659 103,933
Total Net Current Deferred Income Tax Liabilities. . . .......................... $ 140,283 $ 81,706
Noncurrent Deferred Income Tax Assets (included in Other Assets)
United Kingdom Net Operating Loss Carryforward . .. ..........couutieneunnnnn.. $ - $ 21,764
United Kingdom Oil and Gas Exploration and Development Costs
Deducted for Tax Over Book Depreciation, Depletion and Amortization. . ........... (16,939) (20,465)
Total Noncurrent Deferred Income Tax Assets . ... ................cccuvuun... $ (16,939) $ 1,299
Noncurrent Deferred Income Tax Assets
Non-Producing Leasehold COStS . . . . ..o vvu ittt ettt $ 51,130 $ 41,718
Seismic Costs Capitalized for Tax . .. ...t et 41,328 25,563
(0 o 39,211 22,740
Total Noncurrent Deferred Income Tax Assets. . . ... i, 131,669 90,021
Noncurrent Deferred Income Tax Liabilities
Oil and Gas Exploration and Development Costs Deducted for
Tax Over Book Depreciation, Depletion and Amortization. .. .................... 1,209,494 974,492
Capitalized Interest. . . ... ... e 21,332 16,683
(0 o 6,492 1,200
Total Noncurrent Deferred Income Tax Liabilities. . ............................ 1,237,318 992,375
Total Net Noncurrent Deferred Income Tax Liability . .. ........................ $ 1,105,649 $ 902,354
Total Net Deferred Income Tax Liability. . . ............ .. .. ... .. .. ... ............ $ 1,262,871 $ 982,761

The components of Income Before Income Taxes for the years indicated below were as follows (in thousands):

2005 2004 2003
UnitedStates .. ......... ... o i $ 1,336,658 $ 641,973 $ 442,109
Foreign . . ... 628,479 284,039 211,767
1% lsaonanconnnnananonnnnonbooannonononnnoocaonanG $ 1,965,137 $ 926,012 $ 653,876
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The principal components of EOG’s Income Tax Provision for the years indicated below were as follows (in thousands):

2005 2004 2003
Current:
Federal .. ... e $ 333,752 $ 58,148 $ 3,844
State . . .. 25,527 3,137 880
Foreign . e 75,991 35,641 20,150
Total. .. 435,270 96,926 24,874
Deferred:
Federal ... ... 132,118 156,862 151,389
StAtE . . oo e 14,774 7,985 4,052
FOreigN « oo e 123,399 39,384 36,285
TOtal. . oo 270,291 204,231 191,726
Income Tax ProViSioNn. . . . . .. ...ttt e e e e e e e $ 705,561 $ 301,157 $ 216,600

The differences between taxes computed at the United States federal statutory tax rate and EOG’s effective rate were as
follows:

2005 2004 2003

Statutory Federal Income Tax Rate . . . .......... ... .. 35.00% 35.00% 35.00%
State Income Tax, Net of Federal Benefit . .. ....... ... .. .. ... ... ... .... 1.32 0.74 0.73
Income Tax Provision Related to Foreign Operations . .. .................... (0.92) (1.83) (0.05)
Change in Canadian Federal Tax Rate ............ ... ... ... .. ... ... . - - (2.16)
Change in Canadian Provincial Tax Rate. . .. ....... ... .. .. - (0.58) -
Dividend Repatriation. . .. ... ... e 1.20 - -
Domestic Production Activities Deduction . .......... ... ... . ... ... . ...... (0.42) - -
Other .o e (0.28) (0.81) (0.40)

EffectiveIncomeTaxRate . ................ ... ... ... ... .......... 35.90% 32.52% 33.12%

On October 22, 2004, the American Jobs Creation Act of 2004 (the Act) was enacted. The Act creates a temporary incentive
for United States corporations to repatriate accumulated income earned abroad by providing an 85% dividends received
deduction for certain dividends from controlled foreign corporations. During the fourth quarter of 2005, EOG made a qualifying
distribution in the amount of $450 million resulting in a federal income tax of approximately $24 million.

EOG'’s foreign subsidiaries’ undistributed earnings of approximately $1.3 billion at December 31, 2005 are considered to be
indefinitely invested outside the United States and, accordingly, no United States or state income taxes have been provided
thereon. Upon distribution of those earnings, EOG may be subject to both foreign withholding taxes and United States income
taxes, net of allowable foreign tax credits. Determination of any potential amount of unrecognized deferred income tax liabilities
is not practicable.

EOG incurred a tax net operating loss of $191 million in 2002. During 2003, EOG utilized $176 million of the 2002 net
operating loss. The remaining net operating loss of $15 million was utilized in 2004.

Through 2004, EOG incurred foreign net operating losses of approximately $70 million, of which $51 million was utilized in
2005. The remaining $19 million net operating loss will be carried forward indefinitely.

EOG had an alternative minimum tax credit carryforward from prior years of $6 million which was used to offset regular
income taxes in 2004.

6. EMPLOYEE BENEFIT PLANS
Pension Plans

EOG has a non-contributory defined contribution pension plan and a matched defined contribution savings plan in place
for most of its employees in the United States. EOG’s contributions to these pension plans are based on various percentages
of compensation, and in some instances, are based upon the amount of the employees’ contributions. For 2005, 2004 and
2003, EOG’s total contributions to these pension plans amounted to $12 million, $11 million and $8 million, respectively.

In addition, EOG’s Canadian subsidiary maintains both a contributory defined benefit pension plan and a non-contributory
defined contribution pension plan, as well as a matched defined contribution savings plan. EOG’s Trinidadian subsidiary
maintains a contributory defined benefit pension plan and a matched savings plan. With the exception of Canada’s contributory
defined benefit pension plan, which is closed to new employees, these pension plans are available to most employees of the
Canadian and Trinidadian subsidiaries. EOG’s combined contributions to these pension plans were approximately $2.0 million,
$0.9 million and $0.5 million for 2005, 2004 and 2003, respectively.

The benefit obligation, fair value of plan assets and prepaid (accrued) benefit cost of the defined benefit pension plans
totaled $6.4 million, $5.3 million and ($1.1) million, respectively, at December 31, 2005 and $1.0 million, $1.4 million and $0.2
million, respectively, at December 31, 2004. Weighted average discount rate and expected return on plan assets assumptions
used to determine benefit obligations for the pension plans were 5.54% and 4.18%, respectively, at December 31, 2005 and
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6.50% and 5.50%, respectively, at December 31, 2004. Weighted average discount rate assumptions used to determine net
periodic benefit cost for the pension plans for the years ended December 31, 2005, 2004 and 2003 were 6.50%, 6.50% and
8.00%, respectively. The weighted average asset allocation of the pension plans at December 31, 2005 consisted of equities
(57%), debt and fixed income securities (38%) and other assets (5%). The asset allocation at December 31, 2004 consisted of
equities (54%), debt and fixed income securities (39%) and other (7%).

The investment policy for the defined benefit pension plan in Trinidad is determined by the pension plan’s trustee, with input
from EOG. The plan’s asset allocation policy is largely dictated by local statutory requirements which restricts total investment
in equities to a maximum of 50% of the plan’s assets and investment overseas to 20% of the plan’s assets. The investment
policy for the defined benefit pension plan in Canada provides that EOG shall invest the plan assets in one or more of Canadian
balanced funds and in one or more foreign equity funds as deemed appropriate for the purposes of diversification.

EOG’s United Kingdom subsidiary introduced a pension plan as of January 2005, which includes a non-contributory defined
contribution pension plan and a matched defined contribution savings plan. The pension plan is available to all employees of
the United Kingdom subsidiary. EOG’s combined contributions to these pension plans were approximately $0.1 million for 2005.

Postretirement Health Care

EOG has postretirement medical and dental benefits in place for eligible United States and Trinidad employees and their
eligible dependents. EOG accrues these postretirement benefit costs over the service lives of the employees expected to be
eligible to receive such benefits.

The benefit obligation and accrued benefit cost for the postretirement benefit plans totaled $3.4 million and $2.0 million,
respectively, at December 31, 2005 and $2.1 million and $1.7 million, respectively, at December 31, 2004. Weighted average
discount rate assumptions used to determine benefit obligations for the postretirement plans at December 31, 2005 and 2004
were 5.67% and 5.98%, respectively. Weighted average discount rate assumptions used to determine net periodic benefit cost
for the years ended December 31, 2005, 2004 and 2003 were 5.98%, 6.15% and 6.40% for the postretirement plans. Net
periodic benefit cost recognized for the postretirement benefit plans totaled $0.4 million, $0.5 million and $0.4 million for the
years ended December 31, 2005, 2004 and 20083.

Accrued/(prepaid) benefit cost recognized in the Consolidated Balance Sheets at December 31, 2005 and 2004 totaled
$1.1 million and ($0.2) million, respectively, for the pension plan and $2.0 million and $1.7 million, respectively, for the
postretirement plan.

Estimated Future Employer-Paid Benefits
The following benefits, which reflect expected future service, as appropriate, are expected to be paid by EOG in the next
10 years (in thousands):

Pension Plans Postretirement Plans
200 $ 161 $ 121
2007 . . e e 196 135
2008, . . e 197 146
2000, . . e 229 186
2070, . ot e 285 211
2011 - 20715 . . 1,700 1,585

Postretirement health care trend rates have minimal effect on the amounts reported for the postretirement health care plans
for both 2005 and 2004. Most increases or decreases in healthcare costs would be borne by the employee.

