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FORWARD-LOOKING INFORMATION

We make forward-looking statements throughout this report. Whenever you read a statement that is not simply a
statement of historical fact (such as statements including words like “believe,” “expect, 7 7

99 ¢ 99 ¢

anticipate,” “intend,” “may,” “g
“plan,” “seek,” “estimate,” “could,” “potentially” or similar expressions), you must remember that these are forward-look:
statements, and that our expectations may not be correct, even though we believe they are reasonable. The
forward-looking information contained in this report is generally located in the material set forth under the headings
“Business,” “Risk Factors,” “Properties,” and “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” but may be found in other locations as well. These forward-looking statements generally relate to our

plans and objectives for future operations and are based upon our management’s reasonable estimates of future results

or trends. The factors that may affect our expectations regarding our operations include, among others, the following:

o our success in development, exploitation and exploration activities;
o our ability to procure services and equipment for our drilling and completion activities;
. our ability to make planned capital expenditures;
o declines in our production of oil and gas;
. the prices we receive for our oil and gas and the effectiveness of our hedging activities;
o the availability of capital;
o political and economic conditions in oil producing countries, especially those in the Middle East;
o price and availability of alternative fuels;
° our restrictive debt covenants;
o our acquisition and divestiture activities;
o weather conditions and events;
o the proximity, capacity, cost and availability of pipelines and other transportation facilities; and
. other factors discussed elsewhere in this document.
GLOSSARY OF TERMS

Unless otherwise indicated in this report, gas volumes are stated at the legal pressure base of the State or area in which
the reserves are located at 60 degrees Fahrenheit. Oil and gas equivalents are determined using the ratio of six Mcf of
gas to one barrel of oil, condensate or NGLs.

The following definitions shall apply to the technical terms used in this report.

Terms used to describe quantities of oil and gas:
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“Bbl” — barrel or barrels.
“Bef” — billion cubic feet of gas.
“Bcefe” — billion cubic feet of gas equivalent.

“Boe” — barrels of oil equivalent.
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“Boepd” — barrels of oil equivalent per day.

“Bopd” — barrels of oil per day.

“MBb]” — thousand barrels.

“MBoe” — thousand barrels of oil equivalent.

“Mcf” — thousand cubic feet of gas.

“Mcfe” — thousand cubic feet of gas equivalent.
“MMBDbls” — million barrels.

“MMBoe” — million barrels of oil equivalent.

“MMbtu” — million British Thermal Units of gas.

“MMcf” — million cubic feet of gas.

“MMcfe” — million cubic feet of gas equivalent.
“MMcfepd” — million cubic feet of gas equivalent per day.
“MMcfpd” — million cubic feet of gas per day.

Terms used to describe our interests in wells and acreage:
“Developed acreage” means acreage which consists of leased acres spaced or assignable to productive wells.

“Development well” is a well drilled within the proved area of an oil or gas reservoir to the depth or stratigraphic
horizon (rock layer or formation) noted to be productive for the purpose of extracting proved oil or gas reserves.

“Dry hole” is an exploratory or development well found to be incapable of producing either oil or gas in sufficient
quantities to justify completion as an oil or gas well.

“Exploratory well” is a well drilled to find and produce oil or gas in an unproved area, to find a new reservoir in a field
previously found to be producing oil or gas in another reservoir, or to extend a known reservoir.

“Gross acres” are the number of acres in which we own a working interest.
“Gross well” is a well in which we own an interest.

“Net acres” are deemed to exist when the sum of fractional ownership working interests in gross acres equals one (e.g., a
50% working interest in a lease covering 320 gross acres is equivalent to 160 net acres).

“Net well” is deemed to exist when the sum of fractional ownership working interests in gross wells equals one.
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“Productive well” is an exploratory or a development well that is not a dry hole.




Edgar Filing: ABRAXAS PETROLEUM CORP - Form 10-K

Table of Contents

“Undeveloped acreage” means those leased acres on which wells have not been drilled or completed to a point that
would permit the production of economic quantities of oil and gas, regardless of whether or not such acreage contains
proved reserves.

