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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

The information discussed in this annual report on Form 10-K includes “forward-looking statements” within the
meaning of Section 27A of the Securities Act of 1933 (the “Securities Act”) and Section 21E of the Securities Exchange Act
of 1934 (the “Exchange Act”). All statements, other than statements of historical facts, included herein concerning, among
other things, planned capital expenditures, increases in oil and gas production, the number of anticipated wells to be drilled or
completed after the date hereof, future cash flows and borrowings, pursuit of potential acquisition opportunities, our financial
position, business strategy and other plans and objectives for future operations, are forward-looking statements. These
forward-looking statements are identified by their use of terms and phrases such as “may,” “expect,” “estimate,” “project,”
“plan,” “believe,” “intend,” “achievable,” “anticipate,” “will,” “continue,” “potential,” “should,” “could,” and similar terms and
phrases. Although we believe that the expectations reflected in these forward-looking statements are reasonable, they do
involve certain assumptions, risks and uncertainties. Our results could differ materially from those anticipated in these
forward-looking statements as a result of certain factors, including, among others:

” i

«  capital requirements and uncertainty of obtaining additional funding on terms acceptable to us;
«  unsuccessful drilling and completion activities and the possibility of resulting write-downs;

«  price volatility of oil and natural gas prices, and the effect that lower prices may have on our net income and
stockholders' equity;

«  adecline in oil or natural gas production, and the impact of general economic conditions on the demand for oil
and natural gas and the availability of capital;

«  geographical concentration of our operations;
«  constraints on us as a result of our substantial indebtedness, including restrictions imposed on us under the
terms of our credit facility agreement and Senior Notes (defined below), and our ability to generate sufficient

cash flows to repay our debt obligations;

«  our ability to meet our proposed drilling schedule and to successfully drill wells that produce oil or natural gas
in commercially viable quantities;

«  financial losses and reduced earnings related to our commodity derivative agreements, and failure to produce
enough oil to satisfy our commodity derivative agreements;

* our history of losses;

«  adverse variations from estimates of reserves, production, production prices and expenditure requirements, and
our inability to replace our reserves through exploration and development activities;

«  incorrect estimates associated with properties we acquire relating to estimated proved reserves, the presence or
recoverability of estimated oil and natural gas reserves and the actual future production rates and associated
costs of such acquired properties;

« hazardous, risky drilling operations and adverse weather and environmental conditions;

+ limited control over non-operated properties;

e reliance on limited number of customers;

+ title defects to our properties and inability to retain our leases;

«  our ability to successfully develop our large inventory of undeveloped operated and non-operated acreage;

«  our ability to retain key members of our senior management and key technical employees;



*  constraints in the Williston Basin with respect to gathering, transportation and processing facilities and
marketing;

¢ federal, state and tribal regulations and laws;
*  risks relating to managing our growth, particularly in connection with the integration of significant acquisitions;

¢ impact of environmental, health and safety, and other governmental regulations, and of current or pending
legislation;

* developments in the global economy;

* changes in tax laws;

+ effects of competition;

» effect of seasonal factors;

¢ lack of availability of drilling rigs, equipment, supplies, insurance, personnel and oil field services; and

*  further sales or issuances of common stock and price volatility of our common stock.

Finally, our future results will depend upon various other risks and uncertainties, including, but not limited to, those
detailed in the section entitled “Risk Factors” included elsewhere in this annual report. All forward-looking statements
attributable to us or persons acting on our behalf are expressly qualified in their entirety by the cautionary statements in this
section and elsewhere in this annual report. Other than as required under securities laws, we do not assume a duty to update

these forward-looking statements, whether as a result of new information, subsequent events or circumstances, changes in
expectations or otherwise.



PARTI
ITEMS 1 AND 2. BUSINESS AND PROPERTIES

Company Overview

Kodiak Oil & Gas Corp. (“Kodiak,” “we” or the “Company”) is an independent energy company focused on the
exploration, exploitation, acquisition and production of crude oil and natural gas in the United States. We have developed an
oil and natural gas asset base of proved reserves, as well as a portfolio of development and exploratory drilling opportunities
on high-potential prospects. Our oil and natural gas reserves and operations are concentrated in the Williston Basin of North
Dakota. We intend to continue to expand our asset base by drilling and completing wells within our current lands as well as
evaluating and investing in acquisitions.

The following table summarizes our estimated proved reserves by category as of December 31, 2012, their
corresponding pre-tax PV-10 values and our total standardized measure of discounted future net cash flows as of December
31,2012:

Net
Net Net Remaining
Remaining Remaining il Pre-Tax PV-10
Gross 0il Gas Equivalent (1) (in
Wells Net Wells (MBbls) (MMcf) (MBOE) millions)
Proved Developed Producing
Bakken/TFS 257 117.8 36,029.8 41,476.0 429424 $ 1,360.2
Other Fields 13 3.1 128.2 394.3 193.9 4.1
Total Proved Developed 270 120.9 36,158.0 41,870.3 43,136.3 1,364.3
Proved Undeveloped
Bakken/TFS 193 113.8 44,771.8 41,2533 51,6474 § 554.8
Other Fields — — — — — —
Total Proved Undeveloped 193 113.8 44,771.8 41,253.3 51,647.4 554.8
Total Proved Reserves 463 234.7 80,929.8 83,123.6 94,783.7 §$ 1,919.1
Discounted Future Income Taxes (310.6)
Standardized Measure of Discounted
Future Net Cash Flows §__1_,_62§_5_
(1) The pre-tax present value of future net cash flows, or PV-10, is a non-GAAP measure because it excludes income tax

effects. Management believes that pre-tax cash flow amounts are useful for evaluative purposes since future income
taxes, which are affected by a Company’s unique tax position and strategies, can make after-tax amounts less
comparable. We derive PV-10 based on the present value of estimated future revenues to be generated from the
production of proved reserves, net of estimated production and future development costs and future plugging and
abandonment costs, using the twelve-month arithmetic average of the first of the month prices without giving effect
to hedging activities or future escalation, costs as of the date of estimate without future escalation, non-property
related expenses such as general and administrative expenses, debt service and depreciation, depletion, amortization
and impairment and income taxes, and discounted using an annual discount rate of 10%.



As of December 31 2012, we had approximately 164,700 net acres under lease, of which approximately 154,400 net
acres were in the Bakken oil play in the Williston Basin of North Dakota and Montana, as summarized in the following table:

Total Acreage
Gross Net
Williston Basin
North Dakota 222,693 151,895
Montana 5,464 2,489
228,157 154,384
Green River Basin
Wyoming 24,056 5,984
Colorado 11,002 4,319
35,058 10,303
Acreage Totals 263,215 164,687

Since 2010, we have increased our average daily oil and natural gas sales volumes significantly from 1,259 to 14,356
BOE/d as summarized in the following table.