Stock Plans

EOG has various stock plans (Plans) under which employees and non-employee members of the Board of Directors of EOG
and its subsidiaries have been or may be granted certain equity compensation. Since the inception of the Plans, there have been
31,445,000 shares authorized for grant. At December 31, 2005, 5,606,109 shares remain available for grant.

Stock Options. Under the Plans, participants have been or may be granted rights to purchase shares of common stock of
EOG at a price not less than the market price of the stock at the date of grant. Stock options granted under the Plans vest either
immediately at the date of grant or up to four years from the date of grant based on the nature of the grants and as defined in
individual grant agreements. Terms for stock options granted under the Plans have not exceeded a maximum term of 10 years.

Certain of EOG’s stock options issued in 2005 and 2004 contain a feature that limits the potential gain that can be realized
by requiring vested options to be exercised if the market price reaches 200% of the grant price for five consecutive trading days
(Capped Option). EOG may or may not issue Capped Options in the future.
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The following table sets forth the option transactions for the years ended December 31 (options in thousands):

2005 2004 2003

Average Average Average

Grant Grant Grant

Options Price Options Price Options Price

QutstandingatJanuary 1 ......... .. ... . ... 11,922 $19.66 15,497 $15.19 15,674 $13.66
Granted . ... ... 1,823 61.57 2,619 31.97 3,029 19.57
EXercised. . . ...t e (3,804) 17.61 (5,922) 13.43 (2,971) 11.37
Forfeited ... ... ... ... i (243) 28.86 272) 19.34 (235) 17.37
Outstanding at December 31 . .. ... ... ... .. ... ...... 9,698 28.12 11,922 19.66 15,497 15.19
Options Exercisable at December 31.................... 4,575 16.61 6,104 15.18 9,861 13.52

Available for Future Grant. . . .......................... 5,606 7,418 2,355

EOG adopted SFAS No. 123(R) effective January 1, 2006 (see Note 1) and as a result, EOG expects the expensing of the
stock options would reduce 2006 net earnings by a pre-tax amount of approximately $24 million.
The following table summarizes certain information for the options outstanding at December 31, 2005 (options in thousands):

Options Outstanding Options Exercisable

Weighted Weighted Weighted

Average Average Average
Remaining Grant Grant
Range of Grant Prices Options Life (Years) Price Options Price
$7.00t0 $14.99. .. ... ... 726 3 $ 8.88 726 $8.88
15.00t0 16.99. ... .. i 2,139 6 16.72 1,604 16.68
17.00t0 19.99. ... .. . . e 2,926 7 18.81 1,954 18.48
20.00t0 31.99. ... .. 452 7 24.00 290 22.95
32.00t0 48.99. ... ... 1,782 9 33.34 1 36.55
49.0010 78.99. .. ... 1,673 7 62.86 - 62.98
9,698 6 28.12 4,575 16.61

During 2005, 2004 and 2003, EOG repurchased approximately 155,000, 320,000 and 1,252,000 of its common shares,
respectively. The difference between the cost of the treasury shares and the exercise price of the options, net of federal income
tax benefit of $51 million, $29 million and $12 million, for 2005, 2004 and 2003, respectively, is reflected as an adjustment to
additional paid in capital to the extent EOG has accumulated additional paid in capital relating to treasury stock and to retained
earnings thereafter.

Restricted Stock and Units. Under the Plans, employees may be granted restricted stock and/or units without cost to them.
The shares and units granted vest to the employee at various times ranging from one to five years from the date of grant based
on the nature of the grants and as defined in individual grant agreements. Upon vesting, restricted shares are released to the
employee. Upon vesting, each restricted unit is converted into one share of common stock and released to the employee. The
following summarizes shares of restricted stock and units granted for the three years ended December 31 (shares and units in
thousands):

Restricted Shares and Units

2005 2004 2003
Outstanding at January 1. ... ... 2,566 2,052 1,550
Granted . ... e 385 659 744
Released . .. ... (353) (82) (206)
Forfeited or Expired . . . ... .. o (54) (63) (36)
Outstanding at December 31. . .. ... . 2,544 2,566 2,052
Average Fair Value of Shares Granted During Year. . ....................... $ 52.19 $ 25.71 $ 20.21

The fair value of the restricted shares and units at date of grant has been recorded in shareholders’ equity as unearned
compensation and is being amortized over the vesting period as compensation expense. Related compensation expense for
2005, 2004 and 2003 was $12 million, $10 million and $6 million, respectively.

Employee Stock Purchase Plan. EOG has an Employee Stock Purchase Plan (ESPP) in place that allows eligible employees
to semi-annually purchase, through payroll deductions, shares of EOG common stock at 85 percent of the fair market value at
specified dates. Contributions to the ESPP are limited to 10 percent of the employees’ pay (subject to certain ESPP limits) during
each of the two six-month offering periods. As of December 31, 2005, approximately 407,400 common shares remained available
for issuance under the ESPP. EOG adopted SFAS No. 123(R) effective January 1, 2006 (see Note 1) and as a result, EOG expects
the expense associated with the ESPP would reduce 2006 net earnings by a pre-tax amount of approximately $1 million.
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The following table summarizes ESPP activities for the years ended December 31 (in thousands, except number of

participants):

2005 2004 2003
Approximate Number of Participants. .. .......... .. ... ... . i i 580 450 410
Shares Purchased. . . ... ...t 106 136 148
Aggregate PUrchase PriCe. . . . ... .ottt $ 3,889 $ 3,021 $ 2,599

7. COMMITMENTS AND CONTINGENCIES

Letters of Credit. At December 31, 2005, EOG had standby letters of credit and guarantees outstanding totaling
approximately $711 million of which $620 million represents guarantees of subsidiary indebtedness included under Note 2

“Long-Term Debt” and $91 million primarily represents guarantees of payment obligations on behalf of subsidiaries.

At

December 31, 2004, EOG had standby letters of credit and guarantees outstanding totaling approximately $433 million of which
$370 million represents guarantees of subsidiary indebtedness and $63 million primarily represents guarantees of payment

obligations on behalf of subsidiaries. As of February 22, 2006, there were no demands for payment under these guarantees.

Minimum Commitments. At December 31, 2005, total minimum commitments from long-term non-cancelable operating
leases, drilling rig commitments, seismic purchase and other purchase obligations, and pipeline transportation service
commitments, based on current pipeline transportation rates and the foreign currency exchange rates used to convert CAD and

British Pounds into United States Dollars at December 31, 2005, are as follows (in thousands):

Total Minimum

Commitments

20 $ 166,132
2007 = 2009 . . i e e e e 228,565
P20 00 67,154
2012 aNd DEYONA. . . . ot e e e e e e e e e 89,376

$ 551,227

Included in the table above are leases for buildings, facilities and equipment with varying expiration dates through 2016.
Rental expenses associated with these leases amounted to $34 million, $26 million and $22 million for 2005, 2004 and 2003,

respectively.

Contingencies. There are various suits and claims against EOG that have arisen in the ordinary course of business.
Management believes that the chance that these suits and claims will individually, or in the aggregate, have a material adverse
effect on the financial condition or results of operations of EOG is remote. When necessary, EOG has made accruals in

accordance with SFAS No. 5, “Accounting for Contingencies,” in order to provide for these matters.

8. NET INCOME PER SHARE AVAILABLE TO COMMON

The following table sets forth the computation of Net Income Per Share Available to Common for the years ended

December 31 (in thousands, except per share data):

2005 2004 2003

Numerator for basic and diluted earnings per share -

Net Income Available to Common. . ... ... $ 1,252,144 $ 613,963 $ 419,113
Denominator for basic earnings per share -

Weighted average shares. . . . ... .. 238,797 233,751 229,194
Potential dilutive common shares -

StoCK OPtioNS. . . ..o 3,942 3,561 3,168

Restricted stock and units. . . ... ... e 1,236 1,064 675
Denominator for diluted earnings per share -

Adjusted weighted average shares . . . ........ ... ... ... . ... .. ... 243,975 238,376 233,037
Net Income Per Share Available to Common

BaSIC . i $ 5.24 $ 2.63 $ 1.83

Diluted . . . $ 5.13 $ 2.58 $ 1.80

9. SUPPLEMENTAL CASH FLOW INFORMATION
Cash paid for interest and income taxes was as follows for the years ended December 31 (in thousands):

2005 2004 2003
10 (== $ 60,467 $ 60,967 $ 62,472
INCOME tAXES . . . ittt et et e e e e e e e e e e e 335,628 56,654 26,330
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10. BUSINESS SEGMENT INFORMATION

EOG's operations are all natural gas and crude oil exploration and production related. SFAS No. 131, “Disclosures about
Segments of an Enterprise and Related Information,” establishes standards for reporting information about operating segments
in annual financial statements. Operating segments are defined as components of an enterprise about which separate financial
information is available and evaluated regularly by the chief operating decision maker, or decision making group, in deciding
how to allocate resources and in assessing performance. EOG’s chief operating decision making process is informal and
involves the Chairman and Chief Executive Officer and other key officers. This group routinely reviews and makes operating
decisions related to significant issues associated with each of EOG’s major producing areas in the United States and each of
its significant international locations. For segment reporting purposes, the major United States producing areas have been
aggregated as one reportable segment due to similarities in their operations as allowed by SFAS No. 131.