Terms used to assign a present value to or to classify our reserves:

“Proved reserves” or “reserves” are those quantities of oil and gas reserves, which, by analysis of geoscience and
engineering data, can be estimated with reasonable certainty to be economically producible—from a given date forward,
from known reservoirs, and under existing economic conditions, operating methods, and government regulations—prior
to the time at which contracts providing the right to operate expire, unless evidence indicates that renewal is
reasonably certain, regardless of whether deterministic or probabilistic methods are used for the estimation.

“Proved developed reserves” or “PDP’s” are those quantities of oil and gas reserves that can be expected to be recovered
through existing wells with existing equipment and operating methods. Additional oil and gas expected to be obtained
through the application of fluid injection or other improved recovery techniques for supplementing the natural forces

and mechanisms of primary recovery are included in “proved developed reserves” only after testing by a pilot project or
after the operation of an installed program has confirmed through production response that increased recovery will be
achieved.

“Proved developed non-producing reserves” or “PDNP’s” are those quantities of oil and gas reserves that are developed
behind pipe in an existing well bore, from a shut-in well bore or that can be recovered through improved recovery

only after the necessary equipment has been installed, or when the costs to do so are relatively minor. Shut-in reserves

are expected to be recovered from (1) completion intervals which are open at the time of the estimate but which have

not started producing, (2) wells that were shut-in for market conditions or pipeline connections, or (3) wells not
capable of production for mechanical reasons. Behind-pipe reserves are expected to be recovered from zones in
existing wells that will require additional completion work or future recompletion prior to the start of production.

“Proved undeveloped drilling location” is a site on which a development well can be drilled consistent with spacing
rules for purposes of recovering proved undeveloped reserves.

“Proved undeveloped reserves” or “PUD’s” are those quantities of oil and gas 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
development. 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 are 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 proven effective by actual tests in the

area and in the same reservoir.

“Probable reserves” are those additional reserves which analysis of geoscience and engineering data indicate are less
likely to be recovered than proved reserves but more certain to be recovered than possible reserves.

“Possible reserves” are those additional reserves which analysis of geoscience and engineering data suggest are less
likely to be recoverable than probable reserves.

“PV-10” means estimated future net revenue, discounted at a rate of 10% per annum, before income taxes and with no
price or cost escalation or de-escalation in accordance with guidelines promulgated by the SEC.
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“Standardized Measure” means estimated future net revenue, discounted at a rate of 10% per annum, after income taxes
and with no price or cost escalation, calculated in accordance with ASC 932, formerly Statement of Financial
Accounting Standards No. 69 “Disclosures About Oil and Gas Producing Activities.”
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Part 1

Information contained in this report represents the operations of Abraxas Petroleum Corporation and Abraxas Energy
Partners, L.P., which we refer to as the Partnership, which are consolidated for financial reporting purposes. On
October 5, 2009, Abraxas Petroleum Corporation acquired 100% ownership of the Partnership, which we refer to as

the Merger. The non-controlling interest of the former limited partners of the Partnership is presented as
non-controlling interest in the accompanying Consolidated Statement of Operations through the date that their interest

was acquired by Abraxas. The terms “Abraxas,” “we,” “us,” “our,” or the “Company,” refer to Abraxas Petroleum Corporati
together with its consolidated subsidiaries including Abraxas Energy Partners, L.P., unless the context otherwise
requires. Blue Eagle Energy, LLC (“Blue Eagle”) is a joint venture between us and Rock Oil Company, LLC (“Rock Oil”)

to develop the Eagle Ford shale play in South Texas. We currently own an approximate 50% equity interest in Blue

Eagle.