For the Years Ended December 31,

2012 2011 2010

Sales Volume (Total):

Oil (MBbls) 4,704.1 1,344.5 4323
Gas (MMcf) 3,302.0 522.7 162.9
Sales volumes (MBOE) 5,254.4 1,431.6 459.5
Average Daily Sales

Oil (Bbls) 12,853 3,684 1,184
Gas (Mcf) 9,022 1,432 446
Sales volumes (BOE) 14,356 3,922 1,259

In 2012, we incurred total capital costs of approximately $1.5 billion, including $636.7 million related to our January
2012 Acquisition (as defined below). Our drilling and completion capital expenditures in 2012 totaled $810.4 million for the
drilling of 70.7 net wells and completion of 62.6 net wells, compared to our budgeted expenditures of $738.0 million. Our
expenditures related to our operated properties were $664.5 million, compared to the budgeted amount of $618.0 million,
while our expenditures related to non-operated were $145.9 million, compared to the budgeted amount of $120.0 million. In
2012, we exceeded our capital budget by $72.4 million primarily as a result of increased drilling due to drilling efficiencies
gained in our operations, higher than expected capital expenditures in our non-operated properties and favorable weather
conditions allowing for more activity than was originally planned.

Our capital expenditures budget for 2013 is $775.0 million which is expected to fund the drilling of 75.0 net wells,
the installation of related midstream infrastructure and leasehold acquisitions. This budget anticipates spending $600.0 million
operating six to seven drilling rigs, and we expect to drill and complete 61.0 net operated wells. Also included in the 2013
budget is $140.0 million allocated to non-operated capital expenditures where we expect to participate in the drilling and
completion of 14.0 net non-operated wells. We expect to fund our 2013 capital program through existing cash on hand, our
expected cash flows from operations, and.our borrowing capacity expected to be available under our credit facility.

For the full year 2013, we project oil and gas sales volumes to average between 29,000 to 31,000 BOE/d, based upon
the activities contemplated under our 2013 CAPEX budget, as discussed above. This production level would represent over
100% growth in sales volumes as compared to 2012. The projected exit rate for 2013 sales volumes is expected to range from
38,000 to 40,000 BOE/d.

The Company was incorporated on March 17, 1972 in the Province of British Columbia, Canada, under the name
“Pacific Talc Ltd.” pursuant to the Company Act (British Columbia). On November 12, 1998, the name of the Company was
changed to “Columbia Copper Company Ltd.” On September 28, 2001, the Company was continued from British Columbia to
the Yukon Territory and the name of the Company was changed to “Kodiak Oil & Gas Corp.” On September 23, 2003, we
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incorporated a wholly-owned subsidiary, Kodiak Oil & Gas (USA) Inc. in Colorado. Kodiak Oil & Gas (USA) Inc. was
formed to hold all of our US oil and gas properties located in the United States.

For a summary of Kodiak’s financial information, including revenues from external customers, information on net
income and loss, long-lived assets, and total assets, see “Item 6. Selected Financial Data” and “Item 8. Financial Statements
and Supplementary Data.”

Our Strategy

Our business strategy is to create value for our stakeholders by growing reserves, production volumes and cash flow
utilizing advanced development, drilling and completion technologies to systematically explore for, develop and produce oil
and natural gas reserves, and evaluate strategic acquisitions. Key elements of our business strategy include:

Focus on Developing our Williston Basin Leasehold Position. We intend to continue developing our acreage position
in the Williston Basin in order to enhance the value of its resource potential. Due to the continued favorable results from our
producing wells and current commodity prices, we intend to concentrate all of our 2013 capital expenditures in the Williston
Basin. We believe that our experience in the application of advanced drilling and completion techniques, our access to drilling
rigs and oil field services, our contiguous acreage positions, along with the high working interests that we maintain in our
properties provide us with a competitive advantage in developing our approximately 154,400 net acres that are prospective for
the Middle Bakken and Three Forks ("TFS") formations.

Leverage our Experience in the Williston Basin. We continue to develop expertise in drilling and completion
technologies in horizontal drilling and multi-stage isolated fracture stimulations. We continue to refine our drilling and
completion techniques, as well as monitor the results of other operators, in an effort to enhance well performance and the
associated estimated ultimate recoveries and rates of return.

Retain Operational Control and Significant Working Interest. We typically seek to maintain operational control of
our development and drilling activities. As operator, we retain more control over the timing, selection and process of drilling
prospects, and completion design, which enhances our ability to maximize our return on invested capital and gives us greater
control over the timing, allocation and amounts of our capital expenditures. Retaining operational control also gives us the
ability to control the financing, construction and operation of infrastructure related to our production operations.

Evaluate Acquisitions in the Williston Basin. We will continue to evaluate strategic acquisitions in the Williston
Basin. Through our acquisitions, we have captured economies of scale that allow us to obtain services in a timely manner in
the current highly competitive environment.

Maintain Financial Flexibility. Our goal is to remain financially strong, yet flexible, through the prudent
management of our balance sheet and appropriate management of commodity price volatility. Our strategy to retain
operational control provides for financial flexibility and allows us to manage the timing of a substantial portion of our capital
expenditure program.

Our Competitive Strengths
We believe we possess a range of competitive strengths, including:

Substantial Leasehold Position in the Core of the Williston Basin. As of December 31, 2012, we hold approximately
154,400 net leasehold acres in the Williston Basin. Our concentrated acreage position is prospective for the Middle Bakken
and TFS formations. We believe the results of our active drilling program and drilling activity by other exploration and
production companies have significantly improved the risk profile of our concentrated acreage position.

Oil-Weighted Production and Reserves. As of December 31, 2012, approximately 85% of our 94.8 MMBOE net
proved reserves are comprised of oil, with a vast majority of all of the gas reserves coming from associated gas.
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We continue to make improvements in the volumes of gas delivered to sales. However, these volumes continue to be
limited by insufficient plant capacity. Plant capacity is necessary to process the gas and strip out the high liquids content. As
the capacity of natural gas pipelines and related processing facilities continues to increase, we expect to be able to capture
additional revenue generated from the sale of associated natural gas and eliminate any significant flaring of gas.

Additionally, in 2012, we drilled and began operating four water disposal wells, and we expect to drill and complete
four additional water disposal wells in 2013. These disposal wells, in combination with planned water gathering systems,
should allow us to reduce operating costs as we eliminate trucking costs and avoid third party disposal costs.

Our Oil and Gas Reserves

As of December 31, 2012, we had estimated proved reserves of 80.9 MMBbls of oil and 83.1 Bef of natural gas with
a present value discounted at 10% of $1.9 billion based on pricing described below, before income tax effect, or $1.6 billion
after the effect of income taxes (Refer to Item 7 under the heading PV-10 of this Annual Report for further discussion
regarding the use of this Non-GAAP measure). This is an increase of 127% over our 2011 crude oil reserves and 225% over
our 2011 natural gas reserves. Our reserves are comprised of 85% crude oil and 15% natural gas on an energy equivalent basis.