Financial information by reportable segment is presented below for the years ended December 31, or at December 31
(in thousands):

United United
States Canada Trinidad Kingdom Other Total
2005

Net Operating Revenues™ ... .............. $ 2,584,017 $ 651,348 $ 280,622 $104,226 $ - $ 3,620,213
Depreciation, Depletion and Amortization . . . .. 488,621 124,793 24,781 16,063 - 654,258
Operatinglncome . ............. ... ....... 1,356,267 377,580 204,133 53,835 - 1,991,815
Interest Income. . ............ ... ... ..... 1,218 2,139 4,510 - - 7,867
Other Income (Expense) . . ................. 19,351 (5,029) 17,631 (3,992) - 27,961
Interest Expense, Net. . ................... 38,683 22,843 909 71 - 62,506
Income Before Income Taxes............... 1,338,153 351,847 225,365 49,772 - 1,965,137
Income Tax Provision . .................... 485,523 110,794 88,919 20,325 - 705,561
Additions to Oil and Gas Properties,

Excluding Dry Hole Costs . ............... 1,299,205 307,862 42,384 10,500 - 1,659,951
Net Oil and Gas Properties. .. .............. 4,009,700 1,757,123 277,113 43,243 - 6,087,179
Total Assets. .. ... 5,176,701 1,958,655 538,671 79,293 - 7,753,320

2004

Net Operating Revenues® .. ............... $ 1,656,325 $ 448,562 $ 153,377 $ 12,961 $ - $ 2,271,225
Depreciation, Depletion and Amortization . . . .. 382,718 99,879 20,022 1,784 - 504,403
Operating Income (Loss). . .. ............... 682,619 222,155 91,245 (16,824) - 979,195
Interestlncome............ ... ... .. ... 292 679 659 - - 1,630
Other Income (Expense) . . ................. 1,072 (4,487) 10,892 838 - 8,315
Interest Expense, Net . . . .................. 41,571 21,415 - 142 - 63,128
Income (Loss) Before Income Taxes. ......... 642,412 196,932 102,796 (16,128) - 926,012
Income Tax Provision (Benefit) . . ............ 231,250 45,785 31,414 (7,292) - 301,157
Additions to Oil and Gas Properties,

Excluding Dry Hole Costs . ............... 936,463 294,571 59,205 34,303 - 1,324,542
Net Oil and Gas Properties. . . .............. 3,276,718 1,515,414 256,858 52,613 - 5,101,603
Total Assets. . .................. i, 3,727,231 1,600,486 401,434 69,772 - 5,798,923

2003

Net Operating Revenues® . ................ $ 1,335,145 $ 309,418 $ 100,112 $ - $ - $ 1,744,675
Depreciation, Depletion and Amortization . . . .. 359,439 66,334 16,070 - - 441,843
Operating Income (Loss). . .. ............... 487,133 163,783 55,433 (9,195) 160 697,314
Interestlncome.......... ... ... ... ... ... 1,385 950 454 - - 2,789
Other Income (Expense) . . ................. 2,777 6,354 3,418 (71) 6 12,484
Interest Expense, Net . . . .................. 43,421 14,618 670 - 2 58,711
Income (Loss) Before Income Taxes. ......... 447,874 156,469 58,635 (9,266) 164 653,876
Income Tax Provision (Benefit) . . ............ 163,359 36,190 20,671 (3,486) (134) 216,600
Additions to Oil and Gas Properties,

Excluding Dry Hole Costs . ............... 605,667 552,164 31,942 14,610 - 1,204,383
Net Oil and Gas Properties. . ............... 2,775,504 1,243,341 215,376 14,696 - 4,248,917
Total Assets. . ........................... 3,119,474 1,302,753 309,727 17,061 - 4,749,015

(1) EOG had sales activity with a single significant purchaser in the United States and Canada segments in 2005 that totaled $385 million of
consolidated Net Operating Revenues.

(2) EOG had sales activity with a single significant purchaser in the United States and Canada segments in 2004 that totaled $280 million of
consolidated Net Operating Revenues.

(8) EOG had sales activity with two significant purchasers, one totaled $222 million and the other totaled $182 million, of consolidated Net Operating
Revenues in the United States and Canada segments in 2003.
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11. PRICE, INTEREST RATE AND CREDIT RISK MANAGEMENT ACTIVITIES

Price and Interest Rate Risks. EOG engages in price risk management activities from time to time. These activities are
intended to manage EOG’s exposure to fluctuations in commodity prices for natural gas and crude oil. EOG utilizes financial
commodity derivative instruments, primarily collars and price swaps, as the means to manage this price risk. In addition to
financial transactions, EOG is a party to various physical commodity contracts for the sale of hydrocarbons that cover varying
periods of time and have varying pricing provisions. Under SFAS No. 133, these physical commodity contracts qualify for the
normal purchases and normal sales exception and therefore, are not subject to hedge accounting or mark-to-market
accounting. The financial impact of physical commodity contracts is included in revenues at the time of settlement, which in
turn affects average realized hydrocarbon prices.

During 2005, 2004 and 2003, EOG elected not to designate any of its financial commodity derivative contracts as
accounting hedges and accordingly, accounted for these financial commodity derivative contracts using mark-to-market
accounting. During 2005, EOG recognized gains on mark-to-market financial commodity derivative contracts of $10 million,
which included realized gains of $10 million. During 2004, EOG recognized losses on mark-to-market financial commodity
derivative contracts of $33 million, which included realized losses of $82 million and collar premium payments of $1 million.
During 2003, EOG recognized losses on mark-to-market financial commodity derivative contracts of $80 million, which included
realized losses of $45 million and collar premium payments of $3 million.

Presented below is a summary of EOG’s 2006 natural gas financial collar and price swap contracts at December 31, 2005.
The total fair value of the natural gas financial collar and price swap contracts at December 31, 2005 was $11 million.

Natural Gas Financial Contracts

Collar Contracts Price Swap Contracts
Floor Price Ceiling Price
Weighted Weighted Weighted
Average Ceiling Average Average
Volume Floor Range Price Range Price Volume Price

Month (MMBtud) ($/MMBtu) ($/MMBtu) ($/MMBtu) ($/MMBtu)  (MMBtud)  ($/MMBtu)
February (closed).......... 50,000 $13.65 - 14.50 $14.05 $16.20 - 17.04 $16.59 = $ =
March. .................. 50,000 13.50 - 14.30 13.87 15.95 - 17.05 16.46 - -
April oo 50,000 10.00 - 10.50 10.23 12.60 - 13.00 12.77 20,000 10.48
May ....... ..o, 50,000 9.75 - 10.00 9.87 12.15 - 12.60 12.31 20,000 10.33
dune. ...l 50,000 9.75 - 10.00 9.87 12.20 - 12.60 12.34 20,000 10.37
duly. oo 50,000 9.75 - 10.00 9.87 12.35 - 12.85 12.50 20,000 10.39
August .................. 50,000 9.75 - 10.00 9.87 12.50 - 13.00 12.67 20,000 10.44

Presented below is a summary of EOG’s 2006 natural gas financial collar and price swap contracts at February 22, 2006:

Natural Gas Financial Contracts

Collar Contracts Price Swap Contracts
Floor Price Ceiling Price
Weighted Weighted Weighted
Average Ceiling Average Average
Volume Floor Range Price Range Price Volume Price

Month (MMBtud) ($/MMBtu) ($/MMBtu) ($/MMBtu) ($/MMBtu) (MMBtud) ($/MMBtu)
February (closed).......... 50,000 $13.65 - 14.50 $14.05 $16.20 - 17.04 $16.59 - $ -
March. .................. 50,000 13.50 - 14.30 13.87 15.95 - 17.05 16.46 170,000 9.54
April ..o 50,000 10.00 - 10.50 10.23 12.60 - 13.00 12.77 180,000 9.49
May ... 50,000 9.75 - 10.00 9.87 12.15 - 12.60 12.31 180,000 9.50
June. ...l 50,000 9.75 - 10.00 9.87 12.20 - 12.60 12.34 180,000 9.54
duly. ..o 50,000 9.75 - 10.00 9.87 12.35 - 12.85 12.50 190,000 9.57
August . .......... ... 50,000 9.75 - 10.00 9.87 12.50 - 13.00 12.67 190,000 9.63
September............... - - - - - 140,000 9.40
October ................. - - - - - 90,000 9.46
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The following table summarizes the estimated fair value of financial instruments and related transactions at December 31
of the years indicated as follows (in millions):

2005 2004
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value "
Current and Long-Term Debt® . .. ....................... $ 985 $ 1,025 $ 1,078 $ 1,146
NYMEX-Related Commodity Market Positions. . ............ 11 11 11 11

(1)  Estimated fair values have been determined by using available market data and valuation methodologies. Judgment is required in interpreting
market data and the use of different market assumptions or estimation methodologies may affect the estimated fair value amounts.

(2) See Note 2.

Credit Risk. While notional contract amounts are used to express the magnitude of commodity price and interest rate swap
agreements, the amounts potentially subject to credit risk, in the event of nonperformance by the other parties, are substantially
smaller. EOG evaluates its exposure to all counterparties on an ongoing basis, including those arising from physical and financial
transactions. In some instances, EOG requires collateral, parent guarantees or letters of credit to minimize credit risk. At
December 31, 2005, no individual purchaser’s accounts receivable balance related to United States and Canada hydrocarbon
sales accounted for 10% or more of the total balance. At December 31, 2004, EOG’s net accounts receivable balance related
to United States and Canada hydrocarbon sales included two receivable balances, each of which constituted 11% of the total
balance. These receivables were due from two integrated oil and gas companies. The related amounts were collected during
early 2005. No other individual purchaser accounted for 10% or more of the United States and Canada net accounts receivable
balance at December 31, 2004. At December 31, 2005 and 2004, all of EOG’s Trinidad receivables from natural gas sales were
from the National Gas Company of Trinidad and Tobago.

At December 31, 2005, EOG had an allowance for doubtful accounts of $22 million, of which $19 million is associated with
the Enron bankruptcies recorded in December 2001.