Item 1. Business
General

We are an independent energy company primarily engaged in the acquisition, exploitation, development and
production of oil and gas in the United States and Canada. At December 31, 2010, our estimated net proved reserves
were 26.6 MMBoe, (including our 50% equity interest in the proved reserves of Blue Eagle), of which 51% were
classified as proved developed, 42% were oil and 83% were operated. Our daily net production for the year ended
December 31, 2010 was 3,896 Boepd, of which 36% was oil or liquids.

Our oil and gas assets are located in four operating regions in the United States, the Rocky Mountain, Mid-Continent,
Permian Basin and onshore Gulf Coast, and in the province of Alberta, Canada. The following table sets forth certain
information related to our properties as of and for the year ended December 31, 2010:

Estimated
Gross Average Net Proved Net
Producing Working Total Net Reserves  Production

Wells Interest Acres (MBOE) (MBOE)
Rocky Mountain 896 11.64 % 81,990 8,443.4 385.4
Mid-Continent 147 22.68 % 5,769 1,508.4 203.1
Permian Basin 210 74.43 % 38,951 5,552.8 464.1
Onshore Gulf Coast (1) 53 87.89 % 1,776 10,924.6 368.6
Total United States 1,306 26.13 % 134,486 26,429.2 1,421.2
Alberta, Canada 1 100.00 % 9,120 141.4 0.9
Total 1,307 26.13 % 143,606 26,570.6 1,422.1

(1) Includes 2,622.8 MBOE of estimated proved reserves attributable to our 50% equity interest in Blue Eagle.

Our properties in the Rocky Mountain region are located in the Williston Basin of North Dakota and Montana and in
the Green River, Powder River and Unita Basins of Wyoming and Utah. In this region, our wells produce oil and gas
from various reservoirs, including the Niobrara, Bakken and Three Forks formations. Well depths range from 7,000

11
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feet down to 12,000 feet. We have 896 gross (104 net) producing wells in the Rocky Mountain region.

Our properties in the Mid-Continent region are primarily located in the Arkoma Basin and principally produce gas
from the Hartshorne coals at 3,000 feet. We have 147 gross (33 net) producing wells in the Mid-Continent region.

Our properties in the Permian Basin region are primarily located in two sub-basins, the Delaware Basin and the
Eastern Shelf. In the Delaware Basin, our wells are located in Pecos, Reeves, and Ward Counties, Texas and produce
oil and gas from multiple stacked formations from the Bell Canyon at 5,000 feet down to the Ellenburger at 16,000
feet. In the Eastern Shelf, our wells are principally located in Coke, Scurry, Midland, Mitchell and Nolan Counties,
Texas and produce oil and gas from the Strawn Reef formation at 5,000 to 6,000 feet and oil from the shallower
Clearfork formation at depths ranging from 2,300 to 3,300 feet. We have 210 gross (156 net) producing wells in the
Permian Basin region.

12
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Our properties in the onshore Gulf Coast region are located along the Edwards trend in DeWitt and Lavaca Counties,
Texas and in the Portilla field in San Patricio County, Texas. In the Edwards trend, our wells produce gas from the
Edwards formation at a depth of 13,500 feet and in the Portilla field, our wells produce oil and gas from the Frio sands
and the deeper Vicksburg from depths of approximately 7,000 to 9,000 feet. We have 53 gross (47 net) producing
wells in the onshore Gulf Coast region.

Our properties in the province of Alberta, Canada are located in the Pekisko fairway and the Nordegg/Tomahawk area
of Central Alberta. Our one gross / net well produces oil and associated gas from the Pekisko formation at a depth of
approximately 5,400 feet.

Strategy

Our business strategy is to provide long term growth in net asset value per share by increasing daily production and
proved reserves over time as well as adding to our inventory of development projects on both our unconventional and
conventional oil and gas assets, while maintaining a conservative leverage position to enhance financial
flexibility. Key elements of our business strategy include:

Developing our drilling inventory. Through our existing acreage position, we have a multi-year drilling inventory in
excess of 300 net potential drilling locations (based on standard industry spacing parameters and management
estimates) in our unconventional and conventional plays. We plan to focus our development efforts in 2011 on the oil
and liquids-rich Bakken, Three Forks, Eagle Ford, Pekisko and Niobrara formations, as well as our Texas oil
plays. We will continue to pursue acreage acquisitions in an effort to increase and enhance our core acreage positions.

