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FINANCIAL HIGHLIGHTS YEAR ENDED DECEMBER 31, AVERAGE

ANNUAL
AMOUNTS IN THOUSANDS, UNLESS OTHERWISE NOTED 2004 2003 2002 2001 2000 GROWTH!»
PRODUCTION {DAILY)
Qil (Bbls) 19,247 18,894 18,833 16,978 15,219 6%
Natural gas (Mcf) 82,224 94,858 100,443 85.238 37,078 22%
BOE (6:1) 32,951 34,704 35,573 31,185 21,399 1%
REVENUES 382,972 333.014 285,162 285,111 181,651 20%
UNIT SALES PRICE {EXCLUDING HEDGES)
Oil (per Bb) 36.46 27.47 22.36 21.34 25.89 9%
Natural gas (per Mcf) 6.24 5.66 3.31 4.12 4.45 9%
UNIT SALES PRICE (INCLUDING HEDGES)
Oil (per Bbl) 27.36 24.52 22.2% 21.65 23.50 4%
Natural gas (per Mcf) 5.57 4.45 3.95 4.66 3.57 2%
CASH FLOW FROM OPERATIONS 168,652 197.615 159,600 185,047 95,972 15%
NET INCOME @ 82,448 56,553 46,795 56,550 142,227 (13%)
AVERAGE COMMON SHARES OUTSTANDING
Basic 54,871 53,881 53,243 49,325 45,823 5%
Diluted 57,301 55,464 54,365 50,361 46,352 5%
NET INCOME PER SHARE
Basic 1.50 1.0§ 0.88 1.15 3.10 (17%)
Diluted 1.44 1.02 0.86 1.12 3.0% (17%)
OIL AND GAS CAPITAL INVESTMENTS 178,070 158,444 155,637 327,175 134,021 7%
CO, CAPITAL INVESTMENTS 50,265 22,673 16,445 45,555 - -
TOTAL ASSETS 992,706 982,621 895,292 789,988 457,379 21%
LONG-TERM LIABILITIES 368,128 434,845 432,616 360,882 202,428 16%
STOCKHOLDERS' EQUITY 13 541,672 421,202 366,797 349,168 216,165 26%
PROVED RESERVES
Qil (MBbis) 101,287 91,266 97,203 76,490 70,667 9%
Natural gas (MMcf) 168,484 221,887 200,947 198,277 100,550 14%
MBOE (6:1) 129,369 128,247 130,694 109,536 87,425 10%
Discounted future cash flow before tax—10% 1,643,289 1,566,371 1,426,220 574,328 1,158,969 9%
Standardized measure of discounted
future net cash flows after tax 1,129,196 1,124,127 1,028,976 50OAK,795 841,299 8%
PER BOE DATA (6:1)
Oil and natural gas revenues 36.88 30.43 21.17 22.88 26.13 9%
Gain (loss) on settlements
of derivative contracts (7.01) (4.9 0.0% 1.64 (3.23) 21%
Lease operating expenses (7.22) (7.086) (5.48) (4.84) (4.94) 10%
Production taxes and marketing expenses (r.55) Gay) (0.92) (0.96) (1.02) 11%
Production netback 21.10 17.29 14..84 18.972 16.94 6%
Operating margin from CO, industrial sales 0.41 0.51 0.48 0.38 — -
General and administrative expense (1.78) (1.20) {0.96) (0.89) (1.09) 13%
Net cash interest expense (1.94) (1.61) (1.7%9) (1.74) (1.54) (3%)
Current income taxes and other (1.78) (0.01) 0.04 (0.06) (o.07) -
Changes in assets and liabilities (2.63) 0.62 (0.38) (0.15) (1.99) 7%
CASH FLOW FROM OPERATIONS 13.98 15.60 12.29 16.26 12.25 3%

¥ Four-year compounded annual growth rate computed using 2000 as a base year.

2 1n 2003, we recognized a gain of $2.6 million for the cumulative effect of the adoption of SFAS No. 143, “Accounting for Asset Retirement Obligations” (see Note 4 to the Consolidated Financial Statements).
In 2000, we recorded a deferred income tax benefit of $67.9 million related to the reversal of the valuation allowance on our net deferred assets at December 81, 2000.

¥ We have never paid any dividends on our common steck.

Reporting Format: Unless otherwise noted, the disclosures in this report have ) production volumes expressed on a net revenue interest basis, and Gty gas volumes converted to equivalent barrels at 6:1.

See page 24 regarding cautionary notes about forward-looking statements and unproved reserves contained herein.
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DENBURY RESOURCES INC.

DEBT TO CAPITAL ANALYSIS

$415 $676 $736 $771

800
700
600
500
400
300
200
100

0

$15003 OWN&E:N»:O.‘-E ' Excludes accumulated other comprehensive income (loss).

N&r Long-Term Debt?

$199

@ Principal amount of sub-debt; excludes discount.

3 Net Debt: $225 million of sub-debt less $75 million of
excess cash and short-term investments.

2000
48%

2001
50%

2002
48%

2004
40% 19%

Debt/Cap Ratio
2004 ACCOMPLISHMENTS

We achieved numerous successes during 2004:

.'. We sold our offshore division

Tef of proven GO, reserves at year-end (before royalties and Genesis

volumetric production @wwsﬂmsav. This provides us with sufficient CO,

During July 2004, we closed on the sale of our subsidiary that held our
offshore assets, Denbury Offshore, Inc., for $200 million before adjust-
ments. Fxpenses, closing adjustments, and interim net cash flow reduced
the sale price to an estimated $187 million. The sale included total proved
reserves of approximately 98 Befe and 54.7 MMcfe/d of production (sec-
ond quarter of 2004 rate). In addition, we were able to lower our future
development and plugging costs by approximately $100 million. We

used the proceeds from the sale to reduce debt, leaving us with a debt to
capitalization ratio of less than 20% at year-end 2004, one of the lowest
leverage ratios in our history. In addition, we also removed a volatile and

high finding cost segment of our business.

We added approximately 1 Tef of proven CO,, reserves
During 2004, we drilled four CO, wells at Jackson Dome, adding

approximately 1 Tef of proven CO,, reserves, giving us approximately 2.7

]

PAGE 4

reserves for the first two phases of our tertiary program. We plan to drill an
additional four CO, wells during 2005, two of which are intended to add
additional CO,, reserves for future phases of our tertiary program and two

of which are acceleration wells to increase our daily CO, production rates.

We initiated construction of our COg Pipeline to East Mississippi

With our incremental proven CQO,, reserves in hand, we began right-of-
way acquisitions to build an 84.-mile pipeline to our oil fields in East
Mississippi. We have labeled the initial program in East Mississippi Phase I
of our tertiary program and have set a target to recover up to 80 million
barrels of oil reserves from the initial six fields we have reviewed. We fully
expect to add additional CO,, reserves, which would give us the ability to
implement additional tertiary operations at several other fields in East
Mississippi beyond Phase 11, ultimately exceeding our initial estimate of

80 million barrels of incremental oil reserves.
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DenNBURY RESOURCES ING.

PrOJECTED 2005 CAPITAL BUDGET

$260 MM™
ONSHORE
E. S LOUISIANA
$28.6 $28.8
TEXAS
$31.0 JACKSON DOME (CO,)

$35.1

OTHER
$26.6

SW MS (CO,)
$59.7

E. MS (CO,)
$50.2

M Excludes acquisitions and $45 million CO, pipeline to East Mississippi; includes
allocated capitalized overhead.

STRATEGY

Our principal goal is to develop our tertiary oil properties using CO,, while
maintaining the conservative financial strategy we established in the aftermath
of the 1998 oil price collapse. Combining the lower risk, more predictable
tertiary development with the development of Barnett Shale acreage allows
us to project reserve and production increases for the next several years. Our
modest G@Logiob program, primarily in Southern Louisiana, is becoming
relatively smaller and we have sold our offshore division, in part becaase of

the volatile and unpredictable nature of its reserves and production.

Our CO, tertiary oil strategy is driven by our ownership of significant
reserves of naturally occurring CO,, associated with a 75 million year old
volcano near Jackson, Mississippi. Because there are no known competing
large sources of CO, in the area (the nearest large sources are in Colorado
and New Mexico) we enjoy a competitive advantage when acquiring mature
oil fields with tertiary potential.

Injection of CO,, for tertiary oil recovery has turned out to be the most
efficient method discovered to date to produce the large quantities of oil that
are left behind in reservoirs after primary and secondary (waterflood) pro-
duction. The application of large scale injection, however, has been limited
to those areas where quantities of CO,, are available within economic reach
of pipelines. West Texas is the largest such area, with many operators and
many fields under flood, but we believe that ane day the large number of old
oil fields in the Gulf coast region will ultimately be within range of our CO,
produced at Jackson Dome.

As nrmn:mma.m above, we have announced plans to build a CO,, pipeline to
East Mississippi as part of our expansion into Phase II. Our goal is to add other
phases and we are actively pursuing additional opportunities which we hope
will culminate in future phases. The key factor in the success of these future
phases is not the potential oil reserves, as there are many suitable fields within
range of Jackson Dome, but rather the availability of CO,, from Jackson Dome.

We are currently undertaking an exploration program at Jackson Dome

with the goal of developing enough additional CQ,, for these future phases.

PAGE 6
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DENBURY RESOURCES INC.

Proved undeveloped reserves associated with our CO,, tertiary operations in
West Mississippi and our Heidelberg waterfloods in East Mississippi account
for approximately 96% of our proved undeveloped oil reserves. We consider
these reserves to be lower risk than other proved undeveloped reserves that
require drilling at locations offsetting existing production because all of
these proved undeveloped reserves are associated with secondary recovery or
tertiary recovery operations in fields and reservoirs that historically produced
substantial volumes of oil under primary production. The main reason these
reserves are classified as undeveloped is because they require significant
additional capital associated with drilling/re-entering wells or additional
facilities in order to produce the reserves and/or are waiting for a production

response to the water or CO,, injections.

Our proved undeveloped natural gas reserves associated with our Selma
Chalk play at Heidelberg and the Barnett Shale play in Newark, East fields
account for approximately 87% of our proved undeveloped gas reserves. The
remaining undeveloped gas reserves are spread over multiple fields with the
single largest field accounting for less than §% of the total undeveloped gas
reserves. This particular field's undeveloped gas reserves are currently being
developed with first production expected late first quarter 2005. Our cur-
rent plans for 2005 include development of 20 to 25 wells in each of our

primary gas plays, Barnett Shale and Selma Chalk.

YEAR ENDED DECEMBER 31,

2004 2003 2002

ESTIMATED PROVED RESERVES

Qil (MBbls) 101,287 91,266 97,203

Natural gas (MMcf) 168,484 221,887 200,947

Oil equivalent (MBOE) 129,369 128,247 130,694
PERCENTAGE OF TOTAL MBOE:

Proved producing 39% 43% 43%

Proved nonproducing 16% 18% 23%

Proved undeveloped 45% 39% 34%
REPRESENTATIVE OIL AND GAS PRICES:

Qil - NYMEX $ 43.45 $ 32.52 $ 31.20

Natural gas — NYMEX Henry Hub 6.15 6.19 4.79
PRESENT VALUES:1?

Discounted estimated future net cash flow before income taxes (“PV-10 Value") (thousands) $ 1,643,289 $ 1,566,371 $ 1,426,220

Standardized measure of discounted estimated future net cash flow after income taxes (thousands) 1,129,196 1,124,127 1,028,976

U1 The prices as of each year-end were based on market prices in effect as of December 31 of cach year, NYMEX prices per Bbl and NYMEX Henry Hub prices per MMBtu, with the appropriate
adjustments (transportation, gravity, BS&W, purchasers’ bonuses, Btu, etc.) applied to each field to arrive at the appropriate corporate net price.

@ Determined based on year-end unescalated prices and costs in accordance with the guidelines of the SEC, discounted at 10% per annum.

PAGE 10
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Higher commodity prices allow

Denbury to »:onmmi faster on
the development of its GO, reserves

and m:%_dm?.:nﬁ:ﬂm.
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DENBURY RESOURCES INC.

CO, BUSINESS MODEL (Tertiary Operations Only)

PHASE 1° Projected Net Oil Production PHASE 2* Projected Net Oil Production
Little Creek 1 Mallalieu, West Bl Smithdale Project L. R 5050 [ JTEUN
B Loy Creek Lazy Creck, West McComb R Lockhart 35,000 [ Martinville [ lFeldB
Little Creek, West I Mallalieu, East B rookhaven AR Eucutea [ JFeldC
30,000
25,000
£ 20,000
3
@
15,000
, 10,000
ﬁ b : w-ooo
A ; i
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
TOTAL PHASES I & 2*  Projected Net Oil Production
35,000
] West MS B Eos MS B Actoal
30,000
25,000
% - 25% Annual Production Growth (2004-2011)
220,000
m
15,000
10,000
5,000
0

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

*Forecast based on internal management estimates. Actual results may vary. See the presentation on our website for a list of assumptions and cautionary note on page 24 regarding unproved reserves.
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Our principal goal is to develop our tertiary
oil properties using GO, while maintaining
the conservative financial strategy we
established in the aftermath of the 1998

oil price collapse. Combining the lower risk,

more predictable tertiary development

with the development of Barnett Shale
acreage allows us to anticipate and project
reserve and production increases for the next

%%3@82.

BARNETT SHALE

‘We own about 20,000 acres and interests in 29 wells in the Fort Worth Basin
in North Central Texas that produces natural gas from the Barnett Shale.

We acquired most of our interests here in 2001 and since then have been
working to find the best way to drill, complete and produce these wells. During
2004, we drilled our first horizontal wells and are enthusiastic about our
results. These horizontal wells produce at higher initial rates, decline more
slowly and are simply more economical than their vertical counterparts. We are

still refining our fracturing techniques on these wells, but are moving forward

DENBURY RESOURCES INC.

with our development of this acreage. During 2004., we shot 3-D seismic data
over our acreage to help us better locate our wells so that we encounter less
faulting and sink holes, further improving our success rate and economics.
During 2005, we plan to drill 25 horizontal wells and anticipate that this level
of drilling will continue for several years as we estimate that we have 125 to 150
drillable locations. We like this play as it is another relatively low-risk play, as is
our tertiary operation in Mississippi. In addition to our drilling plans, we are
also buying additional acreage in the area. At December 31, 2004, we have a
total of 62.3 Bef of proved natural gas reserves in the Barnett Shale with a
PV-10 Value of $99.9 million using SEC year-end prices. This compares to a
total investment of $27.1 million with net operating income (revenue

less operating expenses) to date of $7.9 million, or an unrecovered cost of
$19.2 million. We plan to spend approximately $31 million in this area

during 2005.

OTHER AREAS

We also own interests in 84 wells in the land and marshes of South Louisiana
and 477 wells in the eastern part of Mississippi. We are continuing to explore
and develop in both of these areas using conventional techniques. We plan

to spend from 10% to 20% of our budget each year on exploration activities,
although with our relatively low-risk plays in Mississippi’s tertiary operations
and in the Barnett Shale, we are not dependent on exploratory success. We
plan to spend approximately $29 million on conventional (non-tertiary)
operations in East Mississippi during 2005 and about the same in South
Louisiana on, or near, our existing fields in both areas. If successful, this will

only further increase our anticipated production growth.
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DENBURY RESOURCES ING.

Long~term organic production and reserve growth are key
goals for us as we believe that the achievement of these goals
will provide superior rates of returns to our shareholders
and distinguish us from our peer group. This is a game that

we intend to win.
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CORPORATE HEADQUARTERS
Denbury Resources Inc.

5100 Tennyson Pkwy, Ste. 3000
Plano, Texas 75024

T: 972.673.2000

F: 972.673.2150

F1ELD OFFICES
Laurel, MS: T: 601.428.1998
Houma, LA: T: 504.857.9215

DaATa REQUESTS
Cynthia Rodriguez

INVESTOR RELATIONS
Laurie Burkes

www.denbury.com

QUESTIONS RE: PRESS RELEASES AND STOCKHOLDER REPORTS
GARETH ROBERTS, President & Chief Executive Officer

PHIL RYKHOEKX, Senior Vice President & Chief Financial Officer
LauriE BURKES, Investor Relations Manager

ENGINEERING: TrACY EvaNs, Senior Vice President, Reservoir Engineering
FINANGE: PHIL RYKHOEK, Senior Vice President & Chief Financial Officer
OPERATIONS: MARK WORTHEY, Senior Vice President, Operations
ACCOUNTING: MARK ALLEN, Vice President & Chief Accounting Officer
MARKETING: RON GRAMLING, Vice President, Marketing
EXPLORATION: JIM SINGLAIR, Vice President, Exploration

LAND: Ray DUBUISSON, Vice President, Land

LOUISIANA DIVISION: GEORGE PECORINO, Houma, LA

Misstssippl DIVISION: KERRY ALLEN, Laurel, MS

CAUTIONARY NOTE TO U.S. INVESTORS:

The United States Securities and Exchange Commission permits oil and natural gas companies in their
flings with the SEC, to disclose only proved reserves that a company has demonstrated by actual production
or conclusive formation tests to be economically and legally producible under existing economic and
operating conditions. We use certain terms in the preceding section of this annual report, such as probable
and potential reserves or production forecasts derived from such probable and potential reserves, that the

SEC’s guidelines strictly prohibit us from including in filings with the SEC.

FORWARD-LLOOKING STATEMENTS:

The data contained in this annual report that are not historical facts are forward-looking statements that
involve a number of risks and uncertainties. Such statements may relate to, among other things, capital
expenditures, drilling activity, development activities, production efforts and volumes, asset values, proved
reserves, potential reserves and anticipated production growth rates in our COg models, production and
expenditure estimates, and other enumerated reserve potential. These forward-looking statements are
generally accompanied by words such as "estimated”, "projected”, ..vopnnpm&:. "anticipated”, "forecasted”
or other words that convey the uncertainty of future events or outcomes. These statements are based on
management’s current plans and assumptions and are subject to a number of risks and uncertainties as
further outlined in our most recent 10-K and 10-Q). Therefore, the actual results may differ materially
from the expectations, estimates or assumptions expressed in or implied by any forward-looking statement

made by or on behalf of the Company.
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DENBURY RESOURCES INC.

PART I

ITEM 1. BUSINESS

WEBSITE ACCESS TO REPORTS

We make our annual report on Form 10-K, quarterly reports on
Form 10-Q), current reports on Form 8-K, and amendments to those
reports, filed or furnished pursuant to section 13(a) or 15(d) of the
Securities Exchange Act of 1934 available free of charge on or through
our internet website, www.denbury.com, as soon as reasonably practicable

after we electronically file such material with, or furnish it to, the SEC.

THE COMPANY

Denbury Resources Inc. is a Delaware corporation, organized under
Delaware General Corporation Law (“DGCL”) engaged in the acquisition,
development, operation and exploration of oil and natural gas properties
in the Gulf Coast region of the United States, primarily in Louisiana,
Mississippi and the Barnett Shale in Texas. Qur corporate headquarters
is located at 5100 Tennyson Parkway, Suite 3000, Plano, Texas 75024,
and our phone number is §72-673-2000. At December 31, 2004, we
had 380 employees, 243 of which were employed in field operations or at
the field offices. Our employee count does not include the approximately
200 employees of Genesis Energy, Inc. as of December 31, 2004 as its
employees exclusively carry out the business activities of Genesis Energy,
L.P., which we do not consolidate in our financial statements {See Note 1

to the Consolidated Financial Statements).

INCORPORATION AND ORGANIZATION

Denbury was originally incorporated in Canada in 1951. In 1992, we
acquired all of the shares of a United States operating company, Denbury
Management, Inc. (“DMI”), and subsequent to the merger we sold all of
its Canadian assets. Since that time, all of our operations have been in the
United States.

In April 1999, our stockholders approved a move of our corporate
domicile from Canada to the United States as a Delaware corporation.
Along with the move, our wholly owned subsidiary, DMI, was merged into
the new Delaware parent company, Denbury Resources Inc. This move of

domicile did not have any effect on our operations or assets.

Effective December 29, 2003, Denbury Resources Inc. changed its
corporate structure to a holding company format. The purposes of creating
the holding company structure were to better reflect the operating practices
and methods of Denbury, to improve its economics, and to provide greater
administrative and operational flexibility. As part of this restructure,
Denbury Resources Inc. (predecessor entity) merged into a newly formed
limited liability company, and survived as, Denbury Onshore, LLC, a
Delaware limited liability company and an indirect subsidiary of the newly
formed holding company, Denbury Holdings, Inc. Denbury Holdings, Inc.
subsequently assumed the name Denbury Resources Inc. (new entity).