All of our reserves are located within the continental United States with 99.8% in the Williston Basin in North
Dakota and Montana. Netherland Sewell & Associates, Inc. (“NSAI”), our independent petroleum engineering consulting
firm, prepared our estimated reserves as of December 31, 2012, 2011 and 2010. Reserve estimates are inherently imprecise
and remain subject to revisions based on production history, results of additional exploration and development drilling, results
of secondary and tertiary recovery applications, prevailing oil and natural gas prices, and other factors. You should read the
notes following the table below and the information following the notes to our audited financial statements for the years ended
December 31, 2012 and 2011 included in this Annual Report in conjunction with the following reserve estimates:

As of December 31,

2012 (2) 2011 (3)
Proved Developed Oil Reserves (MBbls) 36,158.0 13,178.8
Proved Undeveloped Oil Reserves (MBbls) 44,771.8 22,396.7
Total Proved Oil Reserves (MBbls) ’ 80,929.8 35,575.5
Proved Developed Gas Reserves (MMcf) 41,870.3 8,956.8
Proved Undeveloped Gas Reserves (MMcf) 41,253.3 16,582.4
Total Proved Gas Reserves (MMcf) 83,123.6 25,539.2
Total Proved Oil Equivalents (MBOE)(1) ' 94,783.7 39,832.1
Present Value of Estimated Future Net Revenues After Income

Taxes, Discounted at 10%(4) (In thousands) $ 1,608,527 $ 659,975

1) We converted MMcf to MBOE at a ratio of six Mcf to one barrel of oil.

) The values for the 2012 oil and gas reserves are based on the 12 month arithmetic average first of month
price January through December 31, 2012 crude oil price of $94.68 per barrel (West Texas Intermediate
price) and natural gas price of $2.58 per MMBtu (Questar Rocky Mountains price) or $2.77 per MMBtu
(Northern Ventura price). All prices are then further adjusted for transportation, quality and basis
differentials. The average resulting price used as of December 31, 2012 was $82.84 per barrel of oil and
$5.73 per Mcf for natural gas.

3 The values for the 2011 oil and gas reserves are based on the 12 month arithmetic average first of month
price January through December 31, 2011 crude oil price of $95.99 per barrel (West Texas Intermediate
price) and natural gas price of $3.94 per MMBtu (Questar Rocky Mountains price) or $4.17 per MMBtu
(Northern Ventura price). All prices are then further adjusted for transportation, quality and basis
differentials. The average resulting price used as of December 31, 2011 was $88.40 per barrel of oil and
$5.50 per Mcf for natural gas.

“ The Present Value of Estimated Future Net Revenues After Income Taxes, Discounted at 10%, is
referred to as the “Standardized Measure.” There is a $310.6 million tax effect in 2012 and a
$190.7 million tax effect in 2011. For more information, please refer to Note 15—Supplemental Oil and
Gas Reserve Information (Unaudited) under Item 8 in this Annual Report .



The table below summarizes our 2012 reserves by field, operating area and categorization as of December 31, 2012,

along with the remaining estimated reserves:

Net Net Percent of
Remaining Remaining  Net Remaining total
Gross Oil Gas Oil Equivalent Proved
Wells Net Wells (MBbls) (MMcf) (MBOE) Reserves

Proved Developed Producing
Dunn County 75 38.1 13,120.5 10,505.4 14,871.4 15.7%
Smokey/Koala 77 37.2 12,304.0 17,024.1 15,141.3 16.0%
Polar 84 335 9,771.3 13,032.4 11,943.4 12.6%
Other 21 9.0 834.0 914.1 986.3 1.0%
Bakken/TFS 257 117.8 36,029.8 41,476 429424 45.3%
Other Fields 13 3.1 128.2 394.3 193.9 0.2%
Total Proved Developed 270 120.9 36,158.0 41,870.3 43,136.3 45.5%

Proved Undeveloped

Dunn County 69 39.6 15,565.8 11,793.1 17,5313 18.5%
Smokey/Koala 56 36.1 13,688.4 15,561.0 16,281.9 17.2%
Polar 62 343 14,484.5 13,436.4 16,723.9 17.6%
Other 6 3.8 1,033.1 462.8 1,110.3 1.2%
Bakken/TFS 193 113.8 44,771.8 41,2533 51,647.4 54.5%
Other Fields — — — — — —%
Total Proved Undeveloped 193 113.8 44,771.8 41,253.3 51,647.4 54.5%
—%
Total Proved Reserves 463 234.7 80,929.8 83,123.6 94,783.7 100.0%

The increase in our total proved reserves in 2012 in
completion activity on Bakken properties and our January 201

the amount of 54,951.6 MBOE is a result of our drilling and
2 Acquisition. We drilled a total of 146 gross (70.7 net) wells

and completed 124 gross (62.6) net wells, thereby incurring a net total of $810.4 million in capital expenditures for these
operations. Included in the 146 gross wells drilled were 77 gross (13.6 net) wells drilled by third parties in which we have

non-operated interests. In addition, we acquired 70

January 2012 Acquisition.

gross (41.7 net) wells and 11,891.3 MBOE of proved reserves through our

Largely as a result of our drilling program that evaluated both the Middle Bakken and Three Forks formations and

our January 2012 Acquisition, we increased the

number of proved undeveloped (PUD) locations from 93 (57.1 net) at year-

end 2011 to 193 (113.8 net) at year-end 2012. These PUD locations offset our existing producing wells or are in DSU's that

offset producing wells.

Our total PUD reserves as of December 31, 2012 were 51.6 MMBOE, which represents 54.5% of our total proved

reserves as compared to 25.2 MMBOE or 63% of our total proved reserve
reserves were attributed to 93 gross locations. Of these 93 gross locations,
on production during 2012 through expenditures of $397.5 million, 45 locations remain

s at December 31, 2011. At year-end 2011, PUD
47 gross wells were drilled, completed and placed
undrilled but are in various stages of

preparation and permit acquisition and are expected to be drilled over the next year, and one is no longer classified as proved.
No PUD locations have been classified as such for more than three years.



Controls Over Reserve Report Preparation, Technical Qualifications and Technologies Used

Our year-end reserve report was prepared by NSAI based upon a review of property interests being appraised,
production from such properties, current costs of operation and development, current prices for production, agreements
relating to current and future operations and sale of production, geoscience and engineering data, and other information we
provided to them. To ensure accuracy and completeness of the data prior to submission to NSAI, the information we provide is
reviewed by the following persons with the following qualifications:

*  Senior Reservoir Engineer, Wally O’Connell: Mr. O'Connell, a Registered Professional Engineer, is our Reserves
Manager and has over 35 years of experience in the oil and gas industry in the areas of engineering and reserves
management. He has worked for us since 2007 in the role of Reserves Manager. Prior to such time, he served as
Exploitation Manager-Wattenberg Area for both Anadarko Petroleum Corporation from 2006 to 2007 and Kerr-
McGee Rocky Mountain Corporation from 1998 to 2006. Prior to such time, he served in a variety of lead
reservoir and petroleum engineering positions at various companies, including Questa Engineering Corporation,
Whiting Petroleum Corporation and Nicor Exploration Company. He received a Bachelor of Science in
Petroleum Engineering from Montana College of Mineral Science and Technology in 1972.