Substantially all of EOG’s accounts receivable at December 31, 2005 and 2004 resulted from hydrocarbon sales and/or joint
interest billings to third party companies including foreign state-owned entities in the oil and gas industry. This concentration of
customers and joint interest owners may impact EOG’s overall credit risk, either positively or negatively, in that these entities
may be similarly affected by changes in economic or other conditions. In determining whether or not to require collateral or other
credit enhancements from a customer or joint interest owner, EOG analyzes the entity’s net worth, cash flows, earnings, and
credit ratings. Receivables are generally not collateralized. During the three-year period ended December 31, 2005 credit losses
incurred on receivables by EOG have been immaterial.

12. ACCOUNTING FOR CERTAIN LONG-LIVED ASSETS

EOG reviews its oil and gas properties for impairment purposes by comparing the expected undiscounted future cash flows
at a producing field level to the unamortized capitalized cost of the asset. During 2005, 2004 and 2003, such reviews indicated
that unamortized capitalized costs of certain properties were higher than their expected undiscounted future cash flows due
primarily to downward reserve revisions, drilling of marginal or uneconomic wells, or development dry holes in certain producing
fields. As a result, EOG recorded pre-tax charges of $31 million, $17 million and $21 million, in the United States operating
segment during 2005, 2004 and 2003, respectively, and $8 million and $4 million in the Canada operating segment during 2004
and 2003, respectively. There were no pre-tax charges recorded in the Canada operating segment in 2005. The pre-tax charges
are included in Impairments on the Consolidated Statements of Income and Comprehensive Income. The carrying values for
assets determined to be impaired were adjusted to estimated fair values based on projected future net cash flows discounted
using EOG’s risk-adjusted discount rate. Amortization expenses of lease acquisition costs of unproved properties, including
amortization of capitalized interest, were $47 million, $57 million and $64 million for 2005, 2004 and 2003, respectively.
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13. ACCOUNTING FOR ASSET RETIREMENT OBLIGATIONS

EOG adopted SFAS No. 143, “Accounting for Asset Retirement Obligations” on January 1, 2003. The adoption of the
statement resulted in an after-tax charge of $7 million, which was reported in the first quarter of 2003 as Cumulative Effect of
Change in Accounting Principle. The following table presents the reconciliation of the beginning and ending aggregate carrying
amount of short-term and long-term legal obligations associated with the retirement of oil and gas properties pursuant to SFAS
No. 143 for 2005 (in thousands):

Asset Retirement Obligations

Short-Term Long-Term Total
Balance at December 31, 2004 . . . .. .. ..ottt $ 6,970 $ 131,789 $ 138,759
Liabilities Incurred . . . ... ... 45 8,404 8,449
Liabilities Settled . . . . . .. .. (3,559) (2,406) (5,965)
ACCIEHIONS . . . e 183 7,499 7,682
REVISIONS . . . oo e (555) 10,068 9,513
Reclassifications . . ... ... e 3,082 (3,082) -
Foreign Currency Translations. . .. ... ... it 69 2,981 3,050
Balance at December 31,2005. . .. ................0. i, $ 6,235 $ 155,253 $ 161,488

14. INVESTMENT IN CARIBBEAN NITROGEN COMPANY LIMITED AND NITROGEN (2000) UNLIMITED

EOG, through certain wholly owned subsidiaries, owns equity interests in two Trinidadian companies: CNCL and N2000.
During the first quarters of 2005, 2004 and 2003, EOG completed separate share sale agreements whereby portions of the EOG
subsidiaries’ shareholdings in CNCL and N2000 were sold to a third party energy company. The sales left EOG with equity
interests of 12% in CNCL and 10% in N2000 at December 31, 2005. The 2005 N2000 sale resulted in a pre-tax gain of $2 million.
The 2003 and 2004 sales did not result in any gain or loss.

At December 31, 2005, the investment in CNCL was $18 million. CNCL commenced ammonia production in June 2002,
and is currently producing approximately 1,900 metric tons of ammonia daily. At December 31, 2005, CNCL had a long-term
debt balance of $173 million, which is non-recourse to CNCL's shareholders. EOG will be liable for its share of any post-
completion deficiency funds, loans to fund the costs of operation, payment of principal and interest to the principal creditor and
other cash deficiencies of CNCL up to $30 million, approximately $4 million of which is net to EOG’s interest. The shareholders’
agreement governing CNCL requires the consent of the holders of 90% or more of the shares to take certain material actions.
Accordingly, given its current level of equity ownership, EOG is able to exercise significant influence over the operating and
financial policies of CNCL and therefore, it accounts for the investment using the equity method. During 2005, EOG recognized
equity income of $9 million and received cash dividends of $5 million from CNCL.

At December 31, 2005, the investment in N2000 was $16 million. N2000 commenced ammonia production in August 2004,
and is currently producing approximately 2,100 metric tons of ammonia daily. At December 31, 2005, N2000 had a long-term
debt balance of $197 million, which is non-recourse to N2000’s shareholders. At December 31, 2005, EOG was liable for its
share of any post-completion deficiency funds, loans to fund the costs of operation, payment of principal and interest to the
principal creditor and other cash deficiencies of N2000 up to $30 million, approximately $3 million of which is net to EOG’s
interest. The shareholders’ agreement governing N2000 requires the consent of the holders of 100% of the shares to take certain
material actions. Accordingly, given its current level of equity ownership, EOG is able to exercise significant influence over the
operating and financial policies of N2000 and therefore, it accounts for the investment using the equity method. During 2005,
EOG recognized equity income of $7 million and received cash dividends of $2 million from N2000.
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15. PROPERTY ACQUISITIONS

On October 1, 2003, a Canadian subsidiary of EOG closed an asset purchase of natural gas properties in the Wintering
Hills, Drumheller East and Twining areas of southeast Alberta from a subsidiary of Husky Energy Inc. for approximately $320
million. These properties are essentially adjacent to existing EOG operations or are properties in which EOG already had a
working interest. The transaction was partially funded by commercial paper borrowings of $140.5 million on October 1, 2003.
The remainder of the purchase price, $179.5 million, was funded by EOG’s available cash balance. Subsequent to the closing,
the purchase price was reduced by exercised preferential rights on the properties which totaled approximately $5 million. In late
December 2003, a Canadian subsidiary of EOG closed another property acquisition for $46 million.

16. SUSPENDED WELL COSTS
EOG's net changes in suspended well costs for the years ended December 31, 2005, 2004 and 2003, in accordance with
FSP No. 19-1, “Accounting for Suspended Well Costs,” are presented below (in thousands):

Year Ended December 31,

2005 2004 2003
Balance at January 1. . ... ..ottt s $ 20,520 $ 14,964 $ 11,738
Additions Pending the Determination of Proved Reserves. . ................ 18,533 15,634 10,143
Reclassifications to Proved Properties . . .. .......... ... ... ... ... (9,245) (6,206) (7,184)
Charged to Dry Hole Costs. . . ..ot (2,267) (4,295) -
Foreign Currency Translation . ......... ...t 327 423 267
Ending Balance. . ................ ... .. $ 27,868 $ 20,520 $ 14,964

The following table provides an aging of suspended well costs for the years ended December 31, 2005, 2004 and 2003 (in
thousands, except well count):

Year Ended December 31,

2005 2004 2003

Capitalized exploratory well costs that have been

capitalized for a period less thanoneyear. .............ccoiiiieenan.. $ 14,878 $ 16,270 $ 10,519
Capitalized exploratory well costs that have been

capitalized for a period greater thenoneyear ........................... 12,9900 4,250? 4,445%

Total. . . . $ 27,868 $ 20,520 $ 14,964

Number of exploratory wells that have been capitalized

for a period greaterthanoneyear ................iuiiiiiiniiiiinn. 2 1 1

(1)  Costs as of December 31, 2005 related to an outside operated, deepwater offshore Gulf of Mexico discovery ($4 million) and an outside operated,
winter access only, Northwest Territories discovery in Northern Canada ($9 million). EOG is continuing to evaluate these discoveries and plans to
drill an additional exploratory well in each discovery.

(2) Costs related to the deepwater offshore Gulf of Mexico discovery.
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Supplemental Information to Consolidated Financial Statements
(In Thousands Except Per Share Data Unless Otherwise Indicated)
(Unaudited Except for Results of Operations for Oil and Gas Producing Activities)

OIL AND GAS PRODUCING ACTIVITIES

The following disclosures are made in accordance with Statement of Financial Accounting Standards (SFAS) No. 69,
“Disclosures about Oil and Gas Producing Activities”:

Oil and Gas Reserves. Users of this information should be aware that the process of estimating quantities of “proved,”
“proved developed” and “proved undeveloped” crude oil and natural gas reserves is very complex, requiring significant
subjective decisions in the evaluation of all available geological, engineering and economic data for each reservoir. The data for
a given reservoir may also change substantially over time as a result of numerous factors including, but not limited to, additional
development activity, evolving production history, and continual reassessment of the viability of production under varying
economic conditions. Consequently, material revisions (upward or downward) to existing reserve estimates may occur from time
to time. Although every reasonable effort is made to ensure that reserve estimates reported represent the most accurate
assessments possible, the significance of the subjective decisions required and variances in available data for various reservoirs
make these estimates generally less precise than other estimates presented in connection with financial statement disclosures.

Proved reserves represent estimated quantities of natural gas, crude oil, condensate, and natural gas liquids that geological
and engineering data demonstrate, with reasonable certainty, to be recoverable in future years from known reservoirs under
economic and operating conditions existing at the time the estimates were made.