The reorganization was structured as a tax free reorganization to Denbury’s
stockholders and all outstanding capital stock of the original public company
was automatically converted into the identical number of and type of shares
of the new public holding company. Stockholders” ownership interests in
the business did not change as a result of the new structure and shares of
the Company remain publicly traded under the same symbol (DNR) on the
New York Stock Exchange. The new parent holding company is co-obligor
{or guarantor, as wﬁ?.om:lmﬁmv regarding the payment of principal and

interest on Denbury’s outstanding debt securities.

BUSINESS STRATEGY
As part of our corporate strategy, we believe in the following

fundamental principles:
- remain focused in specific regions;

+ acquire properties where we believe additional value can be created
through a combination of exploitation, development, exploration and

marketing, including secondary and tertiary operations;

- acquire properties that give us a majority working interest and
operational control or where we believe we can ultimately obtain it;
- maximize the value of our properties by increasing production and

reserves while reducing cost; and

- maintain a highly competitive team of experienced and incentivized

personnel.
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DENBURY RESOURCES INC.

Today, we own every producing CO,, well in the region. Although our
current proven and potential CO,, reserves are quite large, in order
to continue our tertiary development of oil fields in the area, incremental
deliverability of CO, is needed. In order to obtain the additional CO,
deliverability, we plan to drill several additional CO, wells in the

future, including up to four more wells during 2005.

During 2001 and 2002, we acquired several oil fields in our CO,
operating area, including the West Mallalieu and McComb Fields.
Typical of mature properties in this area, the acquisition costs of both
of these fields were relatively low in comparison to their significant
reserve potential as tertiary recovery projects. As an example, we acquired
West Mallalieu Field in May 2001 for $4.0 million, and by year-end
2001 had recognized 10.4 MMBOE of proved reserves, with additional
future reserve potential in this field. We acquired McComb Field in
2002 for $2.4 million, and by year-end 2002 had recognized 8.3
MMBOE of proved reserves with additional future reserve potential

here also.

In August 2002, we acquired COHO Energy Inc.’s Gulf Coast
properties for $48.2 million, which included Brookhaven Field,
another significant tertiary flood candidate along our CO, pipeline.
Initial development of the Brookhaven CO, flood began in late
2004. DeGolyer & MacNaughton has estimated that 18.7 MMBbls

of oil reserves can be recovered from Brookhaven Field from our CO,

tertiary operations in their December 31, 2004 proved reserve report.

During the fourth quarter of 2004, we sold an average of 69 MMcf/d
of CO, to commercial users and we used an average of 149 MMcf/d
for our tertiary activities. We estimate that our current daily CO,
deliverability is approximately 350 MMcf/d, and by year-end 2005
we hope to further increase our CO, deliverability to between 450
MMcf/d and 500 MMcf/d. We plan to continue our CO, drilling in
2005 and beyond, as we estimate that we will need up to 700 MMcf/d

in the next few years in order to meet the projected timetable for our

PAGE 6

tertiary projects in Southwest and East Mississippi. During 2004,

two of the CO,, wells we drilled tested new structures that increased
our CO, reserves by approximately 1 Tcf of CO,. These wells will be
brought online once we install the facilities that are necessary to produce
these wells at their maximum rates. With the increase in our CO,
deliverability and reserves, we made the strategic decision to commence
with installation of a pipeline to several of our East Mississippi proper-
ties, and expect to commence CO,, operations in three East Mississippi
fields by mid-2006. As of December 31, 2004, the calculated present
value of the remaining industrial sales contracts (using pricing pro-
vided in the contracts) discounted at 10% per year was approximately

$26.5 million based on the current life of each contract.

In October 2003 and September 2004, we sold 167.5 Bef and 33.0
Bef of CO, to Genesis for $24..9 million and $4..8 million under two
separate volumetric production payments. In conjunction with the
sale, we included the assignment of four of our existing long-term
commercial CO, supply agreements with our industrial customers.
Pursuant to the terms of the volumetric production payments, Genesis
has specific maximums on the amount of CO, they are allowed to
take each year, which generally relate to the anticipated volumes of the
four industrial customers. We provide Genesis with certain processing
and transportation services in connection with these agreements
for a fee of approximately $0.16 per Mcf of CO,, delivered to their

industrial customers.

During the fourth quarter of 2004, we commenced operations to
expand our tertiary program to East Mississippi and have commenced
the acquisition of leases and right-of-way for the construction of an
84.-mile CO, pipeline from our source wells near Jackson, Mississippi
to Eucutta Field in East Mississippi. We believe that this expansion
into East Mississippi, labeled Phase 11, has significant oil potential
beyond the first six fields that we have engineered and plan to flood.
Combining the production forecast for both of these areas (Phase I

and I1) extends the period during which we anticipate significant oil



L ADVd

(223D Aze g Burpnpur) yp31) MrT wody (saanipuadxs peirdes pue sasuadxs
Sunesado ssa] sanuaasa) mofj ysea sarnsod 1ou pey am ‘boos ‘18 1dquIadacy
y8noayy uondsout wou] ‘p/AQOY 055 01 051 3 oue Aq G007 Jurnp
194 1In} 252I0UL 03 a7) NI woay uopdnpoid sy wadxa ap (PP
Azer] Suypnpur) p/aOg 686°2 Jo s8eisae ue 03 paseasdsul pey uondnpoad
‘F00g J0 £arenb Yyrnoy 3y} m:f:Q 6661 ur P12y o3 vv.:svoa am uaym
p/siqg 0561 Amewixosdde sem P21 Y2247) 3[3I] WOLf UoUdINPOI
"pa1940031 2q ued (s50.8) S[qGN 1'9 [FUCHIPPE Uk Jeyl ajew}sd Auarma
am pue ‘suontesado Arenus) jo ynsad e se ‘apnad 1ms 1Yy jo (ss0u3) SIYGIWIN
g1 sanje[nwind e pasnpoutd sey prayy ay | -A1240001 A1epU0OIIS 10} 9 QT pue
Ktoaoosa Lrewnad aoy 9407 APreunrxoadde Jo so11a0091 01 paaedwod se ‘o /1
Aprewnxordde 4q ppa1y sy jo uoniod papoo() oy Ul 10198} 1940231 djRWIM
3y pasearour sey L1940904 ATenial aaar) [N 18 Suipooly 2y jo saseyd
1591123 OM} 34} JO SINSIL BY) WO paseg "2a1r) 3N 1e sjjom uondalur ¢
pue sjam Sunnpoad gz e sao) Apusainyy ~uormafur 2y wouay paysusqg
10U 2ARY TRY) SEAIE OJUL P[OL} Y} PUIIXD 0} IO [IO JO TUNOWE WINULIXEUW DY)
1240021 03 K1essadau se s[[am [puap pue suaaiied Sunsixe Appow 03 snunuos
[ 2m ySnoyie ‘p[a1y stys 1e Jaom quswdorasap pauuerd Apusiind sy) o
1sour pue saseqd g1y pue yanoy ‘parys ays jo yuswdopasep pateiduros
aaey apy “ssevoad ur sem aseyd pary) 21 pue a1p[dwod ssom saseyd oms
15113 341 ‘6661 Ut pRY 2y paainboe om uayp, G961 ur :wmmﬁ (PRY 2 yo
eaze 10unsIp e Ul yoes) seseyd om) is1yy oyp pue FLE1 ut ueSaq Surpooy
‘0D Jo aseyd 1o1d a1, ‘pesuswiunod pey SUTPOO[IIeM PUE PIZINIUN UBA]
PeY P[eY oY1 3961 4q pue ‘@G61 Ul Pa12A0ISIP sem PIRL] Y2940) 3ry
SA7314 710 AYVILYAL ¥NO

193pnq [endes GO0% 1UdLIMD 1IN0 JO 970G 1340 03 saannpuadxs pajear
A19a029a Arena9y pue () pautquiod ano Suiseaasut ‘rddississip 1se] 0
sutpadid *yy ay1 105 vorqrw G¥¢ pruonippe ue snid ddississipy ey

ur sppaYy [0 10y ol 05¢ APrewrrxoadde pue iddississiy 1samyinog ur
suonesado Arenia Yim sppay [10 ano 10 Goo ul pPa1adpng st saanjrpusdxs
[ended ur vorfrur 0g¢ Aprewnxorddy ~suonerado saning 1oy Liiqeisarpap
pue s3A19551 ()r) [BUONIPPE PpE 01 patadie) edae swo(] uosYde[ oY ur

Sooz ur uorqru GE¢ Aprewrxoxdde puads o3 uerd am ApPaneiuay

“1ddissISSTAL 1525 UL WINIR1 JO $aIeL JR[IUITS aad1(de O3 sanuam) ydiy o1

prut oy ur savrad ro YHWAN saxer 11 1eyy 1afoxd am ‘sonuom Mo| 3y ut
sootad [ro YW AN 1€ ulniag jo ajex Aropeysnes e spuoad surppdid ano Suope
1ddissIsSTAp 359p UT SPIF1F 3y [IYMm ‘ATEWIUINS U] "DLUT] I2AO S[PA3] [EILIOISIY
11241 0] WINI2I 0 S[ENUBIAP 2y Padxa am Inq ‘[paseq 13d g1¢ 01 £1§ se
YONU SE O} PIUIPIM SIPILID IITABIY ISIY] LOJ S[EIIUIIDYIP 21 ‘YOO JO
assenb yrmoj sy Juran(g o i9ams 1Sy rddississipy 1s9p URY) JomO] [PaaEq
1ad saefjop x1s 0) suo woay Ajfesrrosty Surues ‘saduad YFWAN ©F [B1IUD
-1931p aanredau aaydry e sey snyy pue ‘anos £[ensn pue 1a1aeay L|ersusd s1
[10 3 ‘@1e1s 3y Jo tred UaIsEs DY) U SBAIE OM] BY) U JUSIDJJIP St {10 o)
Jo Lipenb ays (A1) pue ‘Basz ulslses ) U SHIWOUOIS [[RI3A0 Y3 asoadun
0} papadxe sae ‘paggriuenb Apoexs 1ou YInoyipe yorym ‘sadusiajip pareal
ALOAIISAL 348 SIY) (11T) ‘aanoe .ACCPC:U 9JE S[[oM 210Ul SE ‘PaIajuad-oal 10
PAYILIP 9q 01 sjjem Auew se sxnbax jou Aew sppay 1ddississtpy 1seq ssay se
1500 Surpuy 1emoj paredidniue ue Aq yesyyo L[jented aq feur 1500 Sunesado
[EIUAWDIDUT DY) (TT) ‘(23} uonenrodsuer) 1o mdySnoayy e fed am pue sur|
-adid a3 sumo ApPrewnn Laed seyjoue Furwnsse) eate mau sty1 03 *O0) Y
Funaodsuer jo 1500 pruswstout ayy Jo asnedeq A[Lrewad ‘eurpadid *on
Funsixs ano Juore spray ssoyy 10§ s1 31 uey aaydry Fog 1od stejjop sa1yy
01 auo aq 03 A1y axe ddississt] aseq Ut 51500 Sunesado (1) :skem Summoryog
ay3 ut (]] oseyd) rddississiy Iseq UT TUSIaLIP (I B 3¢ [[IM SOTUIOUO0DD 2y ]
-Surid YW AN 180U $3A19201 JeY) (10 199Ms 1yI1[ sonpoud Aeyy se ‘sarjuam)
mof ayy ut s9011d [10 18 WIN}AT JO drea s[qeuoseal e apraoad poys surpdid
ano Juope 1ddississipy 1s9p ut suonerado £1eaodar Arenasy ino ‘ppsy yoes jo
oJ1[ a1 3240 O 12d 00 01§ punoue jo sisod Sunerado porednue pue
AO4g 12d 00°9¢ punoue jo (s1509 Juswuopurqe pue juswdoPAsp saning

ME:QEUEV 51502 yuswdopaasp pue Surpuyy ur-jre paredonue yupy

"24mnJ 9[qesasa10y 3Yy 10y Ymoud s fuedwory ano jo

auOQ IR Y1 3 [[IM PUE YS1T MO[ A[PATIR[AI (1M ‘UITIaa JO $ITRL 2[qE
—uoseal e 15:20& ywmoud uorpnpoad SC@TMQQ juesyrudis spuoad
suones2do A1aaodaa Arerasy ano jeyl sad1j2q op 2m ‘uononpoad aaming
15€2010) A[a12an02€ 0} I NIYJIP A[FWIIIXD ST T A[IYM ‘PRUIquiod sreak

Ud] 0 AAI] 0F ‘QUOTE [ aseYJ 10} ‘Sieak ma] e uoa} ymotd uononpoad
3 [® I 258Yd 10} &) 3 Y Ronp

‘ONJ SEDANOSTY AYNANA(]




DENBURY RESOURCES INC.

of $4.8.5 million (at the field level), plus the fields have a PV-10 Value,
using December 31, 2004 SEC NYMEX pricing, of $122.3 million.

We purchased West Mallalieu Field in May 2001. Shell Oil Company
unitized West Mallalieu Field and commenced a pilot project in 1986. The
pilot project, consisting of four 5-spot patterns, has cumulatively produced
approximately 2.1 MMBbls of oil as a result of CO,, flooding. We have
expanded the pilot project by adding four additional patterns during
2001, four patterns in 2002, three patterns in 2003, and two patterns in
2004.. We also completed our first pattern in East Mallalieu during 2004..
During 2002 we began to see initial response to CO, injection as the West
Mallalieu Field averaged 778 Bbls/d during the fourth quarter of 2002.
Response continued throughout 2003 and 2004, averaging 3,712 Bbls/d
during the fourth quarter of 2004. In contrast to Little Creek Field, West
Mallalieu Field was not waterflooded prior to GO, injection. Therefore,
we believe that the tertiary recovery of oil from West Mallalieu Field as a
result of CO, injection could exceed the 17% of original oil in place that
we expect from Little Creek Field.

We purchased McComb Field in 2002, a field with no pilot programs
or tertiary operations at that time and virtually no current oil production.
McComb is very close in proximity and analogous to Little Creek and
Mallalieu Fields. We commenced tertiary recovery operations in 2003 by
substantially completing two ﬂw?nwam.\ and by November 2009 had started
injecting CO,. Significant development occurred during 2004 as we
expanded the nearby Olive Field CO, facility to handle the processing of
McComb’s produced oil, water and CO, and developed an additional four
patterns. The production response occurred earlier than expected, with the
field averaging 540 Bbls/d in the fourth quarter of 2004. During 2005,
we expect to add three patterns within McComb Field and further expand
the production facilities. In addition, we also started our initial work on
an additional CQ,, flood at nearby Smithdale Field during 2004 utilizing
the same CO,, facilities, with CO,, injections expected to begin in early
2005. We believe that the total potential at McComb and Smithdale Fields
is significantly higher than the current proved reserves (at McComb ob_,\v,

and therefore expect to add additional reserves and have upward reserve
revisions here over the next several years as we fully develop these fields.

Initial development of the Brookhaven Field, a field acquired during
2002 in the COHO acquisition, began in late 2004 with the first injec-
tions of CO, in January 2005. During 2005, we plan to complete devel-
opment of the two patterns initiated in 2004 and develop an additional
seven patterns, but do not expect any significant production response
from this field until early 2006.

At December 31, 2004, we have proved reserves of 50.5 MMBbls
relating to our tertiary recovery operations. Through December 31, 2004,
we have spent a total om $155.6 million on fields in this area, and have
received $160.0 million in net operating income (revenue less operating
expenses), or net positive cash flow of $4.4 million. These amounts do not
include the capital costs or related depreciation and amortization of our
CO,, producing properties at Jackson Dome, which had a net unrecovered
cost balance of $75.4 million as of December 31, 2004.. At year-end
2004, the praoved oil reserves in our GO, fields had a PV-10 Value, using
December 31, 2004 SEC NYMEX pricing, of $782.9 million.

HEIDELBERG AND EAST MISSISSIPPI

We own interests in 477 wells in the eastern part of the Mississippi
salt basin and operate 436 of these wells (91%) from our regional office
in Laurel, Mississippi. These fields produced an average of 10,601 Bbls/d
and 17.8 MMcf/d during the fourth gquarter of 2004.. We have been active
in this area since Denbury was founded in 1990 and are by far the largest
producer in the basin, as well as in the state of Mississippi. Since we have
generally owned these eastern Mississippi properties longer than properties
in our other regions, they tend to be more fully developed. During 2004,
we spent a total of approximately $38.4 million onn_c&:m mnmcwmm:o:mv.
drilling 53 wells and performing various workovers and recompletions.
Production in eastern Mississippi averaged 13,085 BOE/d during 2004,
down slightly from the 20093 average of 13,638 BOE/d. For 2005, we
expect our budget in this region for conventional operations to be a little

lower than it was in 2004, wwvﬂoxrdmﬁm_v\ $28.6 million, or 9% of our
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DENBURY RESOURCES INC.

MARTINVILLE FIELD

Martinville Field was purchased from COHO Resources in 2002. As
is the case with all of the East zmmwwmm.vw» fields, Martinville produces from
multiple reservoirs. Unlike the majority of our other planned CO, proj-
ects, Martinville does not contain one very large reservoir to CO, flood,
but rather several smaller reservoirs. We have identified three CO, forma-
tions at Martinville on which we plan to initiate CO, flooding following
completion of our East Mississippi CO,, pipeline. The first reservoir to be
CO, flooded is the Mooringsport, which, because it has been waterflooded
very successfully, is expected to CO, flood successfully as well. We plan to
install the required CO, facilities and essentially complete the development
of the Mooringsport during 2005. The second reservoir, the Rodessa, has
similar reservoir characteristics to the Mooringsport. We expect to initiate
injection into the Rodessa with the completion of one injector. The final
reservoir is the Wash Fred 8500 reservoir. This reservoir contains a low
gravity oil, 15 API, which will clearly not develop miscibility with CO,, at
reservoir conditions. Denbury has several fields with similar gravity oils,
which like the Wash Fred 8500 have had lower recoveries due to the low
gravity oil and a strong water drive which does not drive the oil efficiently.
We plan to initiate injection into the Wash Fred 8500’ reservoir at the crest
of the structure, allow the CO,, to swell the oil, decrease the oil viscosity, and
displace the water and oil downward in the reservoir to the producing wells.
Successful implementation of a CO, project in the Wash Fred 8500’
reservoir would provide the impetus to look at a whole new set of fields that
have historically not been considered for CO, injection, although there can

be no assurance that this technique will be successful or economic.

TEXAS AND THE BARNETT SHALE

We own about 20,000 acres of leases and working interest in 29 wells
in the Fort Worth Basin in North Central Texas that is prospective for
natural gas in the Barnett Shale. We currently operate 18 of the producing
wells with essentially T00% ownership in most of the remaining development
potential. We acquired the majority of this acreage in 2001 and have been

working to find the optimum method to drill, complete and produce the

Barnett Shale. We drilled six wells in 2001, two in 2002, five in 2003
and 18 in 2004, seven by us and 11 under a farmout arrangement where
we retained a 25% working interest. During 2004 we drilled our first three
horizontal wells that produced at much higher initjal rates and declined
slower than our previous vertical wells. As a result of this initial success,
we expanded our 2004 capital budget and drilled four additional horizon-
tal wells. The average initial producing rate for these 2004 horizontal wells
is approximately 2 MMcf/d. We are still refining our fracturing technique,
including an analysis of the best number of fracture treatments to adequately
stimulate the entire length of our lateral sections, which can exceed 4,000
feet. Initial reserve estimates for these horizontal wells appear to be 3 to 4
times greater than the vertical wells we initially drilled. Although our
production during the fourth quarter of 2004 averaged only 4.4 MMcf/d,
we expect production in this area to grow substantially during 2005.
During 2005, we plan to drill approximately 25 horizontal wells. Including
seismic costs and pipeline infrastructure costs, our planned 2005 capital
expenditures in the Barnett Shale is estimated to be $371 million of our
$305 million capital budget OS&:&DW the East Mississippi CO, Twm::mv.
During 2004, we also committed the necessary capital to shoot 3-D
seismic data over our entire acreage position, 50 to 60 square miles.
‘We received our first seismic data in February 2005 and expect to have the
majority of the remaining data by May 2005. The 3-D seismic data should
allow us to better locate our wells so that we encounter less faulting and
underground sink holes which have been associated with fracture stimulations
into zones outside of the Barnett Shale that are typically water bearing.
During 2004, we continued to address the issue of pipeline capacity
in our area of the Barnett Shale play by installing additional pipelines to
relieve some packed lines. The largest gas purchaser in the area is installing
a new 20" gas line to handle the increasing volumes of gas in our area.
In addition, several other gas buyers and pipeline companies are entering
the area and making plans to install additional pipelines to handle the

anticipated future volumes of gas.
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DENBURY RESOURCES INC.