Maintaining a mix of operated and non-operated leasehold positions in our resource plays. While developing our
resource plays, we plan on maintaining a mix of operated and non-operated interests. As operator, we retain more
control over the timing, selection and process of drilling prospects and completion design, which enhances our ability
to maximize return on invested capital and gives us greater control over the timing, allocation, and amounts of our
capital expenditures. As a non-operated working interest partner, we believe we can leverage our partners’ knowledge
and experience and potentially reduce our costs and enhance our returns.

Increasing the oil component of our production and proved reserves. By focusing our 2011 drilling activity in the oil
and liquids-rich resource plays, we expect to increase the oil/liquids component of both our production and proved
reserves. Our goal for 2011 is a 50/50 mix of oil/liquids and gas production, as compared to our 36/64 mix of
oil/liquids and gas production for the year ended December 31, 2010. Our proved reserves at December 31,
2010 were 41% oil/liquids and 59% gas.

Maintaining financial flexibility. As a result of our recently completed public offering of shares of our common stock,
we have approximately $60.0 million available under our credit facility. We anticipate that our primary sources of
capital will be availability under our credit facility and cash flow from operations. We plan on deploying our
available capital in a cost-effective manner by developing our assets in areas where drilling and service costs are
relatively lower and equipment and crews more readily available. For example, because service costs have recently
escalated dramatically in the Williston Basin due to a shortage of equipment and crews, we intend to focus our drilling
activities in other areas during the first half of 2011 until equipment and crews become more readily available.

2011 Budget and Drilling Activities
We have expanded our capital expenditure budget for 2011 to $60 million, an increase of approximately 66% over

2010. Approximately 50% of the expanded 2011 budget will be spent on unconventional horizontal oil wells in the
Bakken/Three Forks and Niobrara plays in the Rocky Mountain region of the United States and the other 50% will

13
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target conventional oil plays in the Permian Basin and onshore Gulf Coast regions of the United States and in the
province of Alberta, Canada. The 2011 capital expenditure budget is subject to change depending upon a number of
factors, including the availability and costs of drilling and service equipment and crews, economic and industry
conditions at the time of drilling, prevailing and anticipated prices for oil and gas, the availability of sufficient capital
resources, the results of our exploitation efforts, and our ability to obtain permits for drilling locations.
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We have a substantial inventory of undeveloped acreage in several unconventional and conventional basins, or plays,
exposing us to significant resource potential which will be the focus of our development plans in 2011. Our acreage
in the unconventional plays includes the Williston Basin focused on the Bakken and Three Forks formations; the
onshore Gulf Coast Basin focused on the Eagle Ford Shale; the Powder River Basin focused on the Niobrara Shale;
and the Southern Alberta Basin focused on the Bakken formation. Our acreage in the conventional plays includes the
Western Alberta Basin focused on the Pekisko formation and several oil plays in Texas focused on the Strawn, Frio
and Yates formations. Our net acreage position for each basin or play is detailed in the following table:

. Targeted Net
Basin/Play Formftion(s) Acres
Williston Bakken / Three 20,835

Forks
Onshore Gulf  Eagle Ford 8,333(1)
Coast
Powder River Niobrara 18,700
W e stern Pekisko 9,120
Alberta
Southern 10,000
Alberta Bakken
Texas Oil Strawn / Frio / 8,700
Plays Yates

Total 75,688
(1) All of the acreage in the Eagle Ford Shale play is owned by Blue Eagle.