Proved developed reserves are proved reserves expected to be recovered, through wells and equipment in place and under
operating methods being utilized at the time the estimates were made.

Proved undeveloped reserves are reserves that are expected to be recovered from new wells on undrilled acreage, or from
existing wells where a relatively major expenditure is required for completion. Reserves on undrilled acreage are limited to those
drilling units offsetting productive units that are reasonably certain of production when drilled. Proved reserves for other undrilled
units can be claimed only where it can be demonstrated with certainty that there is continuity of production from the existing
productive formation. Estimates for proved undeveloped reserves are not attributed to any acreage for which an application of
fluid injection or other improved recovery technique is contemplated, unless such techniques have been proved effective by
actual tests in the area and in the same reservoir.

Canadian provincial royalties are determined based on a graduated percentage scale which varies with prices and
production volumes. Canadian reserves, as presented on a net basis, assume prices and royalty rates in existence at the time
the estimates were made, and EOG’s estimate of future production volumes. Future fluctuations in prices, production rates, or
changes in political or regulatory environments could cause EOG’s share of future production from Canadian reserves to be
materially different from that presented.

Estimates of proved and proved developed reserves at December 31, 2005, 2004 and 2003 were based on studies
performed by the engineering staff of EOG for all reserves. Opinions by DeGolyer and MacNaughton (D&M), independent
petroleum consultants, for the years ended December 31, 2005, 2004 and 2003 covered producing areas containing 82%, 77%
and 72%, respectively, of proved reserves of EOG on a net-equivalent-cubic-feet-of-gas basis. D&M’s opinions indicate that the
estimates of proved reserves prepared by EOG’s engineering staff for the properties reviewed by D&M, when compared in total
on a net-equivalent-cubic-feet-of-gas basis, do not differ materially from the estimates prepared by D&M. Such estimates by
D&M in the aggregate varied by not more than 5% from those prepared by the engineering staff of EOG. All reports by D&M
were developed utilizing geological and engineering data provided by EOG.

No major discovery or other favorable or adverse event subsequent to December 31, 2005 is believed to have caused a
material change in the estimates of proved or proved developed reserves as of that date.
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NET PROVED AND PROVED DEVELOPED RESERVE SUMMARY

The following tables set forth EOG’s net proved and proved developed reserves at December 31 for each of the four years
in the period ended December 31, 2005, and the changes in the net proved reserves for each of the three years in the period
ended December 31, 2005, as estimated by the engineering staff of EOG.

United United

Net Proved Reserves States Canada Trinidad Kingdom TOTAL

Natural Gas (Bcf)

Net proved reserves at December 31,2002........... 2,006.2 777.9 1,306.5 = 4,090.6
Revisions of previous estimates ................. (24.9) (18.5) (74.9) - (118.3)
Purchasesinplace.............. ..., 43.9 361.0 - - 404.9
Extensions, discoveries and other additions. . ... ... 345.5 118.3 129.3 59.2 652.3
Salesinplace. . ..... ... (30.8) - - - (30.8)
Production ........... ... ... .. ... ... .. (238.3) (60.2) (55.4) - (353.9)

Net proved reserves at December 31,2003........... 2,101.6 1,178.5 1,305.5 59.2 4,644.8
Revisions of previous estimates ................. (62.8) (26.8) 34.2 - (55.4)
Purchasesinplace.............. ..., 44.4 16.6 - - 61.0
Extensions, discoveries and other additions. . ... ... 537.8 208.0 37.9 - 783.7
Salesinplace....... ... (1.3) (0.6) - - (1.9)
Production ......... ... . (237.2) (77.4) (68.2) (2.4) (385.2)

Net proved reserves at December 31,2004........... 2,382.5 1,298.3 1,309.4 56.8 5,047.0
Revisions of previous estimates ................. (21.3) 3.1 26.7 (22.6) (14.1)
Purchasesinplace.............. ..., 30.2 - - - 30.2
Extensions, discoveries and other additions. . ... ... 835.9 104.7 - 15.0 955.6
Salesinplace. . ............ i (11.8) - - - (11.8)
Production ......... ... . (267.4) (83.3) (84.5) (14.3) (449.5)

Net proved reserves at December 31,2005......... 2,948.1 1,322.8 1,251.6 34.9 5,557.4

Liquids (MBbI)

Net proved reserves at December 31, 2002........... 63,355 7,166 14,694 - 85,215
Revisions of previous estimates ................. 1,487 214 (1,120) - 581
Purchasesinplace............. .. ..o, 738 1,379 - - 2,117
Extensions, discoveries and other additions. .. ... .. 15,669 598 1,212 84 17,563
Salesinplace......... ... . i (344) = = = (344)
Production .. ... ... ... . (7,897) (1,091) (881) - (9,869)

Net proved reserves at December 31, 2003........... 73,008 8,266 13,905 84 95,263
Revisions of previous estimates ................. 2,649 (116) 3,417 69 6,019
Purchasesinplace............. ... ... ... ..... 157 1 - - 158
Extensions, discoveries and other additions. .. ... .. 9,859 920 229 - 11,008
Salesinplace......... ... . i 411) (14) = - (425)
Production .. ... ... ... . (9,474) (1,290) (1,291) 9) (12,064)

Net proved reserves at December 31, 2004........... 75,788 7,767 16,260 144 99,959
Revisions of previous estimates ................. 3,539 1,361 (1,444) 4 3,460
Purchasesinplace............. ... ... ... ..... 1,340 - - - 1,340
Extensions, discoveries and other additions. .. ... .. 14,021 915 - 68 15,004
Salesinplace. . ... ... ... ... . i (410) - - - (410)
Production .. ... ... ... . (10,234) (1,219) (1,651) (79) (13,183)

Net proved reserves at December 31,2005......... 84,044 8,824 13,165 137 106,170
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United United

States Canada Trinidad Kingdom TOTAL

Bcf Equivalent (Bcfe)

Net proved reserves at December 31,2002........... 2,386.3 820.9 1,394.7 - 4,601.9
Revisions of previous estimates ................. (15.9) (17.2) (81.7) - (114.8)
Purchasesinplace.......... ... ... ... ... ..... 48.3 369.3 - - 417.6
Extensions, discoveries and other additions. . ... ... 439.6 121.8 136.5 59.7 757.6
Salesinplace. . ............. i (32.9) - - - (32.9)
Production .. ... ... ... . (285.7) (66.7) (60.7) - (413.1)

Net proved reserves at December 31, 2003........... 2,5639.7 1,228.1 1,388.8 59.7 5,216.3
Revisions of previous estimates ................. (47.0) (27.5) 54.8 0.4 (19.3)
Purchasesinplace.......... ... ... ... ... ..... 45.4 16.6 - - 62.0
Extensions, discoveries and other additions. . ... ... 597.0 213.5 39.3 - 849.8
Salesinplace. . ............ i (3.8) (0.7) - - 4.5)
Production .. ....... ... . (294.1) (85.1) (75.9) (2.5) (457.6)

Net proved reserves at December 31,2004........... 2,837.2 1,344.9 1,407.0 57.6 5,646.7
Revisions of previous estimates ................. (0.1) 113 18.1 (22.6) 6.7
Purchasesinplace.......... ... ... ... ... ..... 38.2 - - - 38.2
Extensions, discoveries and other additions........ 920.0 110.2 - 15.4 1,045.6
Salesinplace. . ........... i (14.2) - - - (14.2)
Production .. ....... ... . (328.7) (90.7) (94.4) (14.8) (528.6)

Net proved reserves at December 31,2005......... 3,452.4 1,375.7 1,330.7 35.6 6,194.4

United United
Net Proved Developed Reserves States Canada Trinidad Kingdom TOTAL
Natural Gas (Bcf)
December 31,2002 ..........iuiiiiiinn 1,658.7 683.3 555.2 - 2,897.2
December 31,2003 .............cciiiiiiinin... 1,749.3 889.2 429.9 - 3,068.4
December 31,2004 ......... ... ..., 1,855.7 1,070.1 760.9 56.8 3,743.5
December 31,2005 .......................... 2,090.6 1,141.0 703.9 28.8 3,964.3
Liquids (MBbl)
December 31,2002 ............cciiiiiinn... 47,476 7,045 7,135 - 61,656
December 31,2003 ....... ...ttt 56,321 7,995 5,229 - 69,545
December 31,2004 ......... ..., 60,478 7,414 10,874 144 78,910
December 31,2005 .......................... 69,887 8,651 7,799 110 86,447
Bcf Equivalents (Bcfe)
December 31,2002 . ....... ..ot 1,943.6 725.5 598.0 - 3,267.1
December 31,2003 ............ciiiiiiinn... 2,087.3 937.2 461.2 - 3,485.7
December 31,2004 . ..... ..ottt 2,218.5 1,114.7 826.2 57.6 4,217.0
December 31,2005 .......................... 2,509.9 1,192.9 750.7 29.5 4,483.0

Capitalized Costs Relating to Oil and Gas Producing Activities. The following table sets forth the capitalized costs relating
to EOG’s natural gas and crude oil producing activities at December 31 of the years indicated as follows:

2005 2004
Proved properties. . . . ..o oot $ 10,784,191 $ 9,307,422
Unproved Properties. . . . . ..ottt et e e 389,198 291,854
TOtal . o e e 11,173,389 9,599,276
Accumulated depreciation, depletion and amortization. ... .......... ... .. . o .. (5,086,210) (4,497,673)
Net capitalized COSES . . .. ... ... ... it $ 6,087,179 $ 5,101,603
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and

Costs Incurred in Oil and Gas Property Acquisition, Exploration and Development Activities. The acquisition, exploration
development costs disclosed in the following tables are in accordance with definitions in SFAS No. 19, “Financial

Accounting and Reporting by Oil and Gas Producing Companies” and SFAS No. 143, “Accounting for Asset Retirement
Obligations.”

thos

Acquisition costs include costs incurred to purchase, lease, or otherwise acquire property.