F1ELD SUMMARIES

Denbury operates in four primary areas: Louisiana, Eastern Mississippi, Western Mississippi and Texas. .OE, 11 largest fields (listed below) constitute
approximately 90% of our total proved reserves on a BOE hasis and 89% on a PV-10 Value basis. Within these 11 fields, we own a weighted average 89%
working interest and operate all of these fields. The concentration of value in a relatively small number of fields allows us to benefit substantially from
any operating cost reductions or production enhancements we achieve and allows us to effectively manage the properties from our two primary field

offices in Houma, Louisiana, and Laurel, Mississippi.

PROVED RESERVES AS OF DECEMBER 31, 2004 () AVERAGE DAILY PRODUCTION @
! AVERAGE
NATURAL NET
OlL NATURAL BOE % PV-10 VALUE OIL GAS REVENUE
(MBBLS) GAS (MMCcF) MBOE'S OF TOTAL (000'S) (BBLs/D} (Mce/o) INTEREST )
MISSISSIPPI - CO, FLOODS
Brookhaven 18,70% — 18,70% 14.5% $ 185,962 — ’ — 80.7%
Mallalieu (East & West) 14,888 — 14,888 11.5% 316,010 3,351 - 80.6%
McComb/Olive 10,666 — 10,666 8.2% 158,583 285 — 75.1%
Little Creek & Lazy Creek 6,271 — 6,271 4.8% 122,320 3,148 — " 83.2% ,
Total Mississippi - CO, floods 50,532 — 50,532 39.0% 782,875 6,784 — 79.7%
OTHER MISSISSIPPY :
Heidelberg (East & West) 32,577 56,575 42,006 32.5% 364,656 5,476 13,794 76.9%
Eucutta 4,485 — 4,485 3.5% 42,391 1,162 — 65.7%
King Bee 2,203 — 2,203 1.7% 22,126 460 - 79.9%
Brookhaven (non-GQ,) 1,515 — 1,515 1.2% 25,718 380 — 76.9% W
Other Mississippi 8,047 6,728 9,168 7.1% 98,483 2,991 1,898 10.2%
Total Other Mississippi 48,827 63,303 59,377 46.0% 553,374 10,469 15,692 38.1%
LOUISIANA
Lirette 97 7,029 1,269 1.0% 31,778 300 13,704 61.6%
S. Chauvin 372 11,169 2,234 1.7% 47,485 141 3,522 38.9%
Thornwell 411 6,061 1,421 1.1% 37,437 259 7,367 35.0%
Other Louisiana 1,048 18,627 4,153 3.2% 90,411 847 11,906 39.9%
Total Louisiana 1,928 42,886 9,077 7.0% 207,111 1,547 36,499 40.7%
TEXAS
Newark (Barneti Shale) ’ — 62,295 10,383 8.0% 99,929 127 2,754 63.1%
COMPANY TOTAL 101,287 168,484 129,369 100.0% $1,643,289 18,927 54,945 51.5%

(1) The reserves were prepared using constant prices and costs in accordance with the guidelines of the SEG based on the prices received on a field-by-field basis as of December 31, 2004. The prices at that date were a NYMEX
oil price of $43. 4.5 per Bbl adjusted to prices received by field and a NYMEX natural gas price average of $6.15 per MMBtu also adjusted to prices received by field.

(2) Does not include production on the Company’s offshore properties sold in July 2004. The total average annual production on these properties for 2004 was 319 Bbls/d and 277.3 MMcf/d.
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DENBURY RESOURCES INC.

DRILLING ACTIVITY

The following table sets forth the results of our drilling activities over the last three years:

YEAR ENDED DECEMBER 31,

2004 2003 2002

YEAR ENDED DECEMBER 31, GROSS NET GROSS NET GROSS NET
EXPLORATORY WELLS: ¥

Productive @ 8 5.8 7 5.3 7 4.9

Non-productive ® 4 2.3 Vi 4.8 4 3.2
DEVELOPMENT WELLS: (¥

Productive @ 68 53.8 37 31.3 33 27.1

Non-productive 3 1 0.6 3 1.2 2 1.9

Total 81 62.5 54 42.6 46 37.1

(1) An exploratory well is a well drilled either in search of a new, as yet undiscovered oil or gas reservoir or to greatly extend the known limits of a previously discovered reservoir. A development well is a well drilled within
the presently proved productive area of an oil or natural gas reservoir, as indicated by reasonable interpretation of available data, with the objective of completing in that reservoir.

(2) Aproductive well is an exploratory or development well found to be capable of producing either oil or natural gas in sufficient quantities to justify completion as an oil or natural gas well.

(3) A non-productive well is an exploratory or development well that is not a producing well.

(4) During 2004, 2003 and 2002, an odditiona! 8, 5, and g wells, respectively, were drilled for water or CO, injection purposes.

PrRODUCTION AND UNIT PRIGES N
Information regarding average production rates, unit sale prices and

unit costs per BOE are set forth under “Management’s Discussion and

Analysis of Financial Condition and Results of Operations — Operating

Income” included herein.

TITLE TO PROPERTIES

Customarily in the oil and gas industry, only a perfunctory title exam-
ination is conducted at the time properties believed to be suitable for drilling
operations are first acquired. Prior to commencement of drilling operations,
a thorough drill site title examination is normally conducted, and curative
work is performed with respect to significant defects. During acquisitions,
title reviews are performed on all properties; however, formal title opin-
ions are obtained on only the higher value properties. We believe that we
have good title to our oil and natural gas properties, some of which are

subject to minor encumbrances, easements and restrictions.

GEOGRAPHIC SEGMENTS

All of our operations are in the United States.

SIGNIFICANT O1L AND GAS PURGHASERS AND PRODUCT MARKETING

Oil and gas sales are made on a day-to-day basis under short-term
contracts at the current area market price. The loss of any single purchaser
would not be expected to have a material adverse effect upon our operations;
however, the loss of a large single purchaser could potentially reduce the
competition for our oil and natural gas production, which in turn could
negatively impact the prices we receive. For the year ended December 31,
2004, we had two purchasers that each accounted for 10% or more of our
oil and natural gas revenues: Hunt Refining (21%) and Genesis Energy, L.P.
(14%). For the year ended December 31, 2003, two purchasers each accounted
for more than 10% of our total il and natural gas revenues: Hunt Refining
(15%) and Genesis Energy, L.P. (12%). For the year ended December 31,
2002, two purchasers each accounted for 10% or more of our oil and natural

gas revenues: Hunt Refining (14%) and Genesis Energy, L.P. (11%).
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DENBURY RESOURCES INC.

These factors and the volatility of the energy markets generally make
it extremely difficult to predict future oil and natural gas price movements
with any certainty. Also, oil and natural gas prices do not necessarily move
in tandem. Declines in oil and natural gas prices would not only reduce
revenue, but could reduce the amount of oil and natural gas that we can
‘produce economically and, as a result, could have a material adverse effect
upon our financial condition, results of operations, oil and natural gas
reserves and the carrying values of our oil and natural gas properties.

If the oil and natural gas industry experiences significant price declines,
we may, among other things, be unable to meet our financial ov:mwno.ﬁm
or make planned expenditures.

Since the end of 1998, oil prices have gone from near historic low
prices to historic highs. At the end of 1998, NYMEX oil prices were at
historic lows of approximately $12.00 per Bbl, but have generally increased
since that time, albeit with fluctuations. For 2004, NYMEX oil prices were
high throughout the year, averaging over $41.00 per Bbl, ending the year
at $43.45 per Bbl. During 2004, the price we received for our heavier,
sour crude oil did not correlate as well with NYMEX prices as it has histor-
ically. During 2002 and 2003, our average discount to NYMEX was
$3.73 per Bbl and $3.60 per Bbl respectively. During 2004, this differential
increased to $4.91 per Bbl for the year as a result of the price deterioration
for heavier, sour crudes, and was even higher during the fourth guarter,
averaging $6.4.8 per Bbl. While we attempt to obtain the best price for
our crude in our Bwlnm:sm efforts, we cannot control these market price
swings and are subject to the market volatility for this type of oil. These
price differentials relative to NYMEX prices can have as much of an impact
on our profitability as does the volatility in the NYMEX oil prices.

Natural gas prices have also experienced volatility during the last
few years. During 1999 natural gas prices averaged mﬁvﬁox:wﬂmﬁmq $2.35 per
Mecf and, like crude oil, have generally trended upward since that time,
although with significant fluctuations along the way. For 2004, NYMEX
natural gas prices averaged over $6.00 per MMBtu, ending the year at
$6.15 per MMBtu.

PRODUCT PRICE DERIVATIVE HEDGING CONTRACTS

To reduce our exposure to fluctuations in the prices of oil and natural
gas, we currently and may in the future enter into hedging arrangements
for a portion of our oil and natural gas production. Hedging arrangements

expose us to'risk of financial loss in some circumstances, including when:
- production is less than expected;

- the counter-party to the hedging contract defaults on its contract
obligations (as was the case with respect to our hedges placed in 2001
with an Enron subsidiary as counterparty, which resulted in our suf-

fering a loss); or

- there is a change in the expected differential between the underlying

price in the hedging agreement and actual prices received.

In addition, these hedging arrangements may limit the benefit we would
receive from increases in the prices for oil and natural gas. Information
as to these activities is set forth under "Management's Discussion and
Analysis of Financial Condition and Results of Operations — Market Risk
Management,” and in Note 9, “Derivative Hedging Contracts,” to the

Consolidated Financial Statements.

OIL AND NATURAL GAS DRILLING AND PRODUCING OPERATIONS

Drilling activities are subject to many risks, including the risk that no
commercially productive reservoirs will be discovered. There can be no
assurance that new wells drilled by us will be productive or that we will
recover all or any portion of our investment in such wells. Drilling for oil
and natural gas may involve unprofitable efforts, not only from dry wells
but also from wells that are productive but do not produce sufficient net
reserves to return a profit after deducting drilling, operating and other
costs. The seismic data and other technologies used by us do not provide
conclusive knowledge, prior to drilling a well, that oil or natural gas is
present or may be produced economically. The cost of drilling, completing

and operating a well is often uncertain, and cost factors can adversely affect
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DENBURY RESOURCES INC.

targeted production levels. In that case, our ability to realize the total
economic benefit from the acquisition may be reduced or eliminated.
There can be no assurance that we will successfully consummate any future
acquisitions or that such acquisitions of oil and natural gas properties will
contain economically recoverable reserves or that any future acquisition

will be profitably integrated into our operations.

COMPETITION AND MARKETS

We face competition from other oil and natural gas companies in all
aspects of our business, including acquisition of producing properties and
oil and gas leases, marketing of oil and gas, and obtaining goods, services
and labor. Many of our competitors have substantially larger financial and
other resources. Factors that affect our ability to acquire producing prop-
erties include available funds, available information about prospective
properties and our standards established for minimum projected return
on investment. Gathering systems are the only practical method for the
intermediate transportation of natural gas. Therefore, competition for
natural gas delivery is presented by other pipelines and gas gathering
systems. Competition is also presented by alternative fuel sources, including
heating oil and other fossil fuels. Because of the long-lived, high margin
nature of our oil and gas reserves and management’s experience and expertise
in exploiting these reserves, we believe that we are effective in competing
in the market.

The demand for qualified and experienced field personnel to drill
wells and conduct field operations, geologists, geophysicists, engineers and
other professionals in the oil and natural gas industry can fluctuate signifi-
cantly, often in correlation with oil and natural gas prices, causing periodic
shortages. There have also been shortages of drilling rigs and other equip-
ment, as demand for rigs and equipment has inereased along with the
number of wells being drilled. These factors also cause significant increases
in costs for equipment, services and personnel. Higher oil and natural gas
prices generally stimulate increased demand and result in increased prices
for drilling rigs, crews and associated supplies, equipment and services.

‘We canmnot be certain when we will experience these issues and these types

of shortages or price increases could significantly decrease our profit
margin, cash flow and operating resulis or restrict our ability to drill
those wells and conduct those operations that we currently have planned

and budgeted.

FEDERAL AND STATE REGULATIONS

Numerous federal and state laws and regulations govern the oil and
gas industry. These laws and regulations are often changed in response to
changes in the political or economic environment. Compliance with this
evolving regulatory burden is often difficult and costly, and substantial
penalties may be incurred for noncompliance. The following section
describes some specific laws and regulations that may affect us. We cannot
predict the impact of these or future legislative or regulatory initiatives.

Management believes that we are in substantial compliance with
all laws and regulations applicable to our operations and that continued
compliance with existing requirements will not have a material adverse
impact on us. The future annual capital costs of complying with the
regulations applicable to our operations is uncertain and will be governed
by several factors, including future changes to regulatory requirements.
However, management does not currently anticipate that future compliance
will have a materially adverse effect on our consolidated financial position

or results of operations.

REGULATION OF NATURAL GAS AND OIL mx1r°m>._._oz AND PRODUCTION

Our operations are subject to various types of regulation at the federal,
state and local levels. Such regulation includes requiring permits for drilling
wells, maintaining bonding requirements in order to drill or operate wells
and regulating the location of wells, the method of drilling and casing
wells, the surface use and restoration of properties upon which wells are
drilled, the plugging and abandoning of wells and the disposal of fluids used
in connection with operations. Our operations are also subject to various
conservation laws and regulations. These include the regulation of the size
of drilling and spacing units or proration units and the density of wells

which may be drilled in those units and the unitization or pooling of oil
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DENBURY RESOURCES INC.

Act, Federal Resource Conservation and Recovery Act and analogous state
laws which regulate the removal or remediation of previously disposed wastes
(including wastes disposed of or released by prior owners or operators),
property contamination an_:a::m groundwater contamination), and
remedial Ecmm;w operations to prevent future contamination; (iii) the
Clean Air Act and comparable state and local requirements which may result
in the gradual imposition of certain pollution control requirements with
respect to air emissions from the operations of the Company; (iv) the Oil
Pollution Act of 1990 which contains numerous requirements relating

to the prevention of and response to oil spills into waters of the United
States; (v) the Resource Conservation and Recovery Act which is the
principal federal statute governing the treatment, storage and disposal of
hazardous wastes; and (vi) state regulations and statutes governing the
handling, treatment, storage and disposal of naturally occurring radioactive
material ("NORM").

Management believes that we are in substantial compliance with appli-
cable environmental laws and regulations. To date, we have not expended
any material amounts to comply with such regulations, and management
does not currently anticipate that future compliance will have a materially
adverse effect on our consolidated financial position, results of operations

or cash flows.

ESTIMATED NET QUANTITIES OF PROVED OIL AND GAS RESERVES
AND PRESENT VALUE OF ESTIMATED FUTURE NET REVENUES

DeGolyer and MacNaughton, independent peiroleum engineers located
in Dallas, Texas, prepared estimates of our net proved oil and natural
gas reserves as of December 31, 2004, 2003 and 2002. The reserve
estimates were vnmwmﬁm& using constant 1_;.{.3 and costs in accordance
with the guidelines of the Securities and Exchange Commission (“SEC").
The prices used in preparation of the reserve estimates were based on the
market prices in effect as of December 31 of each year, with the appropriate

adjustments A:,m:mvoimzop gravity, basic sediment and water "BS&W,”

purchasers’ bonuses, Btu, etc.) applied to each ficld. The reserve estimates
do not include any value for probable or possible reserves that may exist,
nor do they include any value for undeveloped acreage. The reserve estimates
represent our net revenue interests in our properties.

Our proved nonproducing reserves primarily relate to reserves that
are to be recovered from productive zones that are currently behind pipe.
Since a majority of our properties are in areas with multiple pay zones,
these properties typically have both proved producing and proved non-
producing reserves.

Proved undeveloped reserves associated with our CO,, tertiary operations
in West Mississippi and our Heidelberg waterfloods in East Mississippi
account for approximately 96% of our proved undeveloped oil reserves.
We consider these reserves to be lower risk than other proved undeveloped
reserves that require drilling at locations offsetting existing production
because all of these proved undeveloped reserves are associated with secondary
recovery or tertiary recovery operations in fields and reservoirs that
historically produced substantial volumes of oil under primary production.
The main reason these reserves are classified as undeveloped is because they
require significant additional capital associated with drilling/re-entering
wells or additional facilities in order to produce the reserves and/or are
waiting for a production response to the water or CO, injections.

Our proved undeveloped natural gas reserves, associated with our
Selma Chalk play at Heidelberg and the Barnett Shale play in Newark,
East fields account for approximately 87% of our proved undeveloped
natural gas reserves. The remaining undeveloped natural gas reserves are
spread over multiple fields with the single largest field accounting for
less than 5% of the total undeveloped natural gas reserves. This particular
field’s undeveloped reserves are currently being developed with first
production expected late in the first quarter of 2005. Our current plans
for 2005 include development of 20 to 25 wells in each of our primary
natural gas plays, the Barnett Shale and Selma Chalk.
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DENBURY RESOURCES INC.

ITEM 2. PROPERTIES

See Item 1. Business — "Oil and Gas Operations.” We also have
various operating leases for rental of office space, office and field equipment,
and vehicles. See “Off-Balance Sheet Agreements- Commitments and
Obligations” in Management's Discussion and Analysis of Financial
Condition and Results of Operations, and Note 10, “Commitments and
Contingencies,” to the Consolidated Financial Statements for the future
minimum rental payments. Such information is incorporated herein

by reference.

ITEM 3. LEGAL PROCEEDINGS

We are involved in various lawsuits, claims and regulatory proceedings
incidental to our businesses, including those noted below. While we cur-
rently believe that the ultimate outcome of these proceedings, individually
and in the aggregate, will not have a material adverse effect on our finan-
cial position or overall trends in results of operations or cash flows, litiga-
tion is subject 10 inherent uncertainties. If an unfavorable ruling were to
occur, there exists the possibility of a material adverse impact on our net
income in the period in which the ruling occurs. We provide accruals for
litigation and claims if we determine that we may have a range of legal
exposure that would require accrual. The estimate of the potential impact
from the following legal proceedings on our financial position or overall
results of operations could change in the future.

Along with two other companies, we have been named in a lawsuit
styled . Paulin Duhe, Inc. vs. Texaco, Inc., et al, Cause No. 101,227, filed in late
20073 in the 16th judicial District Court, Division “E,” Terrebonne Parish,
Louisiana, seeking restoration to its original condition of property on
which oil has been produced over the past 70 years. The contract and tort
claims by the plaintiffs allege surface and groundwater damage of 26 acres
that are part of our Iberia Field in Iberia Parish, Louisiana. Recently,

plaintiff’s experts have initially alleged that clean-up of alleged contamination

of the property would cost $79.0 million, although settlement offers by
plaintiffs have already been made for much smaller sums. The property
was originally leased to Texaco, Inc. for mineral development in 1934 and
Denbury acquired its interest in the property in August 2000 from Manti
Operating Company. Discovery is currently underway, and the April
2005 trial setting has been continued to an unspecified date in the future.
We believe that we are indemnified by the prior owner, which we expect to
cover our exposure to most damages, if any, found to have occurred prior
to the time that we purchased the property. We believe that the allegations
of this lawsuit are subject to a number of defenses, are without merit and
we and the other defendants plan to vigorously defend this lawsuit, and if
necessary, we will seek indemnification from the prior owner.

On December 29, 2003, an action styled Harry Bourg Corporation vs.
Exxon Mobil Corporation, et al, Cause No. 140749, was filed in the 32nd Judicial
District Court, Terrebonne Parish, Louisiana against Denbury and eleven
other oil companies and their predecessors alleging damage as the result
of mineral exploration activities conducted by these oil and gas operators/
companies over the last 60 years. Plaintiff has asked for restoration of
the 10,000 acre property and/or damages in claims made under tort law
and various oil and gas contracts. The Bourg Gorporation recently
produced its first preliminary expert reports that allege damages of
approximately $100.0 million against Denbury. Discovery is continuing
in this case, with trial currently set for January 2006. We believe the
allegations of this lawsuit are without merit and plan to vigorously defend
this lawsuit along with the other defendants. No provision has been

accrued in our financial statements.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted for a vote of security holders during the

fourth quarter of 2004..
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DENBURY RESOURCES INC.