In 2011, we intend to concentrate our drilling activities in the following unconventional and conventional resource
plays:

Williston Basin - Bakken/Three Forks. We currently own approximately 20,835 net acres, primarily in counties
located on the Nesson Anticline and in areas west including Rough Rider and Lewis & Clark in North Dakota and in
Sheridan County, Montana, which are prospective for the Bakken and Three Forks formations. We estimate that we
have approximately 86 gross (16 net) 1,280-acre units. In 2010, we drilled two operated wells and participated in an
additional 10 gross (0.35 net) non-operated wells on the North Dakota side of the basin. Our first operated well, the
Ravin 26-35 1H was drilled in McKenzie County, North Dakota and was brought on-line at a restricted rate in
November 2010. In January 2011, the well was flow tested at an unrestricted production rate of 1,705 Boepd,
comprised of 1,008 barrels of oil, 2.44 MMcf of wellhead gas and 290 barrels of natural gas liquids. Our second
operated well is tentatively scheduled to be completed in the second quarter of 2011. In 2011, we plan to drill up to
five operated horizontal long lateral wells and participate in several additional non-operated wells targeting the
Bakken or Three Forks formations.

Onshore Gulf Coast Basin - Eagle Ford. In August 2010, we formed a joint venture, Blue Eagle, with Rock Oil to
develop our acreage in the Eagle Ford Shale play. We contributed 8,333 net acres, located in Atascosa, DeWitt and
Lavaca Counties, Texas, and received an approximate 50% equity interest in Blue Eagle, and Rock Oil contributed
$25 million in cash and received an approximate 50% equity interest. Rock Oil also committed to contribute an
additional $50 million in cash. Upon full funding by Rock Oil, we will own a 25% equity interest and Rock Oil will
own a 75% equity interest in Blue Eagle.

15
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In 2010, Blue Eagle drilled one well and completed the well in January 2011. The well was completed with a 15-stage
fracture stimulation and placed on-line in January 2011 at a restricted rate. During the first 19 days of producing
through a 12/64-inch choke, the well produced an average of 5.8 MMcf of liquids-rich gas and 342 barrels of
condensate per day. We anticipate that Blue Eagle will drill or participate in four additional wells in 2011, all of which
will be fully funded by Blue Eagle. Based on 160-acre spacing, we estimate that there are 52 net drilling locations
across the Blue Eagle acreage.

Powder River Basin - Niobrara. We currently own a total of approximately 20,800 gross (18,700 net) acres in the
southern Powder River Basin, of which 17,800 gross (15,700 net) acres are located in the Brooks Draw field of
Converse and Niobrara Counties, Wyoming. Prior to 2010, we drilled a total of 12 wells, including seven horizontal
wells, and acquired a 23-square mile proprietary 3-D seismic survey in the Brooks Draw field. In addition, we own
approximately 2,100 net acres in Campbell County, Wyoming which are held by production and are near the
Crossbow 3-19H well operated by EOG Resources, Inc. in southern Campbell County, Wyoming and other recent
horizontal activity. In 2011, we have budgeted the drilling of one horizontal well targeting the Niobrara formation in
the Brooks Draw field; however, we
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may elect to increase our activity in the area pending results of this well. Based on 160-acre spacing and assuming all
of the acreage is productive, we estimate that there are 117 net drilling locations on our held by production leasehold.

Alberta Basin - Pekisko. We currently own 9,120 net acres in Central Alberta. In 2010, we drilled two wells in the
Twining area as part of a farm-out agreement. One of the wells, the Twining 9-11, came on-line in the first quarter of
2011 and produced an average of 108 Boepd (73% oil) during the first 18 days of production. The other well, the
Swalwell 6-6, will be re-completed in the summer of 2011. Our budget for 2011 currently includes the drilling of four
horizontal wells targeting the Pekisko formation.

Alberta Basin — Bakken. In the emerging southern Alberta Basin Bakken play of Toole and Glacier Counties,
Montana, we currently own approximately 10,000 gross/net acres under long-term leases or direct mineral
ownership. During 2010, we acquired our leasehold position and monitored industry activity in the play, principally
by Rosetta Resources Inc. and Newfield Exploration Company, and continued our own independent study of the
play. During 2011, we intend to continue to acquire additional acreage in the geologically specific parts of the play.