Exploration costs include additions to exploration wells including those in progress and exploration expenses.
Development costs include additions to production facilities and equipment and additions to development wells including
e in progress.

The following tables set forth costs incurred related to EOG’s oil and gas activities for the years ended December 31:

United United
States Canada Trinidad Kingdom Other TOTAL
2005
Acquisition Costs of Properties
UNProved. . ..o e e e e e e e $ 102,727 $ 24,278 $ 4,505 $ - $ - $ 131,510
Proved. .. ... ... . .. . .. 55,477 468 - - - 55,945
Subtotal .......... ... ... 158,204 24,746 4,505 - - 187,455
Exploration Costs. . .......... ... .. ... 286,862 42,426 19,924 18,040 2,844 370,096
Development Costs™. . ....... ... ... ... ... 991,811 287,303 25,769 15,259 - 1,320,142
Total. . ..o $ 1,436,877 $ 354,475 $ 50,198 $ 33,299 $ 2,844 $ 1,877,693
2004
Acquisition Costs of Properties
UNProved. . ... oo e $ 129,230 $ 13490 $ 74 $ - $ - $ 142,794
Proved. .. ... ... ... . .. 47,653 4,587 - = - 52,240
Subtotal .......... ... ... 176,883 18,077 74 - = 195,034
Exploration Costs. .. .......... ... ... ... 212,324 27,771 35,227 27,818 3,443 306,583
Development Costs®. . ..................... 666,443 277,045 48,618 33,133 - 1,025,239
Subtotal ......... ... ... 1,055,650 322,893 83,919 60,951 3,443 1,526,856
Deferred Income Tax on
Acquired Properties . . ..................... = (16,834) = = = (16,834)
Total................................ $ 1,055,650 $ 306,059 $ 83,919 $ 60,951 $ 3,443 $ 1,510,022
2003
Acquisition Costs of Properties
Unproved. . ... ... $ 43,800 $ 14,536 $ 172 $ = $ - $ 58,598
Proved. .. ... ... ... . .. 18,347 386,532 - = = 404,879
Subtotal .......... ... ... 62,237 401,068 172 - - 463,477
Exploration Costs. .. .......... ... .. .. 145,104 15,429 20,517 20,958 4,664 206,672
Development Costs®“. ... ... ... ... ... .... 488,424 149,091 23,140 2,812 - 663,467
Total................................ $ 695765 $ 565,588 $ 43,829 $ 23,770 $ 4664 $ 1,333,616
(1) Includes Asset Retirement Costs of $8 million, $11 million, $0 million and $1 million for the United States, Canada, Trinidad and the United
Kingdom, respectively.
(2) Includes Asset Retirement Costs of $6 million, $7 million, $2 million and $2 million for the United States, Canada, Trinidad and the United
Kingdom, respectively.
(3) Includes Asset Retirement Costs of $8 million, $4 million, $0 million and $0 million for the United States, Canada, Trinidad and the United
Kingdom, respectively.
(4)  Asset Retirement Costs for 2003 do not include the cumulative effect of adoption of SFAS No. 143, “Accounting for Asset Retirement Obligations”

on January 1, 2003.
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Results of Operations for Oil and Gas Producing Activities . The following tables set forth results of operations for oil and
gas producing activities for the years ended December 31:

United United
States Canada Trinidad Kingdom Other® TOTAL
2005
Natural Gas, Crude Qil, Condensate and
Natural Gas Liquids Revenues. ............ $ 2,571,191 $ 651,349  $280,622 $103,828 $ - $ 3,606,990
Other,Net. . ... ... .. . i 2,351 (1) - 398 - 2,748
Total . ..o 2,573,542 651,348 280,622 104,226 - 3,609,738
Exploration Costs. . .......... ... .. .. 112,143 11,512 5,243 4,218 - 133,116
DryHole Costs. . ......coiiiiiiii e 20,090 24,372 2,571 17,779 - 64,812
ProductionCosts . . .......... ... ... ....... 412,787 96,296 39,135 10,061 - 558,279
Impairments . . ......... . 70,879 7,053 - - - 77,932
Depreciation, Depletion and Amortization. . . .. .. 488,621 124,793 24,781 16,063 - 654,258
Income Before Income Taxes. . . .............. 1,469,022 387,322 208,892 56,105 - 2,121,341
Income Tax Provision. . ..................... 527,646 138,365 64,350 22,045 - 752,406
Results of Operations. . ................... $ 941,376 $ 248,957 $144,542 $34,060 $ - $ 1,368,935
2004
Natural Gas, Crude Qil, Condensate and
Natural Gas Liquids Revenues. ... ......... $ 1,687,646 $ 448,346 $153,377 $ 12,972 $ - $ 2,302,341
Other,Net. . ... ... .. . i 2,128 205 - - - 2,333
Total ..o 1,689,774 448,551 153,377 12,972 - 2,304,674
Exploration Costs. . .. ..., 71,823 10,264 7,109 4,745 - 93,941
DryHole Costs. ........coiiiiiiiii e 45,164 11,447 15,851 19,680 - 92,142
ProductionCosts . . .......... ... ... 294,338 83,527 14,670 1,790 - 394,325
Impairments . ......... ... ... . i 68,309 13,221 - - - 81,530
Depreciation, Depletion and Amortization. ... ... 382,718 99,879 20,022 1,784 - 504,403
Income (Loss) Before Income Taxes ........... 827,422 230,213 95,725 (15,027) - 1,138,333
Income Tax Provision (Benefit). . . ............. 295,063 75,146 33,953 (7,230) - 396,932
Results of Operations . . . ................. $ 532,359 $ 155,067 $ 61,772 $ (7,797) $ - $ 741,401
2003
Natural Gas, Crude Qil, Condensate and
Natural Gas Liquids Revenues............. $ 1,410,946 $ 309,336  $100,112  $ - $ - $ 1,820,394
Other,Net. . ... ... .. . i 4,613 82 - - - 4,695
Total ..o 1,415,559 309,418 100,112 - - 1,825,089
Exploration Costs. .. .......... ... ... ... 65,885 5,726 3,997 739 11 76,358
DryHole Costs. ... 20,706 4,139 7,890 8,421 - 41,156
Production Costs . . .. ......... .. ..., 219,447 58,249 11,363 51 2 289,112
Impairments . . ... 81,661 7,473 - - (1) 89,133
Depreciation, Depletion and Amortization. . ... .. 359,439 66,334 16,070 - - 441,843
Income (Loss) Before Income Taxes ........... 668,421 167,497 60,792 9,211) (12) 887,487
Income Tax Provision (Benefit). . . ............. 239,534 61,928 24,661 (3,673) 5) 322,445
Results of Operations . .. .................. $ 428,887 $ 105,569 $ 36,131 $ (5,538) $ (7) _$ 565,042

(1)  Excludes gains or losses on mark-to-market financial commodity derivative contracts, interest charges and general corporate expenses for each of
the three years in the period ended December 31, 2005.

(2) Other includes other international operations.
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Standardized Measure of Discounted Future Net Cash Flows Relating to Proved Oil and Gas Reserves. The following
information has been developed utilizing procedures prescribed by SFAS No. 69 and based on crude oil and natural gas reserve
and production volumes estimated by the engineering staff of EOG. The estimates were based on commodity prices at year-
end. It may be useful for certain comparison purposes, but should not be solely relied upon in evaluating EOG or its
performance. Further, information contained in the following table should not be considered as representative of realistic
assessments of future cash flows, nor should the Standardized Measure of Discounted Future Net Cash Flows be viewed as
representative of the current value of EOG.

The future cash flows presented below are based on sales prices, cost rates, and statutory income tax rates in existence
as of the date of the projections. It is expected that material revisions to some estimates of crude oil and natural gas reserves
may occur in the future, development and production of the reserves may occur in periods other than those assumed, and actual
prices realized and costs incurred may vary significantly from those used.

Management does not rely upon the following information in making investment and operating decisions. Such decisions
are based upon a wide range of factors, including estimates of probable as well as proved reserves, and varying price and cost
assumptions considered more representative of a range of possible economic conditions that may be anticipated.