Our Director Compensation Plan was adopted effective July 1, 2000
for a term of ten years. The Director Plan allows each non-employee
director to make an annual election to receive his or her compensation in
either cash or in shares of our common stock and to elect to defer receipt
of such compensation, if they wish. We anticipate that the Director Plan
will be modified in 2005 to no longer allow directors to defer receipt

of such compensation due to the American Jobs Creation Act of 2004.

The number of shares issued to a director who elects to receive shares

of common stock under the Director Plan is calculated by dividing the
director fees to be paid to such director by the average price of the Company’s
common stock for the ten trading days prior to the date the fees are payable.
Generally director's fees are paid quarterly. We have reserved 100,000
shares for issuance under the Director Plan, for directors who elect to receive

their compensation in stock.

PURCHASES OF EQUITY SECURITIES BY THE ISSUER AND AFFILIATED PURCHASERS

The following table summarizes the Company’s purchases of stock in the open market during the three months ended December 31, 2004:

ISSUER PURCHASES QF EQUITY SECURITIES

(C) TOTAL NUMBER OF (D) MAXIMUM NUMBER

(A) TOTAL SHARES PURCHASED OF SHARES THAT MAY
NUMBER (B) AVERAGE AS PART OF PUBLICLY YET BE PURCHASED
OF SHARES PRICE PAID ANNOUNCED PLANS UNDER THE PLAN
PERIOD PURCHASED PER SHARE OR PROGRAMS OR PROGRAMS
October 2004 50,000 $25.28 50,000 100,000
November 2004 [ — — — 100,000
December 2004 — — — 100,000
Total 50,000 $25.28 50,000 100,000

In August 2003, we adopted a stock repurchase plan (the “Plan”)
to purchase shares of our common stock on the NYSE in order for such
repurchased shares to be reissued to our employees who participate in
Denbury’s Employee Stock Purchase Plan. The Plan originally provided for
purchases through an independent broker of 50,000 shares of Denbury’s
common stock per fiscal quarter for a period of approximately twelve

months, or a total of 200,000 shares, beginning August 13, 2003 and

ending on July 31, 2004. In May 2004, the Board of Directors renewed
the Plan for another year beginning July I, 2004 and ending June 30,
2005, covering another 200,000 shares at the same 50,000 shares per
quarter rate. Purchases are to be made at prices and times determined at
the discretion of the independent broker, provided however that no pur-

chases may be made during the last ten business days of a fiscal quarter.
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DENBURY RESOURCES INGC.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

‘We are a growing independent oil and gas company engaged in acqui-
sition, development and exploration activities in the U.S. Gulf Coast
region. We are the largest oil and natural gas producer in Mississippi,
own the largest resesves of carbon dioxide ("CO,") used for tertiary oil
recovery east of the Mississippi River, and hold significant operating acreage

- onshore Louisiana and in the Barnett Shale play in Texas. Our goal is
to increase the value of acquired properties through a combination of
exploitation, drilling, and proven engineering extraction processes, including
secondary and tertiary recovery operations. Qur corporate headquarters
are in Plano, Texas (a suburb of Dallas), and we have two primary field

offices located in Houma, Louisiana, and Laurel, Mississippi.

OVERVIEW

Continued expansion of our tertiary operations. Since we acquired
our first carbon dioxide tertiary flood in Mississippi over five years ago,
we have gradually increased our emphasis on these types of operations.

We particularly like this play because of its risk profile, rate of return and
lack of competition in our operating area. Generally, from East Texas to
Florida, there are no known significant natural sources of carbon dioxide
except our own, and these large volumes of CO,, that we own drive the play.
Please refer to the section entitled “CQO, Operations” for further informa-
tion regarding these operations, their potential, and the ramifications of
this change in focus.

During the last few years, we have gradually increased the percentage
of our spending dedicated to CO, and tertiary related operations. During
2002 and 2003, we spent around 25% of our capital budget on tertiary
related items, spent approximately 46% during 2004, and we further
emphasized this part of our business by budgeting over 60% of our initial
2005 capital budget for tertiary operations. We plan to spend approximately
$190 million during 2005 on tertiary operations, including an estimated
$45 million for an 84-mile pipeline to transport CO, from our CO, '
source fields located near Jackson, Mississippi to our planned tertiary

recovery operations in East Mississippi, an expenditure that may ultimately

be financed with sources other than our cash flow. We anticipate that the
pipeline will be ready for use during the first half of 2006 to commence
what we call Phase IT (operations in East memmmm%ﬁwv of our tertiary recovery
program (see "CO, Operations”). Phase Il will initially consist of tertiary
recovery operations at six oil fields in that region, but we ultimately plan to
expand these operations to several other oil fields in the area, which would
also be serviced by the new pipeline. Our focus on CO, tertiary related
operations is expected to impact our financial results and certain operating
statistics. See “Results of Operations — CO, Operations — Financial
Statement Impact of CO,, Operations” below.

During 2004, we drilled four CO,, wells which added an estimated
1.0 Tcf of proved CO, reserves, resulting in total proved CO, reserves
at December 31, 2004 of approximately 2.7 Tef (2.1 Tef to our net owner-
ship — see “CO, Operations — CO, Resources”). We anticipate that year-
end 2004 proved CQ, reserves will be sufficient to satisfy the projected
CO, requirements for our first two tertiary operation phases, Phase 1,
our tertiary operations in Southwest Mississippi, and Phase II, our recently
planned expansion into Eastern Mississippi.

Following the sale of our offshore operations in July 2004, we updated
our development schedule and targeted oil production from these tertiary
recovery Om.mamQOSm. Based on our current Emum, we mBSnwﬁmnm that we
can continue to show significant growth in our oil production from tertiary
operations for the next five to ten years from our planned Phase I and
Phase II operations. The model assumes that the first production from
tertiary recovery operations in Eastern Mississippi will occur in 2007.
During 2004, oil production from our tertiary recovery operations aver-
aged 6,784 BOE/d, averaging 7,242 BOE/d during the fourth quarter.

Sale of offshore operations. On July 20, 2004, we closed the sale
of Denbury Offshore, Inc., a subsidiary that held our offshore assets, for
$200 million (before m&:m::m:av to Newfield Exploration Company.
The sale price was based on the asset value of the offshore assets as of April 1,

2004, which means that the net operating cash flow (defined as revenue
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DENBURY RESOURCES INC.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

plan to continue to do so as long as it remains economic and practical.
We also may seek conventional development and exploration projects in
our areas of operations or tertiary operations in other areas of the country.
In addition to our cash and short-term investments which may be used for
the potential aforementioned projects, we have all of our bank credit line
available to us if we were to need additional capital.

At December 31, 2004, we had outstanding $225 million Am:;.«::.v&.
amount) of 7.5% subordinated notes due in 2013, approximately $4
million of capital lease commitments, no bank debt, and working capital
of $90 million. On September I, 2004, we amended and restated our
bank credit agreement which modified the prior agreement by (i) creating
a structure wherein the commitment amount and borrowing base amount
are no longer the same, (i1) improving our credit pricing by reducing the
interest rate chargeable at certain levels of borrowing, (iil) extending the
term by three years to April 30, 2009, Giv) reducing the collateral require-
ments, (v) authorizing up to $20 million of possible future CO, volumetric
production payment transactions with Genesis Energy ($4..8 million of
such transactions occurred in October 2004.), and (vi) other minor modi-
fications and corrections. Under the new agreement, our borrowing base
was mdm:m:% set at $200 million, a $25 million increase over the prior
borrowing base of $175 million, with an initial commitment amount of
$100 million. The borrowing base represents the amount we can borrow
from a credit standpoint based on our assets, as confirmed by the banks,
while the commitment amount is the amount we have asked the banks to
commit to fund pursuant to the terms of the credit agreement. The banks
have the option to participate in any borrowing request made by us in
excess of the commitment amount, up to the borrowing base limit, although
they are not obligated to fund any amount in excess of $100 million, the
commitment amount. The advantage to us is that we will pay commitment
fees on the lower commitment amount, not the higher borrowing base,

thus lowering our overall cost of available credit.

SOURCES AND USES OF CAPITAL RESOURCES

During 2004, we spent $167.0 million on oil and natural gas exploration
and development expenditures, $4.2.4 million on GO, exploration and
development expenditures, and approximately $18.9 million on property
acquisitions, for total capital expenditures of approximately Mmmnw.w million.
Ovur exploration and development expenditures included approximately
$138.9 million spent on drilling, $18.9 million of geological, geophysical
and acreage expenditures and $51.6 million spent on facilities and recom-
pletion costs. We funded these expenditures with $168.7 million of cash
flow from operations, with the balance funded with net proceeds from the
sale of our offshore properties. We paid back all of our bank debt during
the third quarter of 2004 with the offshore sale proceeds, leaving us with
approximately $33.0 million of cash and $57.2 million of short-term
investments as of December 31, 2004. We also raised $4..8 million during
the third quarter of 2004 from the sale of another volumetric production
payment of CO, to Genesis Energy, L.P. ("Genesis”), along with a related
long-term CO, supply agreement with an industrial customer. Adjusted
cash flow from operations (a non-GAAP measure defined as cash flow from
operations before changes in assets and liabilities as discussed below under
"Results of Operations — Operating Results”) was $200.2 million for 2004,
while cash flow from operations, the GAAP measure, was $168.7 million.

During 2003, we generated approximately $197.6 million of cash flow
from operations and generated an additional $29.4 million of cash from
sales of oil and gas properties. The largest single asset sale was the sale of
Laurel Field, acquired from COHO in August 2002, which netted us
approximately $25.9 million. Later in the year, we also sold a volumetric
production payment to Genesis, which netted us approximately $23.9
million of cash. During 2003, we spent $146.6 million on oil and natural
gas exploration and development expenditures, $22.7 million on CO,,
capital investments and acquisitions, and approximately $11.8 million on
oil and natural gas property acquisitions, for total capital expenditures
of approximately $181.1 million. Our exploration and development expen-

ditures included approximately $115.3 million spent on drilling, $15.7
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DENBURY REsOURCES INC.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

A summary of our obligations is presented in the following table:
PAYMENTS DUE BY PERIQD

AMOUNTS IN THOUSANDS TOTAL 2005 2006 2007 2008 2009 THEREAFTER
CONTRACTUAL OBLIGATIONS:
Subordinated debt ® $225,000 $ — $ — $ — $ - $ — $225,000
Estimated interest payments on
Subordinated debt 143,438 16,875 16,875 16,875 16,875 16,875 59,063
Operating lease obligations 21,582 3,977 3,967 3,954 3,807 3,064 2,813
Capital lease obligations® 6,807 806 806 806 806 806 2,777
Capital expenditure obligations © 23,752 23,752 — — — . - —
Other long-term liabilities reflected in N
our Consolidated Balance Sheet: B
Derivative liabilities @ 4,196 4,196 — — — — —
OTHER CASH COMMITMENTS:
Future development costs on proved
reserves, net of capital obligations® 320,988 110,491 84,686 48.809 36,313 14,629 26,060
Asset retirement obligations 52,073 2,197 3,016 953 1,593 398 43,911
Total $ 797,836 $162,294 $109,350 $71, 402 $59.394 $35.772 $ 359,624

(a) These long-term borrowings and related interest payments E.m\:lr«ﬂ discussed in Note 6 to the Consolidated Financial Statements. The table assumes that our long-term debt is held until maturity.

) Represents future minimum cash commitments under capital leases in place at December 31, 2004, primarily for transportation of crude oil and Co,. Agreements are with Genesis. \&%35..5&&.? $2.2 million

of these payments represents interest.

() Represents future minimum cash commitments under contracts in place as of December 31, 2004, vl‘:nx@%mq drilling rig services and well related costs. As is common in our mzman. we commit to make certain

expenditures on a regular basis as part of our ongoing development and exploration program. These commitments generally relate to projects that occur during the subsequent several months and are usually part of

our normal operating expenses or part of our capital ?&wﬁ. Srmnr\ox 2005 is currently set at $305 million «..:n?&,:w the CO, ??::mv. In addition, we have recurring expenditures for such things as accounting,
engineering and legal fees, software mairitenance, subscriptions, and other overhead type items. Normally these expenditures do not change materially on an aggregate basis from year to year and are part of our general
and administrative expenses. We have not attempted to estimate these types of expenditures in this table as most could be quickly cancelled with regard to any specific vendor, even though the expense itself may be required
for ongoing normal operatians of the company.

(d) Represents the estimated future payments under our derivative obligations based on the futures market prices as of December 31, 2004. These amounts will change as 0il and natural gas commodity prices change.

@
®

~

The estimated fair market value of our oil and natural gas commodity derivatives at December 31, 2004 was a $4.9 million liability. See further discussion of our derivative contracts in “Market Risk Management”
contained in this Management’s Discussion and Analysts of Financial Condition and in Note 9 to the Consolidated Financial Statements.

Represents projected capital costs as scheduled in our December 31, 2004 proved reserve report that are necessary in order to recover our proved undeveloped reserves, but these are not current coniractual commitments.
Amount is net of capital obligations shown above.

Represents the estimated future asset retirement obligations on an undiscounted basis. The discounted asset retirement obligation of $21.5 million, as determined under SFAS No. 143, is further discussed in Note 4
to the Consolidated Financial Statements.
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DENBURY RESOURCES INC.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

future phases, plus we need to further increase our production capacity as
our current model for phases I and II requires almost 700 MMcf/d of CO,
production by 2009. Although we believe that our plans and projections
are reasonable and achievable, there could be delays or unforeseen problems
in the future which could delay our overall tertiary development program.
We believe that such delays, if any, should only be temporary.

In addition to using CO, for our tertiary operations, we sell CO,
to third party industrial users under long-term contracts. Qur net operating
margin from these sales was $6.2 million during 2002, $6.5 million
during 2003, and $4.9 million during 2004. Our average CO, production
during 2002, 2003 and 2004 was approximately 104 million, 170 million,
and 218 million cubic feet per day, of which approximately 54% in 2002,
62% in 2003, and 73% in 2004 was used in our tertiary recovery operations,
with the balance sold to third parties for industrial use.

We spent approximately $0.12 per Mcf to produce our GO, during
2004, slightly less than our 2003 annual average of $0.15 per Mcf, primarily
due to the lack of any significant workover expenses like we had in 2003,
partially offset by higher royalty expenses because certain of our royalties
are adjusted based on oil prices. During 2002, we spent approximately
$0.13 per Mcf to produce our CO,. Our estimated total cost per thousand
cubic feet of CO, during 2004 was approximately $0.21, after inclusion
of depreciation and amortization expense related to the CO,, production.

Oil Potential. Although our oil production from our CO, tertiary
recovery activities is still relatively modest (approximately 25% of fourth
quarter 2004 waom:nao:v« we expect it to be an ever increasing portion
of our production. We currently have tertiary operations on-going at Little
Creek, Mallalieu, McComb and Brookhaven Fields, as well as various smaller
adjacent fields. We project that our oil production from these operations
will increase substantially over the next several years, along with our
tentatively scheduled tertiary projects at other oil fields along our pipeline.
As of January 2005, these fields were Tﬂom/cﬁsm approximately 8,300
Bbls/d. As of December 31, 2004, we had approximately 50.5 ?:va._m

of proven oil reserves related to tertiary operations in these fields along

our CO, pipeline and have identified and estimated significant additional
potential in fields that we own in this area. In addition, we have commenced
operations to expand this program to East Mississippi and have commenced
the acquisition of leases and right-of-way for the construction of an 84-mile
CO, pipeline from our source wells near Jackson, Mississippi to Eucutta
Field in East Mississippi. While our current tertiary operations in the
Southwest part of Mississippi are economic at NYMEX per barrel oil prices
in the low twenties, due predominately to the lower quality of oil in East
Mississippi, we estimate that it requires a NYMEX oil price in the mid

to upper twenties for the same rate of return in this part of the state.
We believe that this expansion, labeled Phase II, has significant other
oil potential well beyond the first six fields that we have engineered and
currently plan to flood. Combining the production forecast for both of
these areas extends the period during which we anticipate significant oil
production growth from a few years, for Phase I alone, to five to ten years
combined. While it is extremely difficult to accurately forecast production,
we do believe that our tertiary recovery operations provide significant
long-term production growth potential at reasonable rates of return with
relatively low risk and will be the backbone of our Company’s growth for
the foreseeable future.

Financial Statement Impact of CO, Operations. The increasing
emphasis on CO, tertiary recovery projects has made, and will continue
to make, an impact on our financial results and certain operating statistics
different from conventional development activities.

First, there is a significant delay between the initial capital expenditures
and the resulting production increases, as these tertiary operations require
the building of facilities before GO, flooding can commence and it usually
takes six-to-twelve months before the field responds (i.e. oil production
commences) to the injection of CO,. Further, as we expand to other areas
beyond Phase 1, there will be times when we spend significant amounts
of capital before we can recognize any proven reserves as these other areas,
for the most part, will require an oil production response to the CO,

injections before any oil reserves can be recorded. We plan to spend over
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DeNBURY RESOURCES INC.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

CO, Related Capital Budget for 2005. Tentatively, we plan to spend
approximately $35 million in 2005 in the Jackson Dome area with the
intent to add additional CO, reserves and deliverability for future opera-
tions. Approximately $60 million in capital expenditures is budgeted in
20065 for our oil fields with tertiary operations in Southwest Mississippi
and approximately $50 million for oil fields in East Mississippi, plus an
additional $45 million for the CO,, pipeline to East Mississippi, increasing
our combined CO, related expenditures to over 60% of our 2005

capital budget.

OPERATING INCOME

Cash flow from operations and net income have been strong for
the last three years, primarily because of higher than historical commodity
prices. Production declined slightly (2%) from 2002 to 2003 and approx-
imately 5% from 2003 to 2004, with most of the current year decrease
related to the sale of our offshore properties (see also “Overview”).
The higher commodity prices each year more than offset the production
decline, resulting in higher overall net income and adjusted cash flow
from operations each year from 2002 through 2004 (see discussion below

regarding this non-GAAP measure, adjusted cash flow from omnnu:ovmv.

AMOUNTS IN THOUSANDS YEAR ENDED DECEMBER 31,

EXCEPT PER SHARE AMOUNTS 2004 2003 2002
Net income $ 82,448 $ 56,553 $ 46,795
Net income per common share:

Basic $1.50 $r.05 $0.88

Diluted 1.44 1.02 0.86
Adjusted cash flow from operations $200,193 $189,802 $164,565
Net change in assets and liabilities

relating to operations (31,541) 7,813 (4,965)

Cash flow from operations

(GAAP measure) $168,652 $ 197,615 $159,600

Adjusted cash flow from operations is a non-GAAP measure that rep-
resents cash flow provided by operations before changes in assets and lia-
bilities, as calculated from our Consolidated Statements of Cash Flows.

Cash flow from operations is the GAAP measure as presented in our

Clonsolidated Statements of Cash Flows. In our discussion herein, we have
elected to discuss these two components of cash flow provided by operations.

Adjusted cash flow from operations, the non-GAAP measure,
measures the cash flow earned or incurred from operating activities without
regard to the collection or payment of associated receivables or payables.
‘We believe that it is important to consider adjusted cash flow from operations
separately, as we believe it can often be a better way to discuss changes in
operating trends in our business caused by changes in production, prices,
operating costs, and related operational factors, without regard to whether
the earned or incurred item was collected or paid during that year. We also
use this measure because the collection of our receivables or payment
of our obligations has not been a significant issue for our business, but
merely a timing issue from one period to the next, with fluctuations generally
caused by significant changes in commodity prices or significant changes in
drilling activity.

The net change in assets and liabilities relating to operations is also
important as it does require or provide additional cash for use in our
business; however, we prefer to discuss its effect separately. For instance,
as noted above, during 2003, our accounts payable and accrued liabilities
increased as a result of our higher drilling activity level late in the year,
particularly offshore, increasing our available cash from operations.
During 2004, we had a $31.5 million difference between our adjusted
cash flow from operations and our GAAP cash flow from operations.