*  Executive Vice President of Operations, Russell Branting: Dr. Branting has served as our Operations Manager
since June 2007. He has more than 20 years of experience focused throughout the Rocky Mountain region. He
has served in various positions in petroleum engineering and operations with Western Gas Resources, Inc., Tesco
Underbalanced Drilling Services, Chevron USA, Inc., and Snyder Oil Corporation. He was most recently the
Rocky Mountain Drilling Engineering Manager for Anadarko Petroleum Corp., where he was responsible for
managing all operations ongoing in the Greater Green River Business Unit, deep Powder River Basin Business
Unit and Exploration team. Dr. Branting earned his Ph. D. in Petroleum Engineering from the University of
Wyoming in 1993,

¢ Chief Operating Officer, James Catlin: Mr. Catlin has over 30 years of geologic experience, primarily in the
Rocky Mountain region. He has served as a director of the Company since February 2001 and Chief Operating
Officer since June 2006. Mr. Catlin was an owner of CP Resources LLC, an independent oil and natural gas
company, from 1986 to 2001. Mr. Catlin was a founder of Deca Energy and served as its Vice-President from
1980 to 1986. He worked as a district geologist for Petroleum Inc. and Fuelco prior to such time. He received
Bachelor of Atts and Masters degrees in Geology from the University of Northern Illinois in 1973.

*  President and Chief Executive Officer, Lynn Peterson: Mr. Peterson has approximately 30 years of experience in
the oil and gas industry. He has served as a director of the Company since November 2001 and President and
Chief Executive Officer since July 2002. He was an owner of CP Resources, LLC, an independent oil and natural
gas company, from 1986 to 2001. Mr. Peterson served as Treasurer of Deca Energy from 1981 to 1986.

Mr. Peterson was employed by Ernst and Whinney as a certified public accountant prior to this time. He received
a Bachelor of Science in Accounting from the University of Northern Colorado in 1975.

The reserves estimates shown herein have been independently evaluated by Netherland, Sewell & Associates, Inc., a
worldwide leader of petroleum property analysis for industry and financial organizations and government agencies. NSAI was
founded in 1961 and performs consulting petroleum engineering services under Texas Board of Professional Engineers
Registration No. F-2699. Within NSAL, the technical persons primarily responsible for preparing the estimates set forth in the
NSAI reserves report incorporated herein are Mr. Dan Paul Smith and Mr. John Hattner. Mr. Smith has been practicing
consulting petroleum engineering at NSAI since 1980. Mr. Smith is a Licensed Professional Engineer in the State of Texas
(License No. 49093) and has over 30 years of practical experience in petroleum engineering and in the estimation and
evaluation of reserves. He graduated from Mississippi State University in 1973 with a Bachelor of Science Degree in
Petroleum Engineering. Mr. Hattner has been practicing consulting petroleum geology at NSAI since 1991. Mr. Hattner is a
Licensed Professional Geoscientist in the State of Texas, Geology, (License No. 559) and has over 30 years of practical
experience in petroleum geosciences, with over 20 years experience in the estimation and evaluation of reserves. He
graduated from University of Miami, Florida, in 1976 with a Bachelor of Science Degree in Geology; from Florida State
University in 1980 with a Master of Science Degree in Geological Oceanography; and from Saint Mary's College of California
in 1989 with a Master of Business Administration Degree. Both technical principals meet or exceed the education, training,
and experience requirements set forth in the Standards Pertaining to the Estimating and Auditing of Oil and Gas Reserves
Information promulgated by the Society of Petroleum Engineers; both are proficient in judiciously applying industry standard
practices to engineering and geoscience evaluations as well as applying SEC and other industry reserves definitions and
guidelines.
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A variety of methodologies are used to determine our proved reserve estimates. The principal methodologies
employed are decline curve analysis, advance production type curve matching, petro-physics/log analysis and analogy. Some
combination of these methods was used to determine reserve estimates in substantially all of our fields.

For more information regarding our oil and gas reserves, please refer to Note I 5—Supplemental Oil and Gas Reserve
Information (Unaudited), under in Item 8 in this Annual Report.

Our Drilling Activity

The following table sets forth the number and type of wells that we completed during the years ended December 31,
2012, 2011 and 2010. All of our drilling activities are conducted on a contract basis by independent drilling contractors. We
do not own any drilling equipment.

2012 2011 2010
Gross Net Gross Net Gross Net

Development wells, completed as:

Oil wells 121 62.3 35 15.4 14 5.7

Gas wells 3 0.3 1 0.1 — —

Non-Productive(1) _ — — —_ — —
Exploratory wells, completed as:

Oil wells —_ — _ — 2 0.8

Gas wells — _ _ _ _ —

Non-Productive(1) — — —_ — — _—
Total 124 62.6 36 15.5 16 6.5

) A non-productive well (also known as a dry hole) is a well found to be incapable of producing either oil or natural

gas in sufficient quantities to justify completion as an oil or natural gas well.

During 2012, we participated in drilling 146 gross (70.7 net) wells and we completed 124 gross (62.6 net) as
producers. This compares to 47 gross (24.6 net) wells drilled and 36 gross (15.5 net) wells completed in 2011. As of
December 31, 2012, we had 68 gross (39.5 net) wells in progress, none of which were classified as such at December 31,
2011. Of these, 34 gross wells (15.5 net) were drilled and have either been scheduled for completion during early 2013 or are
part of multi-well pads that are expected to be completed after all the wells have been drilled on each shared pad. This
includes 18 gross (14.0 net) operated wells.

Productive Wells

As part of our corporate strategy, we seek to operate our wells where possible and to maintain a high level of
participation in our wells by investing our own capital in drilling operations. The following table summarizes our productive
wells as of December 2012, all of which are located in the Rocky Mountain region of the United States. Productive wells are
wells that are producing or capable of producing, including shut-in wells.

Operated Non-operated Total
Gross Net Gross Net Gross Net
Williston Basin
Oil and associated gas wells 139 103.5 129 18.4 268 1219
Wyoming/Colorado
Gas wells — — 10 1.4 10 1.4
Total 139 103.5 139 19.8 278 123.3

———— S—————— E——— TS  SESSSTREES
—————— —————
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Our Leasehold

As of December 31, 2012, we had several hundred lease agreements representing approximately 263,200 gross and
164,700 net acres. '

In the Williston Basin of North Dakota and Montana, as of December 31, 2012, we owned an interest in
approximately 228,200 gross acres and 154,400 net acres. The majority of our Williston Basin leaseholds (approximately
121,400 net acres) is held primarily under fee and federal leases. These leases typically carry a primary term of 3 to 10 years
with landowner royalties of approximately 12.5% to 20.0%. In most cases, we obtain “paid up” fee leases, which do not
require annual delay rentals. The federal lands require annual delay rentals of $1.50 to $2.00 per net acre.