The following table sets forth the standardized measure of discounted future net cash flows from projected production of
EOG's crude oil and natural gas reserves for the years ended December 31:

United United
States Canada Trinidad Kingdom TOTAL
2005
Future cash inflows ™. .. ... ... ... ... ... ... $29,570,753 $11,699,916 $ 4,355,408 $ 447,719 $ 46,073,796
Future productioncosts. .................... (7,623,688) (2,824,960) (617,551) (50,027) (11,116,226)
Future developmentcosts. .................. (1,565,491) (362,191) (268,306) (12,482) (2,208,470)
Future net cash flows before income taxes. .. ... 20,381,574 8,512,765 3,469,551 385,210 32,749,100
Future incometaxes. .. ..................... (6,349,537) (2,524,804) (1,311,384) (146,492) (10,332,217)
Future net cash flows. .. .................... 14,032,037 5,987,961 2,158,167 238,718 22,416,883
Discount to present value at 10% annual rate . . . (6,720,718) (2,966,998) (994,539) (32,925) (10,715,180)
Standardized measure of discounted
future net cash flows relating
to proved oil and gas reserves. . ........... $ 7,311,319 $ 3,020,963 $ 1,163,628 $ 205,793 $ 11,701,703
2004
Future cashinflows. .. ...................... $17,044,764 $ 7,530,192 $ 3,419,365 $ 312,843 $ 28,307,164
Future productioncosts. .................... (4,485,711) (2,436,056) (486,892) (77,245) (7,485,904)
Future developmentcosts................... (873,309) (281,233) (218,784) (2,422) (1,375,748)
Future net cash flows before income taxes. . . ... 11,685,744 4,812,903 2,713,689 233,176 19,445,512
Future income taxes. . ................ ... ... (3,583,378) (1,295,774) (986,977) (60,010) (5,926,139)
Future netcash flows. .. .................... 8,102,366 3,517,129 1,726,712 173,166 13,519,373
Discount to present value at 10% annual rate . . . (3,795,487) (1,570,232) (809,757) (25,919) (6,201,395)
Standardized measure of discounted
future net cash flows relating
to proved oil and gas reserves. . ........... $ 4,306,879 $ 1,946,897 $ 916,955 $ 147,247 $ 7,317,978
2003
Future cash inflows. .. ......... ... ... ...... $14,030,539 $ 6,221,171 $ 2,995,951 $ 320,427 $ 23,568,088
Future productioncosts. .. .................. (3,026,650) (1,289,592) (449,200) (47,524) (4,812,966)
Future developmentcosts................... (524,401) (200,324) (228,504) (21,289) (974,518)
Future net cash flows before income taxes. . . ... 10,479,488 4,731,255 2,318,247 251,614 17,780,604
Future income taxes. . ...................... (3,382,125) (1,376,955) (786,418) (96,896) (5,642,394)
Future netcash flows. .. .................... 7,097,363 3,354,300 1,531,829 154,718 12,138,210
Discount to present value at 10% annual rate . . . (3,393,605) (1,610,085) (778,985) (41,420) (5,824,095)
Standardized measure of discounted
future net cash flows relating
to proved oil and gas reserves. . ........... $ 3,703,758 $ 1,744,215 $ 752,844 $ 113,298 $ 6,314,115

(1)  Estimated natural gas prices used to calculate 2005 future cash inflows for the United States, Canada, Trinidad and the United Kingdom were
$8.46, $8.51, $2.84 and $12.65, respectively. Estimated liquids prices used to calculate 2005 future cash inflows for the United States, Canada,
Trinidad and the United Kingdom were $55.08, $50.39, $61.16 and $50.46, respectively.
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Changes in Standardized Measure of Discounted Future Net Cash Flows. The following table sets forth the changes in
the standardized measure of discounted future net cash flows at December 31, for each of the three years in the period ended
December 31, 2005:

United United
States Canada Trinidad Kingdom TOTAL
December 31,2002 . ....... .ot $ 2,774655 $ 938,966 $ 505,814 $ - $ 4,219,435
Sales and transfers of oil and gas produced,
net of productioncosts. ................... (1,191,450) (251,070) (88,749) - (1,531,269)
Net changes in prices and production costs. . . . . 1,334,817 422,754 294,570 - 2,052,141
Extensions, discoveries, additions and
improved recovery, net of related costs . ... ... 916,653 227,632 93,754 182,581 1,420,620
Development costs incurred . ................ 103,200 22,600 23,100 - 148,900
Revisions of estimated development cost. .. .... (34,688) (45,591) (29,415) - (109,694)
Revisions of previous quantity estimates ....... (35,537) (34,700) (65,239) - (135,476)
Accretion of discount. . .......... ... ... ... 376,431 120,032 78,237 - 569,700
Net change in income taxes ................. (520,575) (240,253) (145,698) (69,283) (975,809)
Purchases of reservesinplace ............... 94,482 547,011 - - 641,493
Sales of reserves inplace ................... (63,136) - - - (63,136)
Changes intimingand other .. ............... (51,094) 36,834 91,470 = 77,210
December 31,2003 . ... .. ..ottt 3,703,758 1,744,215 752,844 113,298 6,314,115
Sales and transfers of oil and gas produced,
net of productioncosts. ................... (1,393,308) (364,819) (138,707) (11,182) (1,908,016)
Net changes in prices and production costs. . . . . 104,059 (148,876) 181,837 (20,213) 116,807
Extensions, discoveries, additions and
improved recovery, net of related costs . ... ... 1,247,934 385,547 8,564 - 1,642,045
Development costs incurred . ................ 130,000 88,900 97,000 9,500 325,400
Revisions of estimated development cost. ... ... 77,986 8,058 (31,237) 5,138 59,945
Revisions of previous quantity estimates ....... (101,976) (48,656) 56,372 1,252 (93,008)
Accretionof discount. . ..................... 521,398 224,582 112,510 18,258 876,748
Net change inincome taxes ................. (143,615) 23,315 (124,614) 26,552 (218,362)
Purchases of reservesinplace ............... 79,703 15,543 = = 95,246
Sales of reservesinplace ................... (10,307) (1,776) - - (12,083)
Changes in timingand other .. ............... 91,247 20,864 2,386 4,644 119,141
December 31,2004 . ... ..ot 4,306,879 1,946,897 916,955 147,247 7,317,978
Sales and transfers of oil and gas produced,
net of productioncosts. ................... (2,158,404) (555,053) (241,487) (93,767) (3,048,711)
Net changes in prices and production costs. . . . . 2,854,774 1,780,212 519,166 245,023 5,399,175
Extensions, discoveries, additions and
improved recovery, net of related costs . ... ... 2,694,823 384,295 - 132,470 3,211,588
Development costs incurred . ................ 183,800 46,700 25,300 11,100 266,900
Revisions of estimated development cost. .. .... (109,358) (50,061) (49,083) (699) (209,201)
Revisions of previous quantity estimates ....... (186) 36,687 26,408 (210,930) (148,021)
Accretion of discount. . ..................... 600,528 242,519 141,383 18,998 1,003,428
Net change inincometaxes ................. (1,341,611) (513,951) (148,222) (81,811) (2,085,595)
Purchases of reservesinplace ............... 135,759 - - - 135,759
Sales of reservesinplace ................... (32,817) - - - (32,817)
Changes in timing and other . ... ............. 177,132 (297,282) (26,792) 38,162 (108,780)
December 31,2005. . ........................ $ 7,311,319 $ 3,020,963 $ 1,163,628 $ 205,793 $ 11,701,703

2005 Annual Report to Shareholders 51



UNAUDITED QUARTERLY FINANCIAL INFORMATION
The following table presents unaudited quarterly financial information for 2005 and 2004:

Quarter Ended

(In Thousands, Except Per Share Data) Mar 31 Jun 30 Sep 30 Dec 31

2005
Net Operating Revenues . . ................c...... $ 688,156 $ 783,924 $ 934,445 $ 1,213,688
Operating INncome. . .. ......coiiiieeiieeennn.. $ 320,095 $ 394,689 $ 522,156 $ 754,875
Income Before Income Taxes. .. .. .oovvieenennnn... $ 311,603 $ 386,876 $ 518,438 $ 748,220
Income Tax Provision. . .......................... 108,900 137,420 174,677 284,564
Netlncome. . ... ... .. . i 202,703 249,456 343,761 463,656
Preferred Stock Dividends. .. ..................... 1,858 1,858 1,857 1,859
Net Income Available to Common. ... .............. $ 200,845 $ 247,598 $ 341,904 $ 461,797

Net Income Per Share Available to Common®

BASIC - vttt $ 0.85 $ 1.04 $ 1.43 $ 1.92

Diluted . . ... $ 0.83 $ 1.02 $ 1.40 $ 1.88
Average Number of Common Shares

BasiC . ... 237,293 238,252 239,344 240,427

Diluted . ... ... 242,114 243,414 244,900 245,463

2004

Net Operating Revenues . . ....................... $ 464,320 $ 519,021 $ 594,230 $ 693,654
Operating Income. . .. ......ooiiiineiiieaennn.. $ 171,436 $ 226,736 $ 274,500 $ 306,523
Income Before Income Taxes. . .........uueuenn... $ 152,024 $ 212,745 $ 262,343 $ 298,900
Income Tax Provision. . .......................... 51,171 67,808 90,033 92,145
NetIncome. ... ... .. . i 100,853 144,937 172,310 206,755
Preferred Stock Dividends. .. ..................... 2,758 2,758 2,758 2,618
Net Income Available to Common. ... .............. $ 98,095 $ 142,179 $ 169,552 $ 204,137
Net Income Per Share Available to Common @

BasiC. . ... . $ 0.42 $ 0.61 $ 0.72 $ 0.86

Diluted . . ... $ 0.42 $ 0.60 $ 0.71 $ 0.85
Average Number of Common Shares ®

BasiC. . ... . 231,289 232,776 234,822 236,140

Diluted . ... ... 235,242 237,417 239,354 241,113

(1)  The sum of quarterly net income per share available to common may not agree with total year net income per share available to common as each
quarterly computation is based on the weighted average of common shares outstanding.