The most significant factor was the transfer of approximately $12.5 million
of accrued production receivables relating to our offshore properties

that existed as of the closing date to the offshore property purchaser. This
reduction in acerued production receivables during 2004 was not consid-
ered a collection of receivables for our GAAP cash flow from operations.
In addition to the effect of transferred receivables, our other accrued
production receivables increased during the year due to the increase in
commodity prices and we reduced our accounts payable and accrued liabil-
ities by approximately $10.5 million, as a result of less o/\mﬁm: activity as of
year-end, both of which contributed to the significant difference between

our 2004 adjusted cash flow and GAAP cash flow from operations.
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DENBURY RESOURCES ING.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Production. Average daily production by area for 2002, 2003 and 2004, and each of the quarters of 2004 is listed in the following table (BOE/d).

AVERAGE DAILY PRODUCTION (BOE/p)

FIRST SECOND THIRD FOURTH
QUARTER QUARTER QUARTER QUARTER
QPERATING AREA 2002 2003 2004 2004 2004 2004 2004

Mississippi — non-CO, floods 13,378 13,638 12,754 13,048 12,969 13,564 13,085
Mississippi — CO,, floods 3,970 4,671 6,318 6,603 6,967 7,242 6,784
Onshore Louisiana 8,050 8,222 8,825 7,492 7,033 7,182 7,630
Barnett Shale and other 200 224 229 345 803 969 587
Total production excl. offshore 25,598 26,755 28,126 27,488 27,772 28,951 28,086
Offshore Gulf of Mexico 9,975 7,949 8,521 9,114 1,885 26 4,865
Total Company 35.573 34.704 36,647 36,602 29,657 28,977 32,951

As a result of the sale of our offshore properties in July 2004, third and
fourth quarter 2004 production decreased significantly from prior periods
as listed in the above table. Adjusting for the offshore sale, overall produc-
tion increased approximately 5% on a BOE/d basis during both 2003 and
2004, anchored by the increased production from our tertiary operations
and Barnett Shale play, generally offset by overall declines in our onshore
natural gas wells in Louisiana. However, other factors that caused fluctua-
tions between the various periods should also be noted as outlined below.

The addition of properties acquired from COHO during August 2002
contributed to the majority of the increase in our overall production in the
Mississippi-non-CO, flood properties from 2002 to 2003, as most of
these pre-existing non-CO), fields in Mississippi have been on a slow decline
as a result of normal depletion. Heidelberg Field, our single largest field
that is located in this area, has partially offset this decline, as its production
increased each year, from 7,479 BOE/d during 2002 to 7,535 BOE/d
during 2003 to 7,775 BOE/d during 2004.. Most of this increase at
Heidelberg is attributable to additional natural gas drilling in the Selma
Chalk formation as Heidelberg’s oil production has been slowly decreasing.
Natural gas production at this field averaged 7.1 MMcf/d in 2002, 10.3
MMcf/d in 2003 and 13.8 MMcf/d in 2004, making Heidelberg Field
our single largest natural gas producing field during 2004.

As more fully discussed in “CO, Operations” above, oil production
from our tertiary operations has increased each year.

Production from our offshore properties averaged 1,885 BOE/d in
the third quarter, representing the production during the first 19 days of
July prior to the sale. As evidenced in the above table, production from
this area has fluctuated over the last three years primarily due to the level
of activity and the fluctuations caused by the short-lived nature of these
natural gas reserves. As an example, offshore production increased in early
2004 as a result of 15 well completions made late in the fourth quarter of
20083, four at Brazos A-2I, three at North Padre A-g, three at Chandeleur
Sound 69, two at West Cameron 192 and three at West Cameron 42%7. Some
of our natural gas properties in onshore Louisiana have similar character-
istics as is evident by the steep declines during 2004.. While the production
from onshore Louisiana only declined 7% on an annual basis, there was
a19% drop between the first quarter of 2004 and last quarter of 2004.
A significant portion of this decline was at Thornwell Field, an onshore
Louisiana field, which averaged 926 BOE/d during the fourth quarter of
2004, down from 2,526 BOE/d in the first quarter of 2004 and 2,487
BOE/d during 2003. Production from this field is in a steep decline due
to its short-lived nature, and is expected to further decline in the future.

In spite of its short remaining life, we have generated a good return on
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DENBURY RESQURCES INC.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Year over year, there is generally less fluctuation in our natural gas
prices relative to NYMEX. Normally, we are at, or slightly above, the
NYMEX market, primarily because of the high Btu content of our natural
gas. For 2004, we had an average $0.02 premium to NYMEX, a little
less than the $0.18 premium during 2003, but higher than the $0.05
discount in 2002. As we increase our emphasis on the Barnett Shale area
in 2005, the overall price we receive for our natural gas could decline
slightly as our properties in this area have historically received a price that
is $0.50 to $0.75 less than NYMEX prices.

Operating Expenses. Lease operating expenses increased to $7.22
per BOE in 2004, a 2% increase over the $7.06 per BOE average during
2003, and an increase of 32% from the $5.48 per BOE average during
2002. During 2004, our workover expenses decreased as compared to 2003,
when we spent $2.8 million on two individually significant workovers relat-
ing to mechanical failures of two onshore Louisiana wells, plus several smaller
workovers. Ovm%wﬁbm expenses on our tertiary operations increased from
$14.3 million during 2002 to $19.3 million in 2003 to $24..6 million
in 2004 as a result of increased activity at Mallalieu and McComb Fields.
However, with the 45% higher production from these tertiary operations
between the same m.mlomm_ operating expenses for our tertiary O—u»ﬁmﬁodm
on a per BOE basis decreased from $11.34 per BOE in 2003 to $9.90
per BOE in 2004.. Nonetheless, our tertiary operations are steadily
increasing our aggregate dollar costs and our costs per BOE on a total
corporate basis as our tertiary operations constitute a more mmwamnmﬂn portion
of our total production and operations. The balance of cost increases during
2004 is generally attributable to higher energy costs to operate our tertiary
recovery properties, a provision for potential litigation losses, and WmSo?&
cost inflation in our industry. In general, we expect our operating costs per
BOE to further increase in the future as the operating costs of our tertiary
operations are higher than the costs of our other operations.

Most of the increase from 2002 to 2003 was attributable to the afore-
mentioned workovers, with several other smaller workovers, including one

on a CO,, well. The growth of our tertiary operations also contributed to

an overall increase, as well as higher lease fuel costs and a full year of
expenses on the properties acquired from COHO, which have typically
had higher expenses on a per BOE basis than our other oil properties due
to their age.

Production taxes and marketing expenses generally change in propor-
tion to commodity prices and therefore, were higher in 2004 along with
the record high commodity prices. The sale of our offshore properties
also contributed to the increase in production taxes and marketing expenses
on a per BOE basis during 2004, as most of our offshore properties were

tax exempt.

GENERAL AND ADMINISTRATIVE EXPENSES

During the last three years, general and administrative ("G&A”) expenses
on a per BOE basis have increased from $0.96 per BOE during 2002, to
$1.20 per BOE during 2003, to $1.78 per BOE during 2004, increasing
even faster than the gross aggregate dollar increases in G&A expense as

production has declined each year due primarily to property sales.

AMOUNTS IN THOUSANDS YEAR ENDED DECEMBER 31,

EXCEPT PER BOE AND EMPLOYEE DATA 2004 2003 2002
Gross G&A expense $ 53,658 $ 46,031 $ 40,149
Operator overhead charges (28,048) (26,823) (23,857)
Capitalized exploration expense (5,072) (5.507) (5.325)
20,538 13,701 10,967

State franchise taxes 923 1,488 1,459
Net G&A expense $ 21,461 $ 15,189 $ 12,426
Average G&A expense per BOE $ 1.78 $ 1.20 $ o0.96
Employees as of December 31 380 374 356

Gross G&A expenses increased $7.6 million, or 17%, between 2003
and 2004. The largest component of the increase was approximately $2.4
million of employee severance payments for the offshore professional and
technical staff terminated in conjunction with our offshore property sale.
We also incurred additional G&A expenses associated with our corporate

restructuring in December 20073, compliance with the requirements of the
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DENBURY RESOURCES INC.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS ‘

expense in 2004 decreased as a result of the subordinated debt refinancing
in March 2003, which eliminated the amortization of discount on our old
subordinated debt, which was higher than the discount and related amorti-
zation on our new subordinated debt issue. Interest and other income
increased as a vesult of the cash generated from the offshore property sale.
Interest expense for 2003 decreased from levels in the prior year for
similar reasons, (i) lower overall interest rates, resulting from an overall
drop in market interest rates on our bank debt and due to the refinancing
of our subordinated debt, (ii) lower average outstanding debt balance during
2003, as we reduced debt by $50 million during the year, and (iii) reduced
debt issue cost amortization resulting from the complete amortization
of costs associated with the original maturity of our bank credit line in
December 2002 after we refinanced and extended the bank credit line

to April 2006.
DEPLETION, DEPRECIATION AND AMORTIZATION (“DD&A")

YEAR ENDED DECEMBER 31,

AMOUNTS IN THOUSANDS,

EXCEPT PER BOE DATA 2004 2003 2002
Depletion and depreciation
of oil and natural gas properties $88,505 $87,842 $87,728
Depletion and depreciation
of CO,, assets 4,664 2,542 1,858
Asset retirement obligations 2,408 2,852 2,951
Depreciation of other fixed assets 1,950 1,472 1,699
Total DD&A $ 97,527 $94,708 $94.236
DD&A per BOE:
Oil and natural gas properties $ 7.54 $ 7.6 $ 6.98
CO,, assets and other fixed assets 0.55 0.32 0.28
Total DD&A cost per BOE $ 8.09 $ 7.48 $ v.26

But for the property sales, our total proved reserve quantities would
have increased each of the last three years. Our proved reserves decreased
from 130.7 MMBOE as of December 31, 2002, to 128.2 MMBOE
as of December 31, 2003 and increased slightly to 129.4 MMBOE as of
December 31, 2004. During 2003 we sold approximately 8.3 MMBOE

of proved reserves and during 2004 sold approximately 16.5 MMBOE of
proved reserves, primarily related to the offshore sale. Reserve quantities
and associated production are only one side of the DD&A equation,
with capital expenditures, asset retirement obligations less related salvage
value, and projected future development costs making up the remainder
of the calculation.

In total, our DD&A rate on a per BOE basis increased 8% between
2003 and 2004, primarily due to the higher percentage of expenditures
on offshore properties during 2003 and the first six months of 2004,

‘which have higher overall finding and development costs, and an increase

in certain of our future development cost estimates to reflect the rising
costs in the industry. Although the 2004 average DD&A rate was similar
to the DD&A rate of $8.00 per BOE during the fourth quarter of 2003,
during the year there were significant fluctuations. Our DD&A rate on a
per BOE basis decreased in the third quarter of 2004 to $7.62 per BOE
from $8.46 per BOE in the second quarter, primarily as a result of the
sale of our offshore properties, the proceeds of which were credited to the
full cost pool. However, the rate increased in the fourth quarter of 2004
to $7.98 per BOE, primarily to reflect cost inflation in the industry, as
we increased our cost estimates (i.e. future development costs) for certain
existing proved undeveloped reserves. We adjust our DD&A rate each
quarter based on any changes in our estimates of oil and natural gas reserves
and costs, and thus our DD&A rate could change significantly in the future.
Our DD&A rate for our CO, and other fixed assets increased in 2004,
as a result of the additional cost incurred drilling CO, wells during the
year and higher associated future development costs, partially offset by
an increase in CO,, reserves from 1.6 Tcf as of December 31, 2003 10 2.7
Tef as of December 31, 2004 (100% working interest basis before amounts
attributable to Genesis volumetric production payments — see "CO,
Operations — CO, Resources”).

During 2003, the fourth quarter DD&A rate increased to $8.00 per
BOE, increasing the 2003 annual average to $7.48 per BOE. The higher
DD&A was partially due to the higher percentage of capital expenditures
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DeENBURY RESOURCES INC.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

sale were primarily alternative minimum taxes as we were able to offset

the related regular tax with our net operating loss carryforwards. As of
December 31, 2004, we had utilized all of our federal tax net operating
loss carryforwards, but had an estimated $27.8 million of enhanced oil
recovery credits to carryforward. Since the ability to earn additional
enhanced oil recovery credits is reduced or even eliminated based on the
level of oil prices, our effective tax rate and cash taxes could both increase
in the future if oil prices remain at current levels or increase further.

Our overall current income tax credit for 2002 was the result of a tax
law change that allowed us to offset 100% of our 2001 alternative minimum
taxes with our alternative minimum tax net operating loss carryforwards.
Prior to the law change, we were able to offset only 90% of our alternative
minimum taxes with these carryforwards. This change resulted in a refund
of cash taxes paid for 20071 and a reclassification of tax expense between

current and deferred taxes, but did not impact our overall effective tax rate.

RESULTS OF OPERATIONS ON A PER BOE BASIS
The following table summarizes the cash flow, DD&A and results
of operations on a per BOE basis for the comparative periods. Each of

the individual components is discussed above.

YEAR ENDED DECEMBER 31,

PER BOE DATA 2004 2003 2002
Oil and natural gas revenues $36.88 $30.43 $ 21.17
Gain (loss) on settlements
of derivative contracts (7.01) (4.91) o0.07
Lease operating expenses (7.22) (7.06) (5.48)
Production taxes and marketing expenses (1.55) (1.17) (0.92)
Production netback 21.10 17.29 14.84
CO, operating margin relating
to industrial sales 0.41 0.51 0.48
General and administrative expenses (1.78) (1.20) (0.96)
Net cash interest expense (1.34) {1.61) (1.73)
Current income taxes and other (1.78) (o0.01) 0.04
Changes in assets and liabilities
relating to operations (2.63) 0.62 (0.38)
Cash flow from operations 13.98 15.60 12.29
DD&A (8.09) (7.48) (7.26)
Deferred income taxes (1.37) (2.08) (1.84)
Non-cash hedging adjustments (o.11) 0.28 0.24

Or»:mmm in assets and liabilities,
loss on early retirement of debt,
change in accounting principle
and other non-cash items 2.43 (1.86) 0.17

Net income $ 6.84 $ 4.46 $ 3.60
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DENBURY RESOURCES INC.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

consummated, we retired, by purchasing offsetting contracts, 20 MMcf/d
of our natural gas hedges for July to December of 2004, at a cost of
approximately $3.9 million. This transaction, net of the related gain on
the hedges assigned to Newfield, was the primary reason for the $1.3 million
net charge to earnings during 2004 relating to our derivative contracts that
were not part of the monthly cash settlements on our derivatives contracts.

At December 31, 2004, our derivative contracts were recorded at
their fair value, which was a net liability of approximately $4..9 million,

a decrease of approximately $39.7 million from the $4.4.6 million fair
value liability recorded as of December 31, 2003. This change is the result
of the expiration of most of our derivative contracts during 2004 due to the
passage of time. Effective January I, 2005, we have clected to de-designate
our existing derivative contracts as hedges and to account for them as specu-
lative contracts going forward. This means that any changes in the fair value
of these derivative contracts will be charged to earnings on a quarterly basis
instead of charging the effective portion to other comprehensive income

and the balance to earnings. Information regarding our current hedging
positions and historical hedging results is included in Note g to the
Consolidated Financial Statements.

Based on NYMEX crude oil futures prices at December 31, 2004,
prices were considerably higher than the floor price of $27.50, so we
would not expect to receive any funds even if oil prices were to drop 10%.
Since the oil hedges are puts or price floors, we do not have to make any
payments on the hedges regardless of how high oil prices would go. Based
on NYMEX natural gas futures prices at December 31, 2004, we would
expect to make future cash payments of $4.2 million on our natural gas
commodity hedges. If natural gas futures prices were to decline by 10%,
the amount we would expect to pay under our natural gas commodity hedges
would decrease to $0.8 million, and if futures prices were to increase by

10% we would expect to pay $7.6 million.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of financial statements in accordance with generally
accepted accounting principles requires that we select certain accounting
policies and make certain estimates and judgments regarding the application
of those policies. Our significant accounting policies are included in
Note I to the Consolidated Financial Statements. These policies, along
with the underlying assumptions and judgments by our management in
their application, have a significant impact on our consolidated financial
statements. Following is a discussion of our most critical accounting
estimates, judgments and uncertainties that are inherent in the preparation

of our financial statements.

FULL COST METHOD OF ACCOUNTING,
DEPLETION AND DEPRECIATION AND OIL AND NATURAL GAS RESERVES

Businesses involved in the production of oil and natural gas are required
to follow accounting rules that are unique to the oil and gas industry.
We apply the full-cost method of accounting for our oil and natural gas
properties. Another acceptable method of accounting for oil and gas
production activities is the successful efforts method of accounting. In
general, the primary differences between the two methods are related to
the capitalization of costs and the evaluation for asset impairment. Under
the full-cost method, all geological and geophysical costs, exploratory dry
holes and delay rentals are capitalized to the full cost pool, whereas under
the successful efforts method such costs are expensed as incurred. In the
assessment of impairment of oil and gas properties, the successful efforts
method follows the guidance of SFAS No. 144, "Accounting for the

Y

Impairment or Disposal of Long-Lived Assets,” under which assets are
measured for impairment against the undiscounted future cash flows using
commodity prices consistent with management expectations. Under the
full-cost method, the full cost pool (net book value of oil and gas ?.omumuimmv
is measured against future cash flows discounted at ten percent using
commodity prices in effect at the end of the reporting period. The financial
results for a given period could be substantially different depending on the

method of accounting an il and gas entity applies.
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DENBURY RESOURGCES INC.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

effect of eliminating certain projects being included in our estimates of
proved reserves, which projects would otherwise be included if undeveloped
reserves were determined to be economic solely based on current prices in
a high price environment, as was the case at year-end 2003 and year-~end
2004.. (See “Depletion, Depreciation and Amortization” under “Results
of Operations” above for a further discussion.) Al of these factors and the
decisions made regarding these issues can have a significant effect on our
proven reserves and thus on our DD&A rate, full-cost ceiling test calcula-

tion, borrowing base and financial statements.

ASSET RETIREMENT OBLIGATIONS

‘We have significant obligations related to the plugging and abandon-
ment of our oil and gas wells, and the removal of equipment and facilities
from leased acreage and returning such land to its original condition.
SFAS No. 143 requires that we estimate the future cost of this obligation,
discount it to its present value, and record a corresponding asset and
liability in our Consolidated Balance Sheets. The values ultimately derived
are based on many significant estimates, including the ultimate expected
cost of the obligation, the expected future date of the required cash
payment, and interest and inflation rates. Revisions to these estimates may
be required based on changes to cost estimates, the timing of settlement,
and changes in legal requirements. Any such changes that result in upward
or downward revisions in the estimated obligation will result in an adjustment
to the related capitalized asset and corresponding liability on a prospective
basis and an adjustment in our DD&A expense in future periods. See Note 4
to our Consolidated Financial Statements for further discussion regarding

our asset retirement obligations.

INCOME TAXES

We make certain estimates and judgments in determining our income
tax expense for financial reporting purposes. These estimates and judgments
occur in the calculation of certain tax assets and liabilities that arise from
differences in the timing and recognition of revenue and expense for tax
and financial reporting purposes. Our federal and state income tax returns

are generally not prepared or filed before the consolidated financial

statements are prepared, therefore we estimate the tax basis of our assets
and liabilities at the end of each period as well as the effects of tax rate
changes, tax credits and prior to year-end 2004, net operating loss carry-
forwards. Adjustments related to these estimates are recorded in our tax
provision in the period in which we file our income tax returns. Further,
we must assess the likelihood that we will be able to recover or utilize our
deferred tax assets Avigwl_% our mzw»s:omm oil recovery credits). If recov-
ery is not likely, we must record a valuation allowance against such deferred
tax assets for the amount we would not expect to recover, which would
result in an increase to our income tax expense. As of December 31, 2004,
we believe that all of our deferred tax assets recorded on our Consolidated
Balance Sheet will ultimately be recovered. If our estimates and judgments
change regarding our ability to utilize our deferred tax assets, our tax pro-
vision would increase in the period it is determined that recovery is not
probable. A 1% change in our effective tax rate would have increased our
calculated income tax expense by approximately $1,200,000, $800,000,
and $700,000 for the years ended December 31, 2004, 2003 and 2002.
See Note 7 to the Consolidated Financial Statements for further informa-

tion concerning our income taxes.