Our remaining Williston Basin leaseholds of approximately 33,000 net acres, in Dunn County, North Dakota is
entirely encompassed by the Fort Berthold Indian Reservation which is held in trust and administered by the Bureau of Indian
Affairs (BIA) on behalf of the individual members of the Hidatsa, Mandan and Arikara tribes, collectively known as the Three
Affiliated Tribes. Typically these lands are acquired through private negotiations with the individual land owners and the
Three Affiliated Tribes and have a primary lease term of five years. In most cases we have one to three years remaining on the
primary term of these leases. Approximately 30% of these lands are encompassed within federal operating units approved by
the Bureau of Land Management (“BLM”) that allow for the orderly exploration and development. The land owner typically
retains an 18% landowner royalty. In most cases, these lands require an annual delay rental of $2.50 per net acre.

In the Green River Basin, we own approximately 35,100 gross acres and 10,300 net acres. The majority of our
acreage in Wyoming and Colorado is located on federal lands administered by BLM. Typically these lands are acquired
through a public auction and have a primary lease term of ten years. The U.S. Department of the Interior normally retains a
12.5% royalty interest in these lands. Most of our lands in this area are encompassed within federal operating units approved
by the BLM that allow for the orderly exploration and development of the federal lands. In most cases, these federal lands
require an annual delay rental of $1.50 per net acre.

The following table sets forth our gross and net acres of developed and undeveloped oil and natural gas leases as of
December 31, 2012:

Undeveloped Developed
Acregge(l) Acreage(z) Total Acreage
Gross Net Gross Net Gross Net
Williston Basin
North Dakota 95,433 66,460 127,260 85435 222,693 151,895
Montana - - 5,464 2,489 5,464 2,489

95,433 66,460 132,724 87,924 228,157 154,384

Green River Basin

Wyoming 14,940 4,159 9,116 1,825 24,056 5,984
Colorado 8,028 3,067 2,974 1,252 11,002 4,319
22,968 7,226 12,090 3,077 35,058 10,303
Acreage Totals 118,401 73,686 144,814 91,001 263,215 164,687
e RS e I il h
) Undeveloped acreage is lease acreage on which wells have not been drilled or completed to a point that would permit
the production of commercial quantities of oil and natural gas regardless of whether such acreage includes proved
reserves.
2) Developed acreage is the number of acres that are allocated or assignable to producing wells or wells capable of
production.

We believe we have satisfactory title, in all material respects, to substantially all of our producing properties in
accordance with standards generally accepted in the oil and natural gas industry. Substantially all of our proved oil and natural
gas properties are pledged as collateral for borrowings under our credit facility.
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Substantially all of the leases summarized in the preceding table will expire at the end of their respective primary
terms unless (i) we have obtained production from the acreage subject to the lease prior to the end of the primary term, in
which event the lease will remain in effect until the cessation of production; or (ii) the existing lease is renewed,; or (iii) it is
contained within a Federal unit. Based on our current drilling plans we do not expect to lose any material acreage through
expiration. The following table sets forth the gross and net acres of undeveloped land subject to leases that will expire during

the current year and the following three years and have no options for renewal or are not inctuded in Federal units:

Expiring Acreage

Year Ending Gross Net
December 31, 2013 14,380 11,899
December 31, 2014 34,663 22,125
December 31, 2015 12,835 7,208
Total 61,878 41,232
W _________J

Crude Oil and Natural Gas Market and Major Customers

The principal products produced by us are crude oil and natural gas. These products are marketed and sold primarily
to purchasers that have access to nearby pipeline facilities, refineries or other markets. Typically, both crude oil and natural
gas are sold at the wellhead under contracts at negotiated prices based upon factors normally considered in the industry such as
distance from well to pipeline, pressure, and quality. We currently have no long- term fixed-price physical delivery contracts
in place.

~ Commensurate with our growth in oil production, we have diversified our oil purchasers. The sales of our crude oil
are to third-party marketing companies and a regional pipeline entity that also sells to these and other marketing companies.
During the year ended December 31, 2012, we had sales to three purchasers that exceeded 10% of our total oil and gas
revenue, whereby such purchasers purchased 27%, 17% and 16%, respectively, of our total oil and gas revenue. Although a
substantial portion of our production is purchased by these customers, we do not believe the loss of any one customer would
have a material adverse effect on our business as other customers would be accessible to us.

Our results of operations and financial condition are significantly affected by oil and natural gas commodity prices,
which can fluctuate dramatically. The market for oil and natural gas is beyond our control and prices are difficult to predict.
We currently use financial hedges to limit our overall exposure to fluctuations in oil prices but the hedging arrangements may
also reduce our potential cash flows by limiting our exposure to commodity price increases. Our hedges are intended to
mitigate the risk of a reduction in cash flows that may affect our ability to meet our obligations and capital expenditure budget
while at the same time ensuring an acceptable rate of return on our investments. Our total volumes that can be hedged are

limited under our credit facility to 85% to 90% of our forecasted production from our proved oil and gas reserves.

Because we do not currently have firm capacity on pipelines or rail loading facilities that take oil and gas out of the
Williston Basin, we will continue to be affected by changes in the price received locally versus prices at quoted market
centers, including West Texas Intermediate (WTT). This differential can vary widely because of changes in supply and demand
locally and at the market centers as well as the utilization of transportation capacity between these points. During 2012, we
experienced differentials ranging from $3.30 per barrel to $19.62 per barrel. We are not currently able to hedge this
differential using financial instruments, which reduces the effectiveness of our hedges that are based on WTI prices.

Competition

The oil and gas industry is intensely competitive, particularly with respect to the acquisition of prospective oil and
natural gas properties and oil and natural gas reserves. Our ability to effectively compete 1s dependent on our geological,
geophysical and engineering expertise, and our financial resources. We must compete against a substantial number of major
and independent oil and natural gas companies that have larger technical staffs and greater financial and operational resources
than we do. Many of these companies not only engage in the acquisition, exploration, development and production of oil and
natural gas reserves, but also have refining operations, market refined products and generate electricity. We also compete with
other oil and natural gas companies to secure drilling rigs and other equipment necessary for drilling and completion of wells.
As crude oil and natural gas prices decline, access to additional drilling equipment and completion services becomes more
available. Conversely, as commodity prices increase, drilling equipment, may be in short supply from time to time.

Seasonality

Winter weather conditions and lease stipulations can limit or temporarily halt our drilling and producing activities
and other oil and natural gas operations. These constraints and the resulting shortages or high costs could delay or temporarily
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halt our operations and materially increase our operating and capital costs. Such seasonal anomalies can also pose challenges
for meeting our well drilling objectives and may increase competition for equipment, supplies and personnel during the spring
and summer months, which could lead to shortages and increase costs or delay or temporarily halt our operations.

Governmental Regulations and Environmental Laws
Regulation of Oil and Gas Operations

Our oil and natural gas exploration, production and related operations are subject to extensive laws and regulations
promulgated by federal, state, tribal and local authorities and agencies. These laws and regulations often require permits for
drilling operations, drilling bonds and reports concerning operations, and impose other requirements relating to the exploration
for and production of oil and natural gas. Many of the laws and regulations govern the location of wells, the method of drilling
and casing wells, the plugging and abandoning of wells, the restoration of properties upon which wells are drilled, temporary
storage tank operations, air emissions from flaring, compression, the construction and use of access roads, sour gas
management and the disposal of fluids used in connection with operations.