Texas Oil Plays

Permian Basin — Spires Ranch — Strawn. We currently own approximately 5,600 gross/net acres in Nolan County,
Texas. In 2009 and 2010, we drilled three wells in the Spires Ranch offsetting the prolific Nena Lucia field. The first
well encountered a thick oil column but was pressure depleted. The second and third wells were oil discoveries in the
Strawn formation and were completed in the first quarter of 2011. The horizontal well, the Spires 126-1H, came
on-line in the first quarter of 2011 and produced an average of 272 Boepd (59% oil) during the first 12 days of
production. The vertical well, the Spires 149-1, continues to recover load water. Our budget for 2011 currently
includes the drilling of three horizontal wells targeting the Strawn formation.

Permian Basin — Shallow Howe — Yates. We currently own approximately 2,000 gross/net acres in the Howe field,
located in Ward County, Texas. In 2010, we evaluated a shallow oil play targeting the Yates formation which has
proven to be productive in the area. Our budget for 2011 currently includes the drilling of three vertical wells
targeting the Yates formation.

Onshore Gulf Coast Basin — Portilla — Frio. We currently own approximately 1,100 gross/net acres in the Portilla field,
located in San Patricio County, Texas. In 2009 and 2010, we drilled three oil in-fill development wells which proved
up our concept of undrained pockets of oil between the producing wells. Our budget for 2011 currently includes the
drilling of thirteen vertical wells targeting the Frio formation.

Non-Core Divestitures

In the fourth quarter of 2009 and throughout 2010, we sold certain properties, principally non-operated, non-core
assets, to generate cash for debt repayment and to accelerate our drilling program. We sold properties in nine
different states for combined net proceeds of approximately $32.2 million ($2.4 million in 2009 and $29.8 million in
2010, of which $8.4 million was received in February 2011) at various property auctions to numerous buyers. In total,
these properties produced approximately 611 Boepd during 2009 and had 2.3 MMBoe of proved reserves as of
December 31, 2009. The first $10.0 million of net proceeds was used to repay the term loan portion of our credit
facility and the remaining $22.2 million was used to repay outstanding indebtedness under the revolving portion of the
credit facility, for capital expenditures and general corporate purposes.

Sale of Common Stock

On February 1, 2011, we completed a public offering of 23.6 million shares of common stock (of which 8.5 million
shares were sold by certain selling stockholders) at a public offering price of $4.40 per share for total net proceeds to
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us of approximately $62.0 million, after estimated fees and expenses. We used the net proceeds from the offering to
repay indebtedness outstanding under our credit facility, to increase our 2011 capital expenditure budget and for
general corporate purposes. We did not receive any proceeds from the sale of shares by the selling stockholders.
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Markets and Customers

The revenue generated by our operations is highly dependent upon the prices we receive for our oil and gas.
Historically, the markets for oil and gas have been volatile and are likely to continue to be volatile in the future. The
prices we receive for our oil and gas production are subject to wide fluctuations and depend on numerous factors
beyond our control including seasonality, the condition of the United States economy (particularly the manufacturing
sector), foreign imports, political conditions in other petroleum producing countries, the actions of the Organization of
Petroleum Exporting Countries and domestic regulation, legislation and policies. Decreases in the prices we receive
for our oil and gas have had, and could have in the future, an adverse effect on the carrying value of our proved
reserves and our revenue, profitability and cash flow from operations. You should read the discussion under “Risk
Factors — Risks Relating to Our Industry — Market conditions for oil and gas, and particularly volatility of prices for oil
and gas, could adversely affect our revenue, cash flows, profitability and growth” and “Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Critical Accounting Policies” for more information relating
to the effects of decreases in oil and gas prices on us. To help mitigate the impact of commodity price volatility, we
hedge a portion of our production through the use of fixed price swaps. See “Management’s Discussion and Analysis of
Financial Condition and Results of Operations — General — Commodity Prices and Derivative Activitie