HEDGING ACTIVITIES

We enter into derivative contracts (i.e., hedges) to mitigate our exposure
to commodity price risk associated with future oil and natural gas production.
These contracts have historically consisted of options, in the form of price
floors or collars, and fixed price swaps. With the adoption of SFAS No. 133
in 2001, every derivative instrument was required to be recorded on the
balance sheet as either an asset or a liability measured at its fair value.
If the derivative does not qualify as a hedge or is not designated as a hedge,
the change in fair value of the derivative is recognized currently in earn-
ings. If the derivative qualifies for cash flow hedge accounting, the change
in fair value of the derivative is recognized in other comprehensive income
(equity) to the extent that the hedge is effective and in the income statement
to the extent it is ineffective. We recognized ineffectiveness on our hedges

of $600,000 for 2002, $282,000 for 2003 and $2.7 million for 2004..
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DENBURY RESOURCES INC.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

have approximated the impact of SFAS No. 123 as described in the pro
forma net income and earnings per share disclosures in Note I to the
Consolidated Financial Statements. The adoption of SFAS No. 123(R) will
have no effect on the Company’s unvested outstanding restricted stock
awards. We currently plan to adopt the provisions of SFAS No. 123(R) on
July 1, 2005 using the modified prospective method. Although we have not
completed evaluating the impact the adoption of SFAS No. 123(R) will
have on our future results of operations, we currently estimate the impact
on an annual basis will be similar to our pro forma disclosures for SFAS
No. 123 in Note I to the Consolidated Financial Statements.

SFAS No. 123(R) also requires the tax benefits in excess of recognized
compensation expenses to be reported as a financing cash flow, rather than
as an operating cash flow as required under current literature. This require-
ment may serve to reduce Denbury’s future cash provided by operating
activities and increase future cash provided by financing activities, to the
extent of associated tax benefits that may be realized in the future. While
we cannot estimate what those amounts will be in the future (because they
depend, among other things, when employees exercise stock options), the
amount of operating cash flows recognized in prior periods for such excess
tax deductions were $4.8 million, $1.3 million and $0.7 million during
the years ended December 31, 2004, 2003, and 2002, respectively.

In july 2004, the Emerging Issues Task Force of the FASB issued
EITF 04-05, "Investor’s Accounting for an Investment in a Limited
Partnership When the Investor is the Sole General Partner and the
Limited Partners Have Certain Rights.” In question is what rights held
by the limited partners preclude consolidation of the limited partnership
by the sole general partner. The Task Force noted that in practice differing
views have evolved concerning this issue and it has asked the FASB staff to
develop this issue for discussion at a future date. Denbury is the general
partner of Genesis Energy, L.P. (“Genesis”) and currently does not con-
solidate Genesis in its financial results based primarily on certain rights
of the limited partner. This EITF has been issued for comment, with the

comment period ending in February 2005. Based on our initial review

of the proposed EITF, we currently do not believe that it will impact our
consolidation treatment of Genesis; however, this determination is subject
to further review and evaluation of the final rules. See Note 3, “Related
Party Transactions — Genesis” for further information regarding

Denbury’s accounting for its investment in Genesis.

FORWARD-LOOKING INFORMATION

The statements contained in this Annual Report on Form 10-K that
are not historical facts, including, but not limited to, statements found
in this Management’s Discussion and Analysis of Financial Condition
and Results of Operations, are forward-looking statements, as that term
is defined in Section 2IF of the Securities and Exchange Act of 1934, as
amended, that involve a number of risks and uncertainties. Such forward-
looking statements may be or may concern, among other things, forecasted
capital expenditures, drilling activity or methods, acquisition plans and
proposals and dispositions, development activities, cost savings, production
rates and volumes, hydrocarbon reserves, hydrocarbon prices, liquidity,
regulatory matters, mark-to-market values, competition and long-term
forecasts of production, finding cost, rates of return, estimated costs,
future capital expenditures and overall economics and other variables sur-
rounding our tertiary operations and future plans. Such forward-looking

»

statements generally are accompanied by words such as “plan,” “estimate,”

:Ovn_omﬁr: :mvu.mn:nf: e ”

”

anticipate,” "projected,” “should,” “assume,”

“believe,” “target” or other words that convey the uncertainty of future
events or outcomes. Such forward-looking information is based upon
management's current plans, expectations, estimates and assumptions and
is subject to a number of risks and uncertainties that could significantly
affect current plans, anticipated actions, the timing of such actions and the
Company’s financial condition and results of operations. As a consequence,
actual results may differ materially from expectations, estimates or assump-
tions expressed in or implied by any forward-looking statements made by
or on behalf of the Company. Among the factors that could cause actual
results to differ materially are: fluctuations of the prices received or

demand for the Company’s oil and natural gas, inaccurate cost estimates,
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DENBURY RESOURCES INC.

CONSOLIDATED BALANCE SHEETS

DECEMBER 31,
(iN THOUSANDS, EXCEPT SHARES) 2004 2003

ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 33,039 - % 24,188
Short-term investments 57,171 —
Accrued production receivable 44,790 33,944
Related party receivable — Genesis 745 6,927
Trade and other receivables, net of allowance of $236 and $238 10,963 18,080
Deferred tax asset 25,189 25,016
Derivative assets N 949 —
Total current assets ‘ 172,846 108,155 .

PROPERTY AND EQUIPMENT
Oil and natural gas properties Acmwﬁw full cost wnnossﬁbwv

Proved 1,326,401 1,409,579
Unevaluated 20,253 46,065
CQ, properties and equipment 132,685 85,467
Other 25,929 16,450
Less accumulated depletion and depreciation (707,906) (705,050) .
Net property and equipment 797,362 852,511
Investment in Genesis 6,791 7,450
Other assets 15,707 14,505 i
TOTAL ASSETS $ 992,706 $ 982,621
<continued on page 55 >

See Notes to Consolidated Financial Statements.
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DeENBURY RESOURCES INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

YEAR ENDED DECEMBER 31,

(IN THOUSANDS, EXCEPT PER SHARE DATA) 2004 2003 2002
REVENUES
Qil, natural gas and related product sales
Unrelated parties $ 381,253 $336,521 $251,972
Related party — Genesis 63,524 48,942 22,922
CO, sales and transportation fees
Unrelated parties 1,183 7,512 7,580
Related party — Genesis 5,093 676 —
Gain (loss) on effective hedge contracts ' (70,469) (62,210) 932
Interest income and other 2,388 1,573 1,746
Total revenues 382,972 333,014 285,152
EXPENSES
Lease operating expenses 87,107 89,439 71,188
Production taxes and marketing expenses 17,569 14,819 11,902
Transportation expense — Genesis 1,168 — —
CO, operating expenses 1,338 1,710 1,400
General and administrative 21,461 15,189 12,426
Interest 19,468 23,201 26,833
Loss on early retirement of debt — 17,629 -
Depletion, depreciation and accretion 97,527 94,708 94,236
(Gain) loss on ineffective hedge contracts 15,358 A@mwmv (3,093)
Total expenses 260,996 253,117 214,892
Equity in net income (loss) of Genesis (136) 256 55
Income before income taxes 121,840 80,153 70,315
Income tax provision (benefit)
Current income tages 22,929 (91) (406)
Deferred income taxes 16,463 26,303 23,926
Income before cumulative effect of change in accounting principle 82,448 53,941 46,795
Cumulative effect of change in accounting principle, net of income taxes of $1,600 — 2,612 —
NET INCOME $ 82,448 $ 56.553 $ 46,795
NET INCOME PER SHARE - BASIC
Income before cumulative effect of change in accounting principle $ 1.50 $ 1.00 $ 0.88
Cumulative effect of change in accounting principle — 0.05 —
Net income per common share — basic $ 1.50 $ 1.05 $ 0.88
NET INCOME PER SHARE - DILUTED
Income before cumulative effect of change in accounting principle $ 1.44 $ o.97 $ 0.86
Cumulative effect of change in accounting principle — 0.05 -
Net income per common share — diluted $ 1.44 $ 102 $ o0.86
WEIGHTED AVERAGE COMMON SHARES OUTSTANDING
Basic 54,871 53,881 53,243
Diluted 57,301 55,4654 54,365

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATE

DENBURY RESOURCES Inc.

MENTS OF CHAN

GES IN mu)OOmﬂmOEumWw, EQUITY

COMMON STOCK OMW__W%".Z_Z mm.wm..ﬂ.ﬂ.ﬂ._.m_u RETAINED ACCUMULATED TREASURY STOCK
($.001 PAR VALUE} CK TARNINGS OTHER (AT COST) TOTAL
e EXCESS OF DEFERRED (ACCUMULATED COMPREHENSIVE e STOCKHOLDERS'
{DOLLAR AMOUNTS IN THOUSANOS} SHARES AMOUNT PAR COMPENSATION DEFICIT) INCOME (LOSS) SHARES AMOUNT EQUITY
BALANCE - DECEMBER 31, 2001 52,956,825 $53  $391.857 $ - $(56.670) $ 14,228 — $ — $349,168
1ssued pursuant to employee stock

purchase plan 203,893 1,928 — — —_ - — 1,928
Issued pursuant to ernployee stock

option plan 370,120 1 1,665 — — — - ~ 1,666
fssued pursuant to directors’

compensation plan 8,491 — 82 — — — — — 82
Tax benefit from stock options — —_ 674 — — - — — 6974
Derivative contracts, net — — - — — nmw.mamv — — Aww«mumv

Net income

BALANCE ~ DECEMBER 31, 2002

Repurchase of common stock

Issued pursuant to employee stock
purchase plan

Issued pursuant to employee stock
option mu—w:

Issued pursuant to directors’
compensation plan

Tax benefit from stock options

Derivative contracts, Tiet

Net income

BALANCE — DECEMBER 31,2003

Repurchase of common stack

fssued pursuant to employee stock
purchase plan

tssued pursuant to employee stock
option plan

[ssued pursuant to directors’
compensation plan

Restricted stock grants

1,264,284

3,551

1,150,000

Amortization of deferred compensation —

Tax benefit from stock options

Derivative contracts, net

Unrealized loss on
available-for-sale securities

Net income

BALANGE — DECEMBER 31, 2004

56,607,877

396
10,737

82
mwqu

$441,023

(23.279)
1,601

$(21,678)

$129,104

$ (4,788)

(1,276)

1,172

200,000

— (115.090)

22,349 - -

(24) — —

93,072 $(2,046)

46.795
366,797
(1,276}

2,324
3.213

69
1,347
(7,825)
56,553
421,202

(3.977)

2,431

10,739

B2
(,601
4,821
22,349

(24
82.448

$541,672

See Notes to Consolidated Financiol Statements.
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DENBURY RESOURCES INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE t. SIGNIFICANT ACCOUNTING POLIGIES

ORGANIZATION AND NATURE OF OPERATIONS

Denbury Resources Inc. is a Delaware corporation, organized under
Delaware General Corporation Law, engaged in the acquisition, develop-
ment, operation and exploration of 0il and natural gas properties. Denbury
has one primary business segment, which is the exploration, development
and production of oil and natural gas in the U.S. Gulf Coast region. We
also own the rights to a natural source of carbon dioxide (“CO,”) reserves
that we use for injection in our tertiary oil recovery operations. We also sell

some of the CO, we produce to third parties for various industrial uses.

PRINCIPLES OF REPORTING AND CONSOLIDATION

The consolidated financial statements herein have been prepared in
accordance with generally accepted accounting principles ("GAAP”) and
include the accounts of Denbury and its subsidiaries, all of which are
wholly owned. In 2002, one of our subsidiaries acquired the general part-
ner of Genesis Energy, L.P. ("Genesis”), a publicly traded master limited
partnership. During 2003, we acquired additional Genesis limited part-
nership units, increasing our ownership interest in Genesis from 2% to
9.25%. We account for our ownership interest in Genesis under the equity
method of accounting. Even though we have significant influence over the
limited partnership in our role as general partner, because our control
is limited by the general partnership agreement we do not consolidate
Genesis. See Note 3 for more information regarding our related party
transactions with Genesis and summary financial information. All material
intercompany balances and transactions have been eliminated. We have
evaluated our consolidation of variable interest entities in accordance with
FASB Interpretation No. 46, “"Consolidation of Variable Interest Entities,”
and have concluded that we do not have any variable interest entities that
would require consolidation.

Effective December 29, 2003, Denbury Resources Inc. changed its
corporate structure to a holding company format. The purposes of creating

the holding company structure were to better reflect the operating practices

and methods of Denbury, to improve its economics, and to provide greater
administrative and operational flexibility. As part of this restructure,
Denbury Resources Inc. (predecessor entity) merged into a newly formed
limited liability company and survived as Denbury Onshore, LLC, a
Delaware limited liability company and an indirect subsidiary of the newly
formed holding company, Denbury Holdings, Inc. Denbury Holdings,
Inc. subsequently assumed the name Denbury Resources Inc. (new entity).
The reorganization was structured as a tax free reorganization to Denbury’s
stockholders and all outstanding capital stock of the original public company
was automatically converted into the identical number of and type of shares
of the new public holding company. Stockholders” ownership interests in
the business did not change as a result of the new structure and shares of
the Company remained publicly traded under the same symbol (DNR)
on the New York Stock Exchange. The new parent holding company is
co-obligor (or guarantor, as mﬁﬁﬂowlmﬁav regarding the payment of

principal and interest on Denbury’s outstanding debt securities.

OIL AND NATURAL GAS OPERATIONS

A) Capitalized Costs. We follow the full-cost method of accounting for
oil and natural gas properties. Under this method, all costs related to
acquisitions, exploration and development of oil and natural gas reserves
are capitalized and accumulated in a single cost center representing our
activities, which are undertaken exclusively in the United States. Such costs
include lease acquisition costs, geological and geophysical expenditures,
lease rentals on undeveloped properties, costs of drilling both productive
and non-productive wells and general and administrative expenses directly
related to exploration and development activities and do not include any
costs related to production, general corporate overhead or similar activi-
ties. Proceeds received from disposals are credited against accumulated
costs except when the sale represents a significant disposal of reserves, in
which case a gain or loss is recognized.

B) Depletion and Depreciation. The costs capitalized, including production
equipment, are depleted or depreciated on the unit-of-production

method, based on proved oil and natural gas reserves as determined by
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DENBURY RESOURCES INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

agreements. We follow the same methodology in reverse when we sell prop-
erties by recognizing revenue and expenses of the sold properties until either
the closing or purchase agreement date, depending on the underlying

terms and agreements.

DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

We enter into derivative contracts to mitigate our exposure to com-
modity price risk associated with future oil and natural gas production.
These contracts have historically consisted of options, in the form of price
floors or collars, and fixed price swaps. In accordance with SFAS No. 133,
“Accounting for Derivative Instruments and Hedging Activities,” as amended,
derivative financial instruments are recorded on the balance sheet as either
an asset or a liability measured at fair value. If the derivative does not
qualify as a hedge or is not designated as a hedge, the change in fair value
of the derivative is recognized currently in earnings. If the derivative
qualifies for hedge accounting, the change in fair value of the derivative
is recognized either currently in earnings or deferred in other comprehen-
sive income Anﬂc.:%v depending on the type of hedge and to what extent the
hedge is effective. All of our current derivative instruments that qualify for
hedge accounting are cash flow hedges.

In order to qualify for hedge accounting the relationship between the
hedging instruments and the hedged items must be highly effective in
achieving the offset of changes in fair values or cash flows attributable to
the hedged risk, both at the inception of the hedge and on an ongoing
basis. We measure hedge effectiveness on a quarterly basis. Hedge accounting
is discontinued prospectively when a hedging instrument becomes ineffec-
tive. We assess hedge effectiveness based on total changes in the fair value
of options used in cash flow hedges rather than changes of intrinsic value
only. As a result, changes in the entire fair value of option contracts are
deferred in accumulated other comprehensive income, to the extent they
are effective, until the hedged transaction is completed. If a hedge becomes
ineffective, any deferred gains or losses on the cash flow hedge remain in
accumulated other comprehensive income until the underlying production

related to the derivative hedge has been delivered. If it is determined

probable that a hedged forecasted transaction will not occur, and the hedge
is not re-designated, deferred gains or losses on the hedging instrument
are recognized in earnings immediately.

Receipts and payments resulting from settlements of derivative hedging
instruments qualifying for hedge accounting are recorded in “Gain (loss)
on effective hedge contracts” included in revenues in the Consolidated
Statements of Operations. We apply Derivative Implementation Group
Issue G20 in accounting for our net purchased puts and collars, which
allows the amortization of the cost of net purchased options over the period
of the hedge. We record this amortization and any gains or losses resulting
from hedge ineffectiveness in "Gain (loss) on ineffective hedge contracts”
under expenses in the Consolidated Statements of Operations. Denbury's
hedging activities are further discussed in Note 9.

Effective January 1, 2005, we have decided to de-designate from hedge
accounting treatment our existing derivative hedging instruments. As such,
we will account for our derivative instruments in future periods as speculative
contracts and future changes in the fair value of these instruments will
be recognized in the income statement in the period of change. While this
change may result in more volatility in our income in future periods, we
believe that the benefits associated with applying hedge accounting do not

outweigh the cost, time and effort required to apply hedge accounting.

FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK
AND CONCENTRATIONS OF CREDIT RISK

QOur financial instruments that are exposed to concentrations of credit
risk consist primarily of cash equivalents, short-term investments, trade
and accrued production receivables and the derivative hedging instruments
discussed above. Our cash equivalents and short-term investments represent
high-quality securities placed with various investment grade institutions.
This investment practice limits our exposure to concentrations of credit
risk. Our trade and accrued production receivables are dispersed among
various customers and purchasers; therefore, concentrations of credit risk
are limited. Also, most of our significant purchasers are large companies

with excellent credit ratings. If customers are considered a credit risk,
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DENBURY RESOURCES INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

and diluted net income per common share. The following is a reconciliation
of the weighted average shares used in the basic and diluted net income

per common share computations:

YEAR ENDED DECEMBER 31,

(IN THOUSANDS) 2004 2003 2002
Weighted average common shares — basic 54,871 53,881 53,243
Potentially dilutive securities:
Stock options 2,413 1,583 1,122
Restricted stock 17 - -
Weighted average common shares — diluted 57,301 55,4.64. 54,365

The weighted average common shares — basic amount in 2004
excludes 1,150,000 shares of non-vested restricted stock granted in 2004
that is subject to future time vesting requirements. As these restricted
shares vest, they will be included in the shares outstanding used to calculate
basic net income per common share. For purposes of calculating weighted
average common shares — diluted, the non-vested restricted stock is included
in the computation using the treasury stock method, with the proceeds
equal to the average unrecognized compensation during the period, adjusted
for any estimated future tax consequences recognized directly in equity.
The restricted shares were issued in August through December 2004 and
have been included in the calculation for the periods they were outstanding.
These shares may result in greater dilution in future periods, depending
on the market price of our common stock during those periods. We excluded
stock options representing 40,000 shares in 2004, .0 million shares in
2003 and 1.7 million shares in 2002 from our diluted shares outstanding
because their inclusion would be antidilutive, as their exercise prices
exceeded the average market price of our common stock during the

respective periods.

STOCK-BASED COMPENSATION
We issue stock options to all of our employees under our stock option
plans, which are described more fully in Note 8. We account for our stock

options utilizing the recognition and measurement principles of Accounting

Principles Board Opinion 25 (APB 25), “Accounting for Stock Issued

to Employees,” and its related interpretations. Under these principles,

no stock-based employee compensation expense is reflected in net income
as long as the stock options have an exercise price equal to the underlying
common stock on the date of grant. The following table illustrates the
effect on net income and net income per commen share if we had
applied the fair value provisions of SFAS No. 123, “Accounting for Stock-
Based Compensation,” as amended by SFAS No. 148, in accounting for

our stock options.

