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are the exploration, development and pro-
duction of natural gas, crude oil and natural

gas liquids. The exploration and production
activities are divided into three U.S. operating

regions: Coverage Initiated:
April 18,2007

I Offshore

1 Southern Rating:

f  Mid continent Strong Buy

1 Canadian
Most Recent Price:

$75.09

The exploration and production interests are
focused on the Gulf of Mexico, the Anadarko F
Basin, the Permian Basin, the Gulf coast and

the Western Sedimentary Basin of Canada.

Approximately 69 percent of the Group's
proved reserves are located in North Amer-
ica. The Group has international exploration
and production interests in offshore Western Australia, Egypt, offshore The
People's Republic of China, Argentina and Poland. The group acquired Pio-

neer Natural Resources on April 25, 2006, which delivered to Apache large
reserves in Tierra del Fuego, Argentina. I —
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Forward P/E* 9.95 |Dividend YId 0.83 Houston, TX 77056 -4400
Price to Book 1.2 |LYrTotRewurn(%)\5 oq (469) 888 -8888
Price To CF 4.74 |Beta** 0.48 Web:
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Investment Thesis

APA's stock has outperformed the S&P 500 in the last 5 years, but trailed its peer average. The consensus
remains that oil prices are unlikely to fall below $50/b in the next 12 months.

APA is trading at a steep discount on P/E and P/CF relative to its peer average based on 2007 consensus
estimates. APA has one of the most diversified asset portfolios, lowest cost structures, strongest balance
sheets, and lowest valuations among the large exploration and production independent oil companies.

APA has operated with a successful business strategy of growing production and reserves competitively
through drilling and negotiated transactions.

APA expects 6%-10% production growth in 2007, excluding the recently announced

acquisition of Anadarko's (APC, $42.28, Buy) Permian Basin assets The acquired assets include more than
4,000 producing wells in 28 fields with net proved reserve of 70 mmboe (81% oil) and net production of 9
mbd of oil and 19 mmcfd.

Apache's entry into Argentina last year was not well received by investors, but this year upside exploration
potential has improved the growth outlook. Volumes increased significantly in Argentina. APA's stock per-
formance is anticipated to continue to reflect the direction of oil and gas prices and operating results.

Following the acquisitions of Pioneer Natural Resources' (PXD, $39.95, Buy) assets in the southern part of
Argentina and the related third-party operating interests, Argentina is now one of Apache's core operating
areas. It is now the operator with 70%-100% working interest. Apache believes there is large upside poten-
tial in the Tierra del Fuego, where it is shooting 3D seismic and plans to have two rigs active by year-end.

Despite the sharp decline in natural gas prices in 2006, total average realization declined only
slightly due to APA's balanced production mix, which was 45% oil, and its regional balance.
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