Our operations are also subject to various conservation laws and regulations. These laws and regulations govern the
size of drilling and spacing units or proration units, the density of wells that may be drilled in oil and natural gas properties
and the unitization or pooling of oil and natural gas properties. In this regard, some states allow the forced pooling or
integration of lands and leases to facilitate exploration while other states rely primarily or exclusively on voluntary pooling of
lands and leases. In areas where pooling is primarily or exclusively voluntary, it may be more difficult to form units and
therefore more difficult to develop a project if the operator owns less than 100% of the leasehold. In addition, state
conservation laws establish maximum rates of production from oil and natural gas wells, generally prohibit the venting or
flaring of natural gas, and impose specified requirements regarding the ratability of production. On some occasions, tribal and
local authorities have imposed moratorium or other restrictions on exploration and production activities that must be addressed
before such activities can proceed.

The failure to comply with any such laws and regulations can result in substantial penalties. In addition, the effect of
all these laws and regulations may limit the amount of oil and natural gas we can produce from our wells and may limit the
number of wells or the locations at which we can drill. Although we believe we are in substantial compliance with current
applicable laws and regulations relating to our oil and gas operations, we are unable to predict the future cost or impact of
complying with such laws and regulations because such laws and regulations are frequently amended or reinterpreted. The
increasing regulatory burden on the oil and natural gas industry will most likely increase our cost of doing business and may
affect our profitability, which could have a material adverse effect on our business, financial condition and results of
operations.

Environmental Regulation

Our operations and properties are subject to extensive and changing federal, state, tribal and local laws and
regulations relating to protection of the environment, wildlife protection, historic preservation, and health and safety. The
recent trend in environmental legislation and regulation is generally toward stricter standards, and we expect that this trend
will continue. Among other things, these laws and regulations:

*  require the acquisition of permits or other authorizations before construction, drilling and certain other activities;

*  require environmental reviews and assessments of proposed actions prior to the issuance of permits or the
granting of governmental approvals;

*  limit or prohibit construction, drilling and other activities on specified lands within wilderness and other
protected areas; and

*  impose substantial liabilities for pollution resulting from our operations.

The various environmental permits required for our operations may be subject to revocation, modification and
renewal by issuing authorities. Governmental authorities have the power to enforce their regulations, and violations are subject
to fines or injunctions, or both. We believe that we are in substantial compliance with current applicable environmental laws
and regulations, and have no material commitments for capital expenditures to comply with existing environmental
requirements. Nevertheless, changes in existing environmental laws and regulations or interpretations thereof could have a
significant impact on us, as well as the oil and natural gas industry in general.
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The following is a summary of the more significant existing environmental, health and safety laws and regulations to
which our business operations are subject and for which compliance may have a material adverse impact on our capital
expenditures, results of operations or financial position.

The Comprehensive Environmental, Response, Compensation, and Liability Act, or CERCLA, and comparable state
statutes impose strict, joint and several liability on owners and operators of sites and on persons who disposed of or arranged
for the disposal of “hazardous substances” found at such sites. It is not uncommon for the government to file claims requiring
cleanup actions, demands for reimbursement for government-incurred cleanup costs, or natural resource damages, or for
neighboring landowners and other third parties to file claims for personal injury and property damage allegedly caused by
hazardous substances released into the environment. The Federal Resource Conservation and Recovery Act, or RCRA, and
comparable state statutes govern the disposal of “solid waste” and “hazardous waste” and authorize the imposition of
substantial fines and penalties for noncompliance, as well as requirements for corrective actions. Although CERCLA currently
excludes petroleum from its definition of “hazardous substance,” state laws affecting our operations may impose clean-up
liability relating to petroleum and petroleum-related products. In addition, although RCRA classifies certain oil field wastes as
“non-hazardous,” such exploration and production wastes could be reclassified as hazardous wastes thereby making such
wastes subject to more stringent handling and disposal requirements. CERCLA, RCRA and comparable state statutes can
impose liability for clean-up of sites and disposal of substances found on drilling and production sites long after operations on
such sites have been completed. Other statutes relating to the storage and handling of pollutants include the Oil Pollution Act
of 1990, or OPA, which requires certain owners and operators of facilities that store or otherwise handle oil to prepare and
implement spill response plans relating to the potential discharge of oil into surface waters. The OPA contains numerous
requirements relating to prevention of, reporting of, and response to oil spills into waters of the United States. State laws
mandate oil cleanup programs with respect to contaminated soil. A failure to comply with OPA’s requirements or inadequate

cooperation during a spill response action may subject a responsible party to civil or criminal enforcement actions.

The Endangered Species Act, or ESA, seeks to ensure that activities do not jeopardize endangered or threatened
animal, fish and plant species, or destroy or modify the critical habitat of such species. Under the ESA, exploration and
production operations, as well as actions by federal agencies, may not significantly impair or jeopardize the species or its
habitat. The ESA has been used to prevent or delay drilling activities and provides for criminal penalties for willful violations
of its provisions. Other statutes that provide protection to animal and plant species and that may apply to our operations
include, without limitation, the Fish and Wildlife Coordination Act, the Fishery Conservation and Management Act, the
Migratory Bird Treaty Act, and the Bald and Golden Eagle Protection Act. Although we believe that our operations are in
substantial compliance with these statutes, any change in these statutes or any reclassification of a species as threatened or
endangered or re-determination of the extent of “critical habit” could subject us to significant expenses to modify our
operations or could force us to discontinue some operations altogether.

The National Environmental Policy Act, or NEPA, requires a thorough review of the environmental impacts of
“major federal actions” and a determination of whether proposed actions on federal and certain Indian lands would result in
“significant impact” on the environment. For purposes of NEPA, “major federal action” can be something as basic as issuance
of a required permit. For oil and gas operations on federal and certain Indian lands or requiring federal permits, NEPA review
can increase the time for obtaining approval and impose additional regulatory burdens on the natural gas and oil industry,
thereby increasing our costs of doing business and our profitability.

The Clean Water Act, or CWA, and comparable state statutes, impose restrictions and controls on the discharge of
pollutants, including spills and leaks of oil and other substances, into waters of the United States. The discharge of pollutants
into regulated waters is prohibited, except in accordance with the terms of a permit issued by the Environmental Protection
Agency (EPA) or an analogous state agency. The CWA regulates storm water run-off from oil and natural gas facilities and
requires a storm water discharge permit for certain activities. Such a permit requires the regulated facility to monitor and
sample storm water run-off from its operations. The CWA and regulations implemented thereunder also prohibit discharges of
dredged and fill material in wetlands and other waters of the United States unless authorized by an appropriately issued permit.
The CWA and comparable state statutes provide for civil, criminal and administrative penalties for unauthorized discharges of
oil and other pollutants and impose liability on parties responsible for those discharges for the costs of cleaning up any
environmental damage caused by the release and for natural resource damages resulting from the release.