(IN THOUSANDS YEAR ENDED DECEMBER 31,

EXCEPT PER SHARE DATA) 2004 2003 2002
NET INCOME:
Net income, as reported $82,448 $56,553 $46,795
Add: Stock-based compensation

included in reported net income,

net of related tax effects 977 — —
Less: Stock-based compensation

expense applying fair value based

method, net of related tax effects 3,772 3,101 2,853
Pro forma net income $79,653 $53.452 $43,942
NET INCOME PER COMMON SHARE
As reported:

Basic $ 150 $ ros $ 0.88

Diluted 1.4.4 1.02 0.86
Pro forma:

Basic $  1.45 $ o0.99 $ 0.83

Diluted 1.40 0.98 0.83

The weighted average fair value of options granted using the Black-
Scholes option-pricing model and the weighted average assumptions used

in determining those fair values are as follows:

2004 2003 2002
Weighted average fair value
of options granted $6.44 $6.02 $4.17
Risk free interest rate 3.34% 2.94% 4.05%
Expected life 5 years 5 years 5 years
Expected volatility 46.8% 59.6% 61.4%

Dividend yield ~ — —
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DENBURY RESOURCES INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

impact on our overall financial position. Had the Company adopted SFAS
No. 123(R) in prior periods, the impact would have approximated the
impact of SFAS No. 123 as described in the pro forma net income and earn-
ings per share disclosures above. The adoption of SFAS No. 123(R) will have
no effect on the Company’s unvested outstanding restricted stock awards. We
currently plan to adopt the provisions of SFAS No. 123(R) on July 1, 2005
using the modified prospective method. Although we have not completed
evaluating the impact the adoption of SFAS No. 123(R) will have on our
future results of operations, we currently estimate the impact on an annual
basis will be similar to our pro forma disclosures for SFAS No. 123 above.
SFAS No. 123(R) also requires the tax benefits in excess of recognized
compensation expenses to be reported as a financing cash flow, rather
than as an operating cash flow as required under carrent literature. This
requirement may serve to reduce Denbury’s future cash provided by oper-
ating activities and increase future cash provided by financing activities, to
the extent of associated tax benefits that may be realized in the future.
While we cannot estimate what those amounts will be in the future (because
they depend, among other things, when employees exercise stock owiozmv_
the amount of operating cash flows recognized in prior periods for such
excess tax deductions were $4.8 million, $1.3 million and $0.7 million
during the years ended December 31, 2004, 2003, and 2002, respectively.
In September 2004, the SEC issued Staff Accounting Bulletin
No. 106 (SAB 106), which clarifies the calculation of the full cost ceiling
and depreciation, depletion, and amortization ("DD&A”) of oil and gas
properties in conjunction with accounting for asset retirement obligations
under SFAS No. 143. The guidance in SAB 106 had no :dﬁm.nn on our

consolidated financial statements.
NOTE 2. ACQUISITIONS AND DIVESTITURES

SALE OF DENBURY OFFSHORE, INC.

On July 20, 2004, we closed the sale of Denbury Offshore, Inc.,
a subsidiary that held our offshore assets, for $200 million (before w&cw:‘:n:nmv
to Newfield Exploration Company. The sale price was based on the asset

value of the offshore assets as of April 1, 2004, which means that the net
operating cash flow (defined as revenue less operating expenses and capital
mxﬁmd&gnwwv from these properties which we received between April 1st
and closing, as well as expenses of the sale and other contractual adjustments,
reduced the purchase price to approximately $187 million. We excluded
from the sale a discovery well drilled at High Island A-6 during 2004,
and certain deep rights at West Delta 27 that we sold for $1.8 million in
December 2004, but retained a carried interest in a deep exploratory well.

Our financial results for 2004 include production, revenues, operating
expenses, and capital expenditures of the offshore properties through
July 19, 2004. Revenues of Denbury Offshore, Inc. included in our 2004
results were $62.6 million. We recorded the proceeds from the sale as a
reduction to our full cost pool. We paid approximately $21 million of
current income taxes relating to the sale and paid approximately $2.4 million
of employee severance costs in 2004. We used $85 million of the sales
proceeds to retire our bank debt.

Our offshore properties made up approximately 12.5% of our
year-end 2003 proved reserves (approximately 96 Befe as of December 31,
2003) and represented approximately 25% of our 2004 second quarter
production (9,114 BOE/d).

COHO GULF COAST PROPERTIES

In August 2002, we acquired the Gulf Coast properties of COHO
Energy, Inc., auctioned in the U.S. Bankruptey Court in Dallas, Texas.
Our net purchase price was $48.2 million and included nine fields, eight
of which are located in Mississippi and one in Texas. At December 31, 2002,
these properties had reserves of approximately 15.1 million barrels of oil
and net production of approximately 4,000 barrels of oil per day. The
Mississippi fields included interests in the Brookhaven, Laurel, Martinville,
Soso and Summerland Fields, with such interests representing operational
control with working interests in excess of 90%, plus interests in the

smaller Bentonia, Cranfield and Glazier Fields.
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DENBURY RESOURCES INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -

stated monthly volume. In December, we entered into the second trans-
portation agreement to transport GO, to Brookhaven Field in Southwest
Mississippi. This agreement is for an eight-year period and has minimum
payments of approximately $49,000 per month. This minimum monthly
payment will increase for any volumes transported in excess of a stated
monthly volume. Genesis will operate and maintain these pipelines at its
own expense.

‘We have accounted for these agreements as capital leases. The pipelines
held under these capital leases are classified as property and equipment and
are amortized using the straight-line method over the lease terms. Lease
amortization is included in depreciation expense. The related obligations
are recorded as debt. At December 31, 2004, we had $4.6 million recorded
as debt, of which $375,000 was current.

CO; VOLUMETRIC PRODUCTION PAYMENT

In November 2003, we sold 167.5 Bef of CO, to Genesis for $24.9
million ($23.9 million as adjusted for interim cash flows from the
September 1, 2003 effective date and for transaction costs) under a volu-
metric production payment (“VPP”), and assigned to Genesis three of
our existing long-term commercial CO, supply agreements with our
industrial customers. These industrial contracts represented approximately
60% of our then current industrial GO, sales volumes. Pursuant to the
VPP, Genesis may take up to 52.5 MMcf/d of CO, through 2009, 43.0
MMect/d from 2010 through 2012, and 25.2 MMcf/d to the end of the term.

On August 26, 2004, we closed on another transaction with Genesis,
selling to them a 33.0 Bcf volumetric production payment ("VPPII") of CO,
for $4.8 million ($4.6 million as adjusted for interim cash flows from the
July 1 effective date and for transaction costs) along with a related long-term
supply agreement with an industrial customer. Pursuant to the VPPII,
Genesis may take up to 9 MMcf/d of CO, to the end of the contract term.

We have recorded the net proceeds of these volumetric production
payment sales as deferred revenue and will recognize such revenue as
GO, is delivered during the term of the two volumetric production payments.

At December 31, 2004 and 2003, $25.8 million and $23.6 million,

respectively, was recorded as deferred revenue of which $2.4 million and
$2.1 million was included in current liabilities at December 31, 2004
and 2003, respectively. During 2004 and 2003, we recognized deferred
revenue of $2.4 million and $0.9 million, respectively, for deliveries
under the VPP and VPPII. We provide Genesis with certain processing
and transportation services in connection with these agreements for a fee
of approximately $0.16 per Mcf of CO,, delivered to their industrial
customers, which resulted in $2.7 million and $0.4 million in revenue to

Denbury for the years ended December 31, 2004 and 2003, respectively.
SUMMARIZED FINANCIAL INFORMATION OF GENESIS ENERGY, L.P.

YEAR ENDED DECEMBER 31,

{IN THOUSANDS) 2004 2003
Revenues $ 927,143 $657,897
Cost of sales 908,304 644,157
Other expenses 19,288 14,159
Income (loss) from discontinued operations (463) 13,741

Net income {Joss) $  (1,412) $ 13,322

DECEMBER 31,

{IN THOUSANDS) 2004 2003
Current assets $ 77,396 $ 88,211
Non-current assets 65,758 58,904

Total assets $ 143,154 $ 147,115
Current liabilities $ 81,938 $ 87,244
Non-current liabilities 15,460 7,000
Partners’ capital 45,756 52,871

Total liabilities and partners’ capital $ 143,154 $ 147,115

NOTE 4. ASSET RETIREMENT OBLIGATIONS

On January 1, 2003, we adopted the provisions of SFAS No. 143,
“Accounting for Asset Retirement Obligations.” In general, our future
asset retirement obligations relate to future costs associated with plugging
and abandonment of our oil and natural gas wells, removal of equipment

and facilities from leased acreage and returning such land to its original
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NOTE 5. PROPERTY AND EQUIPMENT

DeENBURY RESOURCES INCG.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31,

(IN THOUSANDS) 2004 2003
Qil and natural gas properties: -
Proved properties $1,326,401 $1,409,579
Unevaluated properties 20,253 46,065
Total 1,346,654 1,455,644
Accumulated depletion and depreciation (686,799) (690,395)
Net oil and natural gas properties 659,855 765,249
CO, properties 132,685 85,467
Accumulated depletion and depreciation (10,636) (5,971}
Net CO, properties 122,049 79,496
Other 25,929 16,450
Accumulated depletion and depreciation (10,471) (8,684)
Net other 15,458 7,766
Net property, equipment and other $ 797,362 $ 82,511

UNEVALUATED O!L AND NATURAL GAS PROPERTIES EXCLUDED FROM DEPLETION

Under full cost accounting, we may exclude certain unevaluated costs from the amortization base pending determination of whether proved reserves

can be assigned to such properties. A summary of the unevaluated properties excluded from oil and natural gas properties being amortized at December 31,

2004 and 2003 and the year in which they were incurred follows:

DECEMBER 31, 2004

DECEMBER 31, 2003

COSTS INCURRED DURING:

COSTS INCURRED DURING:

(IN THOUSANDS) 2004 2003 2002 2001 TOTAL 2003 2002 2001 TOTAL
Property acquisition costs $3.400 $ 2,519 $1,207 $1,798 $ 8,924 $ 3,640 $ 6,301 $ 21,169 $ 31,110
Exploration costs 3,787 2,771 3,550 1,221 11,329 6,528 5,291 3,136 14,955
Total $ 7,187 $5,290 $4.757 $3,019 $20,253 $10,168 $11,592 $24,305 $46,065

Closts are transferred into the amortization base on an ongoing basis as the projects are evaluated and proved reserves established or impairment

determined. We review the excluded properties for impairment at least annually. We currently estimate that evaluation of most of these properties and the

inclusion of their costs in the amortization base is expected 1o be completed within five years. Until we are able to determine whether there are any proved

reserves attributable to the above costs, we are not able to assess the future impact on the amortization rate.
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DENBURY RESOURCES INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

on our common mgn_f make investments, create liens on our assets, engage
in transactions with our affiliates, transfer or sell assets, consolidate or merge,
or sell substantially all of our assets. The notes are not subject to any sinking
fund requirements. All of our significant subsidiaries fully and uncondi-
tionally guarantee this debt.

In connection with our internal reorganization to a holding-company-
organizational structure (see Note 1), we entered into a First Supplemental
Indenture dated December 29, 2003, which did not require the consent
of the holders of the 7.5% Senior Subordinated Notes due 2013. The
supplemental indenture made Denbury Resources Inc. and Denbury
Onshore, LLC, co-obligors of this debt. All of our significant subsidiaries
continue to fully and unconditionally guarantee this debt. There were no

other significant changes as part of the amendment.

REDEMPTION OF 9% SENIOR SUBORDINATED NOTES DUE 2008 {INCLUDING SERIES B NOTES)
On April 16, 2003, we redeemed our $200 million of 9% Senior
Subordinated Notes due 2008 at an aggregate cost of $209.0 million,
wS&Cmﬁ:m a $9.0 million call premium. As a result of this early redemption,
we recorded a before-tax charge to earnings in the second quarter of 2003
of $17.6 million ($11.5 million after income tax), which included the $g.0
million call premium and the write~off of the remaining discount and debt

issuance costs associated with these notes.

INDEBTEDNESS REPAYMENT SCHEDULE
As of December 31, 2004, our indebtedness, excluding the discount
on our senior subordinated debt, is repayable over the next five years and

thereafter as follows:

(IN THOUSANDS)

2005 $ 375
2006 412
2007 451
2008 496
2009 545
Thereafter 227,280

Total indebtedness $229,559

NoTe 7. INCOME TAXES

Our income tax provision (benefit) is as follows:

YEAR ENDED DECEMBER 31,

(IN THOUSANDS) 2004 2003 2002
Current income tax expense (benefit):
Federal $22,166 $ (9D) $  (419)
State 763 — 13
Total current income
tax expense (benefit) 22,929 (o) (406)
Deferred income tax expense:
Federal 12,352 23,864 21,822
State 4,111 2,439 2,104
Total deferred income tax expense 16,463 26,303 23,926
Total income tax expense $39,392 $ 26,212 $29,520

In conjunction with the sale of Denbury Offshore, Inc. in 2004,
we utilized all of our federal tax net operating loss carryforwards and paid
alternative minimum taxes of approximately $21 million. Our current
income tax benefit in 2002 is primarily related to tax law changes in 2002
that allowed us to receive a refund of our alternative minimum taxes paid
for 2001. At December 31, 2004, we have approximately $132.3 million
in state net operating loss carryforwards that begin to expire in 2013.
In 2001, we began to recognize a benefit for the amount of enhanced oil
recovery credits earned from our tertiary recovery projects. The total
credits earned to date are approximately $27.8 million. These credits begin
to expire in 2020.

Deferred income taxes relate to temporary differences based on tax
laws and statutory rates in effect at the December 31, 2004 and 2003
balance sheet dates. We believe that we will be able to utilize all of our

deferred tax assets at December 31, 2004, and therefore have provided no
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DENBURY RESOURCES INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Options generally become exercisable over a four-year vesting period with the specific terms of vesting determined by the board of directors at the time

of grant. The options expire over terms not to exceed ten years from the date of grant, 9o days after termination of employment or permanent disability

or one year after the death of the optionee. The options are granted at the fair market value at the time of grant, which is generally defined in the 1995

Plan as the average closing price of our common stock for the ten trading days prior to issuance, or in the case of the 2004 Plan, the closing price on

the date of grant. These plans are administered by the Compensation Committee of Denbury’s Board of Directors.

The following is a summary of our stock option activity:

YEAR ENDED DECEMBER 31,

2004 2003 2002
WEIGHTED WEIGHTED WEIGHTED
NUMBER AVERAGE NUMBER AVERAGE NUMBER AVERAGE
OF OPTIONS PRICE OF OPTIONS PRICE OF OPTIONS PRICE
Qutstanding at beginning of year 5,326,216 $ 9.20 4,996,365 $ 8.46 4,615,223 $ 8.40
Granted 1,009,810 14.35 957,608 11.33 921,341 7.50
Exercised !l (1,264,284) 8.49 (550,090) 877 (370,120) 4.51
Forfeited ) (631,585) 9.77 (77,667) 12.25 (170,079) 10.30
Outstanding at end of year 4,440,157 10.49 5,326,216 9.20 4,996,365 8.46
Exercisable at end of year 1,544,412 $ 9.61 2,263,264 $ 10.11 2,267,230 $10.26
The following is a sammary of stock options outstanding at December 31, 2004
OPTIONS QUTSTANDING OPTIONS EXERCISABLE
‘ WEIGHTED

NUMBER AVERAGE WEIGHTED NUMBER WEIGHTED

OF OPTIONS REMAINING AVERAGE OF OPTIONS AVERAGE

OUTSTANDING CONTRACTUAL EXERCISE EXERCISABLE EXERCISE
RANGE OF EXERCISE PRICES AT 12/31/04 LIFE PRICE AT 12/31/04 PRICE
$3.77 - 5.50 689,338 4.4 years $ 4.14 689,338 $ 4.14
$5.51 - 8.00 728,514 6.6 years 7.10 81,842 7.13
$8.01—11.50 1,459,336 7.1 years 10.37 134.839 9.69
$11.51 — 14.50 1,159,516 7.1 years 13.56 332,448 13.37
$14.51 - 22.50 361,443 4.0 years 18.33 305,945 18.48
$22.51 ~29.50 42,010 9.8 years 25.05 — —
4,440,157 6.4 years 10.49 1,544,412 3.61
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DENBURY RESOURCES INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

significant debt, although our hedging percentage may vary relative to our
debt levels. When we make a significant acquisition, we generally attempt
to hedge a large percentage, up to 100%, of the forecasted production
for the subsequent one to three years following the acquisition in order to
help provide us with a minimum return on our investment. Qur recent
hedging activity has been predominantly with collars, although for the
2002 COHO acquisition, we also used swaps in order to lock in the prices
used in our economic forecasts. All of the mark-to-market valuations used
for our financial derivatives are provided by external sources and are based
on prices that are actively quoted. We manage and control market and
counterparty credit risk through established internal control procedures,
which are reviewed on an ongoing basis. We attempt to minimize credit risk
exposure to counterparties through formal credit policies, monitoring
procedures, and diversification.

The following is a summary of the net gain (loss) on our commodity
contracts that qualify for hedge accounting which are included in
“(Gain) loss on effective hedge contracts” in our Consolidated Statements

of Operations:

YEAR ENDED DECEMBER 31,

(IN THOUSANDS) 2004 2003 2002
Settlement of hedge contracts — Qil $(50,072) $(20,337) $ (598)
Settlement of hedge contracts — Gas (20,397) (41,873) 1,530
Gain (loss) on effective
hedge contracts $(70,469) $(62,210) $ 932

The following is a summary of “(Gain) loss on ineffective hedge

1

contracts,” included in our Consolidated Statements of Operations:

YEAR ENDED DECEMBER 31,
2004 2003 2002

{IN THOUSANDS)

Settlement of contract not
qualifying for hedge accounting
Hedge ineffectiveness on contracts

$14,088

&:m:@wﬂw for rmme accounting 2,687 282 600
Reclassification of accumulated
other comprehensive income
balance and adjustments to
fair value associated with
termination of contracts
designated to offshore production (955) . — —
Adjustments to fair value and
amortization of ineffective
hedge no longer qualifying
for hedge accounting 2,086 — —
Adjustment to fair value associated
with contracts transferred in
sale of offshore properties (2,548) -
Amortization of contract premiums — 1,192
Amortization of terminated
Enron-related hedges over

the original contract periods —

$15,358

9.664

(5,052)
$(3.578)

(13,357
$(3,093)

(Gain) loss on ineffective contracts

LOSS ON ENRON HEDGES

In conjunction with the acquisition of Matrix Oil and Gas, Inc.
in July 2001, we purchased commodity hedges to protect our investment.
These hedges, in the form of price floors, covered nearly all of the forecasted
production from the acquired properties through the end of 2003 at floor
prices ranging from $3.75 to $4.25 per MMBtu. Due to the falling natural
gas prices in the latter half of 2001, we collected approximately $12.7 million
on these hedges. The price floors relating to 2002 and 2003 were
purchased from Enron Corporation, which filed bankruptcy in December
2001. We sold our bankruptcy claim against Enron in February 2002 for net

proceeds of approximately $9.2 million. In total, we collected approximately
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DENBURY RESOURCES INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

At December 31, 2004, our derivative contracts were recorded at
their fair value, which was a net liability of $4.9 million. To the extent our
hedges are considered effective, this fair value liability, net of income taxes,
is included in Accumulated other comprehensive income (loss) reported
under Stockholders’ equity in our Consolidated Balance Sheets. The balance
in accumulated other comprehensive loss of $4.8 million at December 31,
2004, represents the deficit in the fair market value of our derivative con-
tracts as compared to the cost of our hedges, net of income taxes. The $4.8
million in accumulated other comprehensive loss as of December 31, 2004,
will expire within the next 12 months.

‘We have decided to de-designate from hedge accounting treatment
our existing derivative hedging instruments, effective January I, 2005.

As such, we will account for our derivative instruments in future periods as
speculative contracts and future changes in the fair value of these instruments
will be recognized in the income statement in the period of change. While
this may result in more volatility in our income statement in future periods,
we believe that the benefits associated with applying hedge accounting do

not outweigh the cost, time and effort required to apply hedge accounting.

NOTE 10. COMMITMENTS AND CONTINGENCIES

We have operating leases for the rental of office space, equipment, and
vehicles that totaled $21.6 million, $16.6 million, and $1.7 million as of
December 31, 2004, 2003, and 2002, respectively. In addition, in 2004
we entered into two lease financing arrangements totaling $6.9 million
for equipment at our McComb Field and Jackson Dome CO,, Field. These
lease terms are for seven years with monthly payments of approximately
$91,000 per month. In August 2003, we entered into a $6.0 million lease
financing arrangement for certain equipment at our GO, processing facility
at Mallalieu Field. This lease term is for seven years with monthly payments
of approximately $81,000 per month.

In 2004, we entered into two agreements with Genesis to transport
crude oil and CO,,. These agreements are accounted for as capital leases and

are discussed in detail in Note 3.