(2) Restated for the two-for-one stock split effective March 1, 2005.
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Selected Financial Data

Year Ended December 31

(In Thousands, Except Per Share Data) 2005 2004 2003
Statement of Income Data:
Net Operating REVENUES. . . . . o oottt et et e e et e e et e et et e $ 3,620,213 $ 2,271,225 $ 1,744,675
Operating INComeE. . . . . ..ot e 1,991,815 979,195 697,314
Net Income Before Cumulative Effect of Change in Accounting Principle . .. .......... 1,259,576 624,855 437,276
Cumulative Effect of Change in Accounting Principle, Net of Income Tax®. .. ......... - - (7,131)
Nt INCOME. . . oot 1,259,576 624,855 430,145
Preferred Stock DiVIAeNdS . . . . . .. oot e e 7,432 10,892 11,032
Net Income Available to COMMON. . . . ... ... ... ittt $ 1,252,144 $ 613693 $ 419,113
Net Income Per Share Available to Common
Basic
Net Income Available to Common
Before Cumulative Effect of Change in Accounting Principle .. ............. $ 524 $ 263 $ 1.86
Cumulative Effect of Change in Accounting Principle, Net of Income Tax® ... ... - - (0.03)
Net Income Per Share Available to Common. . ..., $ 524 $ 263 $ 1.83
Diluted
Net Income Available to Common
Before Cumulative Effect of Change in Accounting Principle .. ............. $ 513 $ 258 $ 1.83
Cumulative Effect of Change in Accounting Principle, Net of Income Tax® ... ... - - (0.03)
Net Income Per Share Available to Common. . ..........coiiinenennn... $ 513 $ 258 $ 1.80
Dividends Per Common Share® . . ... ... .. ...ttt $ 0.160 $ 0120 $ 0.095
Average Number of Common Shares ®
BaSIC .« ot e 238,797 233,751 229,194
DU, . . . ottt e e e e e 243,975 238,376 233,037

(1) EOG adopted Statement of Financial Accounting Standards (SFAS) No. 143, “Accounting for Asset Retirement Obligations” on January 1, 2003.

(2)  Years 2003 through 2004 restated for two-for-one stock split effective March 1, 2005.

At December 31

2005 2004 2003
Balance Sheet Data:
Net Oil and Gas Properties. . . . ...ttt et et e e e e e e e e e $6,087,179 $5,101,603 $ 4,248,917
Total ASSEES. . oot e 7,753,320 5,798,923 4,749,015
Current and Long-Term Debt. . . .. ... ot 985,067 1,077,622 1,108,872
Shareholders’ EQUItY. . . .. ..ottt e e e 4,316,292 2,945,424 2,223,381
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Quarterly Stock Data and Related Shareholder Matters

The following table sets forth, for the periods indicated, the high and low price per share for the common stock of EOG, as
reported on the New York Stock Exchange Composite Tape, and the amount of common stock dividend declared per share.

Price Range Dividend
High Low Declared
2005
First QUAMET. . . v v e et e e e e e e e e e e e e $ 48.84 $ 32.05 $ 0.04
Second QUAN T . . . .o oo e 57.94 42.40 0.04
Third QUarEr . . . ..o e e 77.00 57.18 0.04
Fourth Quarter. . ... ... ... e e e 82.00 59.96 0.04
2004 ™
First QUAMET. . . . oottt et e e e e e e e e e $ 23.73 $ 21.23 $ 0.03
SeCONd QUANET . . o . ottt et e 31.85 22.66 0.03
Third QUarer . . . ... e 33.44 27.60 0.03
Fourth Quarter. . ... ... . e 38.25 32.08 0.03

(1) Restated for two-for-one stock split effective March 1, 2005, as discussed below.

On February 2, 2005, EOG announced that the Board of Directors had approved a two-for-one stock split in the form of a
stock dividend, payable to record holders as of February 15, 2005 and to be issued on March 1, 2005. In addition, the Board
increased the quarterly cash dividend on the common stock by 33%, resulting in a quarterly cash dividend of $0.08 per share
pre-split, or $0.04 per share post-split.

On February 1, 2006, the Board increased the quarterly cash dividend on the common stock from the previous $0.04 per
share to $0.06 per share.

As of February 17, 2006, there were approximately 270 record holders of EOG’s common stock, including individual
participants in security position listings. There are an estimated 122,000 beneficial owners of EOG’s common stock, including
shares held in street name.

EOG currently intends to continue to pay quarterly cash dividends on its outstanding shares of common stock. However,
the determination of the amount of future cash dividends, if any, to be declared and paid will depend upon, among other things,
the financial condition, funds from operations, level of exploration, exploitation and development expenditure opportunities and
future business prospects of EOG.
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Reconciliation Schedules
(Unaudited; In Millions, Except Ratio Data)

Below are supporting schedules and definitions for certain quantitative measures used in the Letter to the Shareholders:

2000 2001 2002 2003 2004 2005
Return On Equity
Total Shareholders' Equity. .. .. ..., $1,380.9 $1,642.7 $1,6724 $22234 $29454 $ 4,316.3
Less: Preferred Stock . ......... .. ... i, (147.2) (147.6) (148.0) (148.4) (98.8) (99.1)
Common Shareholders' Equity (Non-GAAP). . .......... $1,233.7 $1,495.1 $1,524.4 $2,075.0 $2,846.6 $4,217.2
Average Common Shareholders' Equity - (@) . .......... $1,364.4 $1,509.8 $1,799.7 $2,460.8 $ 3,531.9
Net Income Available to Common - (b). . .............. $ 387.6 $ 761 $ 4191 $ 6140 $ 1,252.1
Return on EQUity = (0) /(@) -+« « v v v v eeeeeeeea 28.4% 5.0% 23.3% 25.0% 35.5%*
Return on Capital Employed and
Net Debt-to-Total Capitalization Ratio
INterest EXPENSE . .. oot e ettt $ 45  $ 60 $ 5 §$ 63 $ 63
Tax Benefit Imputed (based on 35%) ................. (16) (21) (21) (22) (22)
After Tax Interest Expense (Non-GAAP) - (@). .. ......... $ 29 § 39 § 38 $ 41 % 41
Net INCome = (0). .« o oo v e et $ 399 $ 87 $ 430 $ 625 $ 1,260
Total Shareholders' Equity - (€) . .. oo oo e e enns $ 1,381 $ 1643 $ 1672 $ 2223 $ 2945 $ 4,316
Current and Long-Term Debt ....................... 859 856 1,145 1,109 1,078 985
LESS: CAS .« e et et e e (20) ®) (10) ) @21) (644)
Net Debt (Non-GAAP) - (d) ..., 839 853 1,135 1,105 1,057 341
Total Capitalization (Non-GAAP) - (c) + (d) . ............ $ 2220 $ 2496 $ 2807 $ 3,328 $ 4,002 $ 4,657
Average Total Capitalization - (€). . ................... $ 238 $ 2652 $ 3,068 $ 3665 $ 4,330
Return on Capital Employed - [(a) + ()] /(€). . . . . oo ... 18% 5% 15% 18% 30%*
Net Debt-to-Total Capitalization - (d) / [(c) + (d)]......... 7%*

Debt-to-Total Capitalization Ratio

As used in this ratio, Total Capitalization is the sum of Current and Long-Term Debt and Total Shareholders' Equity

Return to Shareholders

Return to Shareholders represents the total return after reinvesting all dividends back into the share and the appreciation
in stock price during the period. The total return is expressed as a percentage of the stock price at the beginning of the period.
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Glossary of Terms

ALNG Atlantic LNG Train 4

Bcf Billion cubic feet

Bcfe Billion cubic feet equivalent

CNCL Caribbean Nitrogen Company Limited
$/Bbl Dollars per barrel

$/Mcf Dollars per thousand cubic feet
$/MMBtu Dollars per million British thermal units
LNG Liquefied Natural Gas

MBblI Thousand barrels

MBbld Thousand barrels per day

Mcf Thousand cubic feet

Mcfe Thousand cubic feet equivalent
MMBtud Million British thermal units per day
MMcfd Million cubic feet per day

MMcfed Million cubic feet equivalent per day
N2000 Nitrogen (2000) Unlimited

NYMEX New York Mercantile Exchange

S&P Standard and Poor's
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Shareholder Information

Corporate Headquarters
333 Clay Street, Suite 4200
Houston, Texas 77002

P.O. Box 4362

Houston, Texas 77210-4362
(713) 651-7000

Toll Free: (877) 363-EOGR
WWW.eogresources.com

Common Stock Exchange Listing

New York Stock Exchange

Ticker Symbol: EOG

Common Stock Outstanding at
December 31, 2005: 242,074,138

Principal Transfer Agent
Computershare Trust Company, N.A.
P.O. Box 43078

Providence, Rhode Island 02940-3078
Toll Free: (800) 519-3111

Outside U.S.: (781) 575-2000
www.computershare.com

Hearing Impaired: TDD (201) 222-4955

Annual Meeting of Shareholders

The Annual Meeting of Shareholders will be held at 2 p.m. CDT in the
La Salle “A” Room of the Doubletree Hotel, 400 Dallas Street, Houston,
Texas 77002 on Tuesday, May 2, 2006. Information with respect to this
meeting is contained in the Proxy Statement sent with this Annual Report
to holders of record of EOG Common Stock. The Annual Report is not to
be considered a part of the proxy soliciting material.

Certifications

In 2005, EOG’s Chief Executive Officer (CEO) provided to the New York
Stock Exchange (NYSE) the annual CEO certification regarding EOG’s
compliance with the NYSE’s corporate governance listing standards. In
addition, EOG’s CEO and EOG'’s principal financial officer filed with the
U.S. Securities and Exchange Commission all required certifications
regarding the quality of EOG’s public disclosures in its reports for the fiscal
year 2005.

Additional Information

Additional copies of the Annual Report and the Form 10-K
are available upon request by calling (877) 363-EOGR or through the
EOG website at www.eogresources.com. Quarterly earnings press
release information and SEC filings also can be accessed through the
website.

Financial analysts and investors who need additional information
should visit the EOG website, www.eogresources.com, or contact Investor
Relations at (713) 651-7000.
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