The Safe Drinking Water Act, or SDWA, and the Underground Injection Control (UIC) program promulgated
thereunder, regulate the drilling and operation of subsurface injection wells. EPA directly administers the UIC program in
some states and in others the responsibility for the program has been delegated to the state. The program requires that a permit
be obtained before drilling a disposal well. Violation of these regulations and/or contamination of groundwater by oil and
natural gas drilling, production, and related operations may result in fines, penalties, and remediation costs, among other
sanctions and liabilities under the SWDA and state laws. In addition, third party claims may be filed by landowners and other
parties claiming damages for alternative water supplies, property damages, and bodily injury.
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Our operations employ hydraulic fracturing techniques to stimulate natural gas production from unconventional
geological formations, which entails the injection of pressurized fracturing fluids into a well bore. The federal Energy Policy
Act of 2005 amended the SDWA to exclude hydraulic fracturing from the definition of “underground injection” under certain
circumstances. However, the repeal of this exclusion has been advocated by certain advocacy organizations and others in the
public. Legislation to amend the SDWA to repeal this exemption and require federal permitting and regulatory control of
hydraulic fracturing, as well as legislative proposals to require disclosure of the chemical constituents of the fluids used in the
fracturing process, was introduced during the previous session of Congress and may be reintroduced during the current session
of Congress. In addition, the EPA at the request of Congress is currently conducting a national study examining the potential
impacts of hydraulic fracturing on drinking water resources, with a draft of the final report expected to be released in 2014,

On May 11, 2012, the BLM published proposed rules to regulate hydraulic fracturing on federal public lands and
Indian lands. The proposed rules would address well stimulation operations, including requiring agency approval for certain
activities, and would require the disclosure of well stimulation fluids, as well as address issues relating to flowback water. The
rules are expected to be finalized in the first half of 2013. In addition, some states and localities have adopted, and others are
considering adopting, regulations or ordinances that could restrict hydraulic fracturing in certain circumstances, or that would
impose higher taxes, fees or royalties on natural gas production. If new federal or state laws or regulations that significantly
restrict hydraulic fracturing are adopted, such legal requirements could result in delays, eliminate certain drilling and injection
activities, make it more difficult or costly for us to perform fracturing and increase our costs of compliance and doing
business. It is also possible that our drilling and injection operations could adversely affect the environment, which could
result in a requirement to perform investigations or clean-ups or in the incurrence of other unexpected material costs or
liabilities.

The Clean Air Act, as amended, restricts the emission of air pollutants from many sources, including oil and gas
operations. On April 17, 2012, the EPA issued final rules under the Clean Air Act that subject oil and natural gas production,
processing, transmission and storage operations within federal regulatory jurisdiction to regulation under the New Source
Performance Standards and National Emission Standards for Hazardous Air Pollutants programs. The EPA rules include New
Source Performance Standards for completions of hydraulically fractured wells. The final rules establish a phase-in period
that will ensure that manufacturers have time to make and broadly distribute the required emissions reduction technology.
During the first phase, until January 1, 2015, owners and operators must either flare their emissions or use emissions reduction
technology called “green completions.” The finalized rules also establish specific new requirements for emissions from
compressors, controllers, dehydrators, storage tanks, natural gas processing plants and certain other equipment. In addition, on
August 15, 2012, the EPA issued a final rule approving and promulgating a Federal Implementation Plan for Oil and Natural
Gas Production Facilities for the Fort Berthold Indian Reservation in North Dakota under the Clean Air Act. The new rule
requires oil and gas owners and operators on the Reservation to reduce emissions of volatile organic compounds from oil and
natural gas well completions, recompletions, and production and storage operations. At this time, we believe we are in
compliance with these regulations and do not expect them to have a material impact on our operations.

Legislation targeting air emissions from hydraulic fracturing activities was introduced during the previous session of
Congress and may be reintroduced during the current session of Congress. New legislation and regulations governing
emissions of air pollutants may increase the costs of compliance for some facilities or the cost of transportation or processing
of produced oil and natural gas which may affect our operating costs. In addition, new facilities may be required to obtain
permits before work can begin, and existing facilities may be required to incur capital costs in order to remain in compliance.

Significant studies and research have been devoted to climate change and global warming, and climate change has
developed into a major political issue in the United States and globally. Certain research suggests that greenhouse gas
emissions contribute to climate change and pose a threat to the environment. Recent scientific research and political debate has
focused in part on carbon dioxide and methane incidental to oil and natural gas exploration and production. Many state
governments have enacted legislation directed at controlling greenhouse gas emissions, and future state and federal legislation
and regulation could impose additional restrictions or requirements in connection with our operations and favor use of
alternative energy sources, which could increase operating costs and decrease demand for oil products. As such, our business
could be materially adversely affected by domestic and international legislation targeted at controlling climate change.

We are subject to a number of federal and state laws and regulations, including the federal Occupational Safety and
Health Act, or OSHA, and comparable state laws, whose purpose is to protect the health and safety of workers. In addition, the
OSHA hazard communication standard, the EPA community right-to-know regulations under Title III of the federal Superfund
Amendment and Reauthorization Act and comparable state statutes require that information be maintained concerning
hazardous materials used or produced in our operations and that this information be provided to employees, state and local
government authorities and citizens.

We are subject to federal and state laws and regulations relating to preservation and protection of historical and
cultural resources. Such laws include the National Historic Preservation Act, the Native American Graves Protection and
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Repatriation Act, Archaeological Resources Protection Act, and the Paleontological Resources Preservation Act, and their
state counterparts and similar statutes, which require certain assessments and mitigation activities if historical or cultural
resources are impacted by our activities and provide for civil, criminal and administrative penalties and other sanctions for
violation of their requirements.

We have acquired, and may in the future acquire, interests in properties that have been operated in the past by others
and may be liable for environmental damage, including historical contamination, caused by such former operators. Additional
liabilities could also arise from continuing violations or contamination not discovered during our assessment of the acquired
properties.

We have not incurred, and do not currently anticipate incurring, any material capital expenditures for environmental
control facilities.

We do not believe that our environmental, health and safety risks are materially different from those of comparable
companies in the United States in the oil and natural gas industry. Nevertheless, there can be no assurance that such
environmental, health and safety laws and regulations will not result in a curtailment of production or material increase in the
cost of production, development or exploration or otherwise adversely affect our capital expenditures, financial condition and
results of operations.

Employees and Office Space

Our principal executive offices are located at 1625 Broadway, Suite 250, Denver, Colorado 80202, and our telephone
number is (303) 592-8075. As of December 31, 2012, we employed 102 full-time employees. None of our employees are
subject to a collective bargaining agreement, and we consider our relations with our employees to be very good.

Available Information

We maintain a website at http://www.kodiakog.com. The information contained on or accessible through our website
is not part of this Annual Report on Form 10-K. Our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current
Reports on Form 8-K and amendments to reports filed or furnished pursuant to Sections 13(a) and 15(d) of the Exchange Act,
are available on our website, free of charge, as soon as reasonably practicable after we electronically file such reports with, or
furnish those reports to, the SEC.

We maintain a Code of Business Conduct and Ethics for Directors, Officers and Employees (“Code of Conduct”). A

copy of our Code of Conduct may be found on our website in the Corporate Governance section. Our Code of Conduct
contains information regarding whistleblower procedures.
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ITEM 1A. RISK FACTORS
RISK FACTORS

An investment in our common stock involves a high degree of risk. In addition to the other information included in
this Annual Report on Form 10-K, you should carefully consider each of the risks described below before purchasing shares
of our common stock. The risk factors set forth below are not the only risks that may affect our business. Our business could
also be affected by additional risks not currently known to us or that we currently deem to be immaterial. If any of the
foIlowmg visks actually occur, our business, financial condition and results of operations could materially suffer. As a result,
the trading price of our common stock could decline, and you may lose all or part of your investment.

Risks Related to Kodiak

To successfully execute our development program and pay our debt service obligations and other contractual obligations,
we are dependent on cash generated from anticipated production, our credit facility and, if necessary, continued access to
capital markets, any or all of which may not be available in sufficient amounts.

We are dependent on achieving projected levels of cash flows from production, the continued availability of our
credit facility and, if necessary, continued access to capital markets to successfully execute our operating strategies and pay
our debt service obligations and other contractual obligations. As part of our cash management strategy, we frequently use
available funds to reduce any balance on our credit facility. Because of this, we generally maintain low cash and cash
equivalent balances. As a result, since our principal source of operating cash flows (proved reserves to be produced in future
years) is not considered working capital, we often have low or negative working capital. There can be no assurance that we
will achieve anticipated future cash flows from production, that credit will be available under our credit facility when needed
or that we will be able to complete transactions in the capital markets, if needed. Our ability to obtain financing on
commercially reasonable terms is dependent on a number of factors, many of which we cannot control, including changes in
our credit rating, interest rates, market perceptions of us and the oil and natural gas exploration and production industry and
tax burdens due to new tax laws. If we were not successful in obtaining sufficient funding or completing an alternative
transaction on a timely basis on terms acceptable to us, we would be required to curtail our planned expenditures or
restructure our operations (including reducing our rig count and sub-contracting our pressure pumping services agreement,
either of which may result in termination fees depending on the timing and requirements of the underlying agreements), we
would be unable to implement our original exploration and drilling program, and we may be unable to service our debt
obligation or satisfy our contractual obligations. Any such consequences could have a material adverse effect on our
business, financial condition and results of operation.

Part of our strategy involves drilling in existing or emerging shale plays using some of the latest available horizontal
drilling and completion techniques. The results of our planned exploratory and development drilling in these plays are
subject to drilling and completion technique risks and drilling results may not meet our expectations for reserves or
production. As a result, we may incur material write~<downs and the value of our undeveloped acreage could decline if
drilling results are unsuccessful.

Operations in the Bakken involve utilizing some of the latest drilling and completion techniques as developed by us
and our service providers. Risks that we face while drilling include, but are not limited to, landing our wellbore in the desired
drilling zone, staying in the desired drilling zone while drilling horizontally through the formation, running our casing the
entire length of the wellbore and being able to run tools and other equipment consistently through the horizontal wellbore.
Risks that we face while completing our wells include, but are not limited to, being able to fracture stimulate the planned
number of stages, being able to run tools the entire length of the wellbore and successfully cleaning out the wellbore after
completion of the final fracture stimulation stage.

Our experience with horizontal drilling utilizing the latest drilling and completion techniques specifically in the
Bakken is limited to the time since our operations began in 2008. Ultimately, the success of these drilling and completion
techniques can only be evaluated over time as more wells are drilled and production profiles are established over a
sufficiently long time period. If our drilling results are less than anticipated or we are unable to execute our drilling program
because of capital constraints, lease expirations, access to gathering systems and limited takeaway capacity or otherwise,
and/or natural gas and oil prices decline, the return on our investment in these areas may not be as attractive as we anticipate
and we could incur material write-downs of unevaluated properties and the value of our undeveloped acreage could decline in
the future.
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Substantially all of our producing properties and operations are located in the Williston Basin region, making us
vulnerable to risks associated with operating in one major geographic area.

As of December 31, 2012, substantially all of our estimated proved reserves and production were generated in the
Williston Basin in northwestern North Dakota and northeastern Montana. As a result, we may be disproportionately exposed
to the impact of delays or interruptions of production from these wells caused by transportation capacity constraints,
curtailment of production, availability of equipment, facilities, personnel or services, significant governmental regulation,
natural disasters, adverse weather conditions, plant closures for scheduled maintenance or interruption of transportation of oil
or natural gas produced from the wells in this area. In addition, the effect of fluctuations on supply and demand may become
more pronounced within specific geographic oil and gas producing areas such as the Williston Basin, which may cause these
conditions to occur with greater frequency or magnify the effect of these conditions. Due to the concentrated nature of our
portfolio of properties, a number of our properties could experience any of the same conditions at the same time, resulting in
a relatively greater impact on our results of operations than they might have on other companies that have a more diversified
portfolio of properties. Such delays or interruptions could have a material adverse effect on our financial condition and
results of operations.

Our substantial indebtedness, which may increase in the future, reduces our financial and operating flexibility.

As of December 31, 2012, we had $295.0 million of secured indebtedness, $805.6 million of senior indebtedness
and no subordinated indebtedness. As of the date of this filing, we have $1.16 billion of senior indebtedness, no subordinated
indebtedness, $50.0 million secured indebtedness, and borrowing capacity available under our credit facility of $400.0
million. In addition, we and our subsidiaries may incur substantial additional indebtedness in the future. Our credit facility
provides for a $750.0 million credit facility and our current borrowing base thereunder is $450.0 million. In addition, the
indentures governing our Senior Notes allow us to issue additional notes under certain circumstances, which notes would also
be guaranteed by the guarantors. Such indentures allow us to incur certain other additional secured debt and allow our
subsidiaries that do not guarantee the notes to incur additional debt, which would be structurally senior to the notes. If new
debt or other liabilities are added to our current debt levels, the related risks that we and our subsidiaries now face would
increase.

A high level of indebtedness subjects us to a number of adverse risks. In particular, a high level of indebtedness
may make it more likely that a reduction in the borrowing base of our credit facility following a periodic redetermination
could require us to repay a portion of outstanding borrowings, may impair our ability to obtain additional financing in the
future, and increases the risk that we may default on our debt obligations. In addition, we must devote a significant portion of
our cash flows to service our debt, and we are subject to interest rate risk under our credit facility, which bears interest at a
variable rate. Any increase in our interest rates could have an adverse impact on our financial condition, results of operations
and growth prospects.

Our ability to meet our debt obligations and to reduce our level of indebtedness depends on our future performance.
General economic conditions, oil and natural gas prices and financial, business and other factors affect our operations and our
future performance. Many of these factors are beyond our control. If we do not have sufficient funds on hand to pay our debt
when due, we may be required to seek a waiver or amendment from our lenders, refinance our indebtedness, incur additional
indebtedness, sell assets or sell additional shares of securities. We may not be able to complete such transactions on terms
acceptable to us, or at all. Our failure to generate sufficient funds to pay our debts or to undertake any of these actions
successfully could result in a default on our debt obligations, which would materially adversely affect our business, results of
operations and financial condition.