At December 31, 2004, long-term commitments for these items

require the following future minimum rental payments:

CAPITAL QPERATING

(IN THOUSANDS) LEASES LEASES
2008 $ 8ob $ 3,977
2006 806 3,967
2007 806 3.954
2008 806 3.807
2009 806 3,064
Thereafter 2,777 2,813

Total minimum lease payments 6,807 $21,582
Less: Amount representing interest Am,m%mv

Present value of minimum lease payments $ 4,559

Long-term contracts require us to deliver CO,, to our industrial
CQ, customers at various contracted prices, plus we have a CO, delivery
obligation to Genesis related to two CO, volumetric production payments
(see “Genesis Transactions” above). Based upon the maximum amounts
deliverable as stated in the contracts and the volumetric production pay-
ment, we estimate that we may be obligated to deliver up to 398 Bef of
CO, to these customers over the next 17 years; however, since the group
as a whole has historically purchased less CO, than the maximum allowed
in their contracts, based on the current level of deliveries, we project that
our commitment would likely be reduced to approximately 332 Bcf. The
maximum volume required in any given year is approximately 101 MMcf/d,
although based on our current level of deliveries, this would likely be

reduced to approximately 78 MMcf/d. Given the size of our proven CO,

_reserves at December 31, 2004 (approximately 2.7 Tcf before deducting

approximately 178.7 Bcf for the VPPs), our current production capabilities
and our projected levels of CO,, usage for our own tertiary flooding
program, we believe that we can meet these delivery obligations.

Denbury is subject to various possible contingencies that arise primarily
from interpretation of federal and state laws and regulations affecting

the oil and natural gas industry. Such contingencies include differing
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DENBURY RESOURCES INC.

NOTES TO CONSOLIDATED FINANGIAL STATEMENTS

(12%). For the year ended December 31, 2002, two purchasers each

accounted for 10% or more of our natural gas revenues: Hunt Refining

(14%) and Genesis (11%).

ACCOUNTS PAYABLE AND ACCRUED LIABILITIES
DECEMBER 31,

(IN THOUSANDS) 2004 2003
Accounts payable $26,262 $ 33,321
Accrued compensation 5,613 2,806
Accrued exploration and development costs 5,439 7,546
Accrued interest 4,219 4,272
Asset retirement obligations — current 2,596 2,101
Deferred revenues — Genesis 2,431 2,105
Advances payable 76 4,430
Other 5,224 5.768

Total $51,860 $62,349
SUPPLEMENTAL CASH FLOW INFORMATION

DECEMBER 31,

(IN THOUSANDS) 2004 2003 2002
Interest paid $18,099 $23,525 $24,636
Income taxes paid (refunded) 20,726 184 (1,304)

In 2004, we recorded a non-cash increase to property and debt in the
amount of $4.6 million in connection with two capital leases. In August
through December 2004, the company issued 1,150,000 shares of restricted
stock with a market value of $23.3 million on the date of grant. See Note 8
— Stockholders’ Equity-Restricted Stock.

FAIR VALUE OF FINANCIAL INSTRUMENTS
DECEMBER 31,

2004 2003
CARRYING ESTIMATED CARRYING ESTIMATED
(IN THOUSANDS) AMOUNT FAIR VALUE AMOUNT FAIR VALUE
Senior bank debt $ — $ — $ 75,000 $ v5,000
7.5% Senior Subordinated
Notes due 2013 223,397 243,000 223,203 232,875

As of December 31, 2003, the carrying value of our bank debt
approximated fair value based on the fact that our bank debt is subject
to short-term floating interest rates that approximated the rates available
to us at those periods. The fair values of our senior subordinated notes are
based on quoted market prices. The fair values of our short-term investments
are discussed in Note I. We have other financial instruments consisting
primarily of cash, cash equivalents, short-term receivables and payables
that approximate fair value due to the nature of the instrument and the

relatively short maturities.

NOTE 12. CONDENSED CONSOLIDATING FINANCIAL INFORMATION

On December 29, 2003, we amended the indenture for our 7.5%
Senior Subordinated Notes due 2013 to reflect our new holding company
organizational structure (see Note 1 and Note 6). As part of this restructuring
our indenture was amended so that both Denbury Resources Inc. and
Denbury Onshore, LLC became co-obligors of our subordinated debt.
Prior to this restructure, Denbury Resources Inc. was the sole obligor.
Our subordinated debt is fully and unconditionally guaranteed by Denbury
Resources Inc.’s significant subsidiaries. Genesis Energy, Inc., the subsidiary
that holds the Company’s investment in Genesis Energy, L.P., is not a

guarantor of our subordinated debt. The results of our equity interest in
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CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS

DENBURY RESOURCES INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2004

DENBURY DENBURY
RESOURCES INC. ONSHORE, LLC DENBURY
(PARENT AND (ISSUER AND GUARANTOR RESOURCES INC.

(IN THOUSANDS) CO-OBLIGOR) CO-OBLIGOR) SUBSIDIARIES ELIMINATIONS CONSOLIDATED
Revenues $ — $320,328 $ 62,644 $ — $382,972
Expenses 171 222,988 37,837 — 260,996
Income before the following: (171) 97,340 24,807 — 121,976

Equity in net earnings of subsidiaries 82,554 — 67,122 (149,812) (136)
Income before income taxes 82,383 97,340 91,929 (149,812) 121,840
Income tax provision (65) 30,082 9,375 — 39,392
Net income (loss) $82,448 $67,258 $ 82,554 $(149,812) $ 82,448

YEAR ENDED DECEMBER 31, 2003
DENBURY DENBURY
RESOURCES INC. ONSHORE, LLC DENBURY
(PARENT AND (ISSUER AND GUARANTOR RESOURCES INC.

(IN THOUSANDS) CO-OBLIGOR) CO-OBLIGOR) SUBSIDIARIES ELIMINATIONS CONSOLIDATED
Revenues $ — $238,072 $ 94,942 $ — $ 333,014
Expenses — 196,392 56,725 — 253,117
Income before the following: — 41,680 38,217 — 79,897
Equity in net earnings of subsidiaries 56,553 — 40,667 (96,964) 256
Income before income taxes and cumulative

effect of change in accounting principle 56,553 41,680 78,884 (96,964) 80,153
Income tax provision — 5.250 20,962 - 26,212
Net income before cumulative effect of

change in accounting principle 56,553 36,430 57,922 (96,964) 53,941
Cumulative effect of a change in

accounting principle, net of income tax — 2,981 Q,wmwv — 2,612

Net income {(loss) $ 56,553 $ 40,411 $ 56,553 $ (96,964) $ 56,553
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DENBURY RESOURCES INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS (CONTINUED)

YEAR ENDED DECEMBER 31, 2002

DENBURY
RESOURCES INC. DENBURY

(PARENT AND GUARANTOR RESOURCES INC.
(IN THOUSANDS) ISSUER) SUBSIDIARIES ELIMINATIONS CONSOLIDATED
Cash flow from operations $ 146,132 $ 13,468 $ — $159,600
Cash flow from investing activities (154,908) (16,253) — (171,161)
Cash flow from financing activities 12,005 - - 12,005
Net increase (decrease) in cash flow 3,229 (2,785) - 444
Cash, beginning of period 17,052 6,444 — 23,496
Cash, end of period $ 20,281 $ 3,659 $ — $ 23,940

NOTE 13. SUPPLEMENTAL OIL AND NATURAL GAS
DISGLOSURES (UNAUDITED)

COSTS INCURRED

The following table summarizes costs incurred and capitalized in oil
and natural gas property acquisition, exploration and development activities.
Property acquisition costs are those costs incurred to purchase, lease, or
otherwise acquire property, including both undeveloped leasehold and the
purchase of reserves in place. Exploration costs include costs of identifying
areas that may warrant examination and examining specific areas that are
considered to have prospects containing oil and natural gas reserves, including
costs of drilling exploratory wells, geological and geophysical costs and
carrying costs on undeveloped properties. Development costs are incurred
to obtain access to proved reserves, including the cost of drilling develop-
ment wells, and to provide facilities for extracting, treating, gathering and

storing the oil and natural gas.

Costs incurred in oil and natural gas activities were as follows:

YEAR ENDED DECEMBER 31,

(IN THOUSANDS) 2004 2003 2002
Property acquisitions:
Proved $ 22,271 $ 22,307 $ 56,364
Unevaluated 3.459 3.955 4,342
Exploration 23,987 34,050 29,985
Development 128,351 98,132 64,946
Asset retirement obligations 3,174 3,405 —
Total costs incurred $181,242 $161,849 $155,637

(1) Capitalized general and administrative costs that directly relate to exploration and development
activities were $5.1 million, $5.5 million, $5.3 million for the years ended December 31, 2004,
2003 and 2002, respectively.
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DENBURY RESOURCES INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

ESTIMATED QUANTITIES OF RESERVES

YEAR ENDED DECEMBER 31,

2004 2003 2002
OIL GAS OIL GAS OlL GAS
(MBBL) (MMCF) {MBBL) (MMCF) (MBBL) (MMCF)
Balance at beginning of year 91,266 221,887 97,203 200,947 76,490 198,277
Revisions of previous estimates (3,271) 2,898 2,958 (25,451 (408) (22,975)
Revisions due to price changes 492 25 50 (152) 2,020 2,660
Extensions and discoveries 1,575 61,158 1,059 68,408 2,326 51,819
Improved recovery™ 18,863 — 4,009 — — -
Production (7,044) (30,094) (6,896) (34,623) (6,874) (36,662)
Acquisition of minerals in place 429 5,304 838 14,541 23,383 9,360
Sales of minerals in place (1,023) (92,694) (7,955) (1,783) (734) (1,532)
Balance at end of year 101,287 168,484 91,266 221,887 97,203 200,947
Proved Developed Reserves:
Balance at beginning of year 53.804 144,750 62,398 142,812 54,722 169,897
Balance at end of year 55,998 94,57% 53,804 144,750 62,398 142,812

) Improved recovery additions result from the application of secondary recovery methods such as water—flooding or tertiary recovery methods such as CO, flooding.

STANDARDIZED MEASURE OF DISCOUNTED FUTURE NET CASH FLOWS
AND CHANGES THEREIN RELATING TO PROVED OIL AND NATURAL GAS RESERVES

The Standardized Measure of Discounted Future Net Cash Flows
and Changes Therein Relating to Proved Oil and Natural Gas Reserves
(“Standardized Measure”) does not purport to present the fair market
value of our oil and natural gas properties. An estimate of such value
should consider, among other factors, anticipated future prices of oil and
natural gas, the probability of recoveries in excess of existing proved
reserves, the value of probable reserves and acreage prospects, and perhaps
different discount rates. It should be noted that estimates of reserve
quantities, especially from new discoveries, are inherently imprecise and
subject to substantial revision.

Under the Standardized Measure, future cash inflows were estimated
by applying year-end prices to the estimated future production of year-end
proved reserves. The product prices used in calculating these reserves have

varied widely during the three-year period. These prices have a significant

impact on both the quantities and value of the proven reserves as the reduced
oil price causes wells to reach the end of their economic life much sooner
and can make certain proved undeveloped locations uneconomical, both
of which reduce the reserves. The following representative oil and natural
gas year-end prices were used in the Standardized Measure. These prices

were adjusted by field to arrive at the appropriate corporate net price.

DECEMBER 31,

2004 2003 2002
Oil (NYMEX) $43.45 $32.52 $31.20
Natural Gas (NYMEX Henry Hub) 6.15 6.19 4.79

Future cash inflows were reduced by estimated future production,
development and abandonment costs based on year-end costs to determine
pre-tax cash inflows. Future income taxes were computed by applying the

statutory tax rate to the excess of pre-tax cash inflows over our tax basis in
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 14. UNAUDITED QUARTERLY INFORMATION

DENBURY RESOURCES INC.

IN THOUSANDS, EXCEPT PER SHARE AMOUNTS MARCH 31 JUNE 30 SEPTEMBER 30 DECEMBER 31
2004
Revenues $ 97,748 $ 106,213 $ 88,029 $ 90,982
Expenses (¥ 64,710 77,277 61,886 57,123
Net income @ 22,304 19,389 18,274 22,481
Net income per share:

Basic 0.41 0.35 0.33 0.41

Diluted 0.4.0 0.34 0.32 0.39
Cash flow from operations 52,995 53,210 44,766 17,681
Cash flow provided by (used for) investing activities @' (68,111) (51,351) 69,046 (43,134)
Cash flow provided by (used for) financing activities @ 8,136 8.873 (84,035) 775
2003
Revenues $86,432 $ 84,188 $ 79,415 $ 82,979
Expenses @ 58,910 76,660 56,691 60,856
Income before accounting change 18,453 5,129 15,149 15,210
Net income ©® 21,065 5,129 15,149 15,210
Income per share before accounting change:

Basic 0.24 0.10 0.28 0.28

Diluted 0.33 0.09 .27 0.27
Net income per share:

Basic 0.39 0.10 0.28 0.28

Diluted 0.38 0.09 0.27 0.27
Cash flow from operations 35,509 60,542 49,789 51,775
Cash flow used for investing activities (18,139) (54,742) (35,495) (27,502)
Cash flow provided by (used for) financing activities 119,860 (147,622) (5,534) (28,193)

(1) The loss on settlement of ineffective hedges has been reclassified from Revenues to Expenses in this presentation. For the second quarter of 2004, $3.5 million loss was reclassified from Revenues fo Expenses.
For the third quarter of 2004, $4.8 million loss was reclassified from Revenues to Expenses.

(2) In July 2004, we sold Denbury Offshore, Inc. a subsidiary that held our o&mrcﬂm assets. We used $85 million of the proceeds to retire debt (see Note 2).

(3) Auction rate securities in the amount of $35.4 million at September 30, 2004, have been reclassified from cash and equivalent to short-term investments to conform to the December 31, 2004 presentation.
Accordingly, cash flow provided by inuvesting activities for the quarter ended September 30, 2004 has been adjusted to reflect this presentation.

(4) In the second quarter of 2003, we incurred a $17.6 million ($11.5 million net of income tax) loss on early retirement of debt (see Note 6.
(5) In the first quarter of 2003, we recognized a gain o,\,wm. 6 million for the cumulative effect adoption of SFAS No. 143, “Accounting for Asset Retirement Obligations” (see Note 4.).
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DENBURY RESOURCES INC.

PART I11

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE COMPANY

DIRECTORS OF THE COMPANY

Information as to the names, ages, positions and offices with
Denbury, terms of office, periods of service, business experience during
the past five years and certain other directorships held by each director
or person nominated to become a director of Denbury will be set forth
in the “Election of Directors” segment of the Proxy Statement (“Proxy
Statement”) for the Annual Meeting of Shareholders to be held May 11,
2005, ("Annual Meeting”) and is incorporated herein by reference.

ExecuTive OFFICERS OF THE COMPANY
Information concerning the executive officers of Denbury will be set
forth in the "Management” section of the Proxy Statement for the Annual

Meeting and is incorporated herein by reference.

SECTION 16(A) BENEFIGIAL OWNERSHIP REPORTING COMPLIANCE
Section 16(a) of the Securities Exchange Act of 1934 and the rules
thereunder require the Company's executive officers and directors, and
persons who beneficially own more than ten percent (10%) of a registered
class of the Company’s equity securities, to file reports of ownership and
changes in ownefship with the Securities and Exchange Commission and
exchanges and to furnish the Company with copies. Based solely on its
review of the copies of such forms received by it, or written representations
from such persons, the Company is not aware of any person who failed to

file any reports required by Section 16(a) to be filed for fiscal 2004.

Cope of ETHics

We have adopted a Code of Ethics for Senior Financial Officers and
Principal Executive Officer. This Code of Ethics, including any amendments
or waivers, is posted on our website at www.denbury.com.

ITEM 11. EXECUTIVE COMPENSATION

Information concerning remuneration received by Denbury’s executive
officers and directors will be presented under the caption “Statement of
Executive Compensation” in the Proxy Statement for the Annual Meeting

and is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT AND RELATED STOCKHOLDER MATTERS

Information as to Denbury’s common stock that may be issued under
our equity compensation plans, which plans have been approved by share-
holders, and the number of shares of Denbury’s common stock beneficially
owned as of March I, 2005, by each of its directors and nominees for
director, its five most highly compensated executive officers and its directors
and executive officers as a group will be presented under the captions
"Equity Gompensation Plan Information” and "Security Ownership of
Certain Beneficial Owners and Management” in the Proxy Statement for

the Annual Meeting and is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
Information on related transactions will be presented under the

caption “Compensation Committee Interlocks and Insider Participation”

and “Interests of Insiders in Material Transactions” in the Proxy Statement

for the Annual Meeting and is incorporated herein by reference.

ITEM 14, PRINCIPAL ACCOUNTANT FEES AND SERVICES

Information required to be presented on principal accountant fees and
services will be presented under the caption “Relationship with Independent
Accountants” in the Proxy Statement for the Annual Meeting and is

incorporated herein by reference.
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DENBURY RESOURCES INC.

EXHIBIT NO.  EXHIBIT

10{p)* ** Form of non-qualified stock option agreement that vests 25% per annum,
for grants to new employees and officers on their hire date pursuant to 2004
Omnibus Stock and Incentive Plan for Denbury Resources Inc.

HOA& * % Form of non-qualified stack option agreement that vests 100% four years
from the date of grant, for grants to employees, officers and directors pursuant
to 2004 Omnibus Stock and Incentive Plan for Denbury Resources Inc.

10(r)* ** Form of stock appreciation rights agreement that vests 25% per annum, for
grants to new employees and officers on their hire date pursuant to 2004
Omnibus Stock and Incentive Plan for Denbury Resources Inc.

10(s)* ** Form of stock appreciation rights agreement that vests 100% four years from
the date of grant, for grants to employees, officers and directors pursuant
to 2004 Omnibus Stock and Incentive Plan for Denbury Resources Inc.

16 Letter from Deloitte & Touche LLP to the Securities and Exchange Commission,
dated May 24, 2004, regarding change in certifying accountant, pursuant to
Item 304(a)(3) of Regulation S-K (filed as exhibit 16.1 of our Form 8-K/A
filed May 24, 2004).

21* List of Subsidiaries of Denbury Resources Inc.

23(a)* Consent of PricewaterhouseCoopers LLP.

23(b)* Consent of Deloitte & Touche LLP.

23(c)* Consent of DeGolyer and anZmﬁmrE:.

31{a)* Certification of Chief Executive Officer Pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

31(b)* Certification of Chief Financial Officer Pursuant to Section 302 of the
Sarbanes- Oxley Act of 2002.

32% Certification of Chief Executive Officer and Chief Financial Officer
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

99* The summary of DeGolyer and MacNaughton's Report as of December 31,

2004, on oil and gas reserves (SEC Case) dated March g, 2005.

*Filed herewith.

**Compensation arrangements.

Copies of the above exhibits not contained herein are available to any security holder upon

written request to the Secretary, Denbury Resources Inc., 5100 Tennyson Pkwy., Ste.
3000, Plano, Texas 75024.
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DENBURY RESOURCES INC.

EXHIBIT 31 (a)

CERTIFICATION UNDER SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

1, Gareth Roberts, certify that:

I.

1 have reviewed this report on Form 10-K of Denbury Resources Inc.
(the :ﬁmmmm:wsn:vw

Based on my knowledge, this report does not contain any untrue

statement of a material fact or omit to state a material fact necessary

to make the statements made, in light of the circumstances under

which such statements were made, not misleading with respect to the

period covered by this report; 5.

Based on my knowledge, the financial statements, and other financial
information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows
of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officers and I are responsible for
establishing and maintaining disclosure controls and procedurés

(as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢)) and internal
control over financial reporting (as defined in Exchange Act Rules

13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such
disclosure controls and procedures to be designed under our supervision,
to ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is

(d) Disclosed in this report any change in the registrant’s internal
control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual gvoﬁv that has materially affected, or is reasonably
likely to materially affect, the registrant’s internal control over financial
reporting; and

The registrant’s other certifying officers and I have disclosed, based
on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of
the registrant’s board of directors (or persons performing the
equivalent functions):

(a) All significant deficiencies and material weaknesses in the design
or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or
other employees who have a significant role in the registrant’s internal
control over financial reporting.

/s/ Gareth Roberts March 15, 2005

being prepared;

(b) Designed such internal control over financial reporting, or

caused such internal control over financial reporting to be designed
under our supervision, 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;

(c) Evaluated the effectiveness of the registrant’s disclosure controls
and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the
end of the period covered by this report based on such evaluation; and

PAGE 94
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Gareth Roberts
President and Chief Executive Officer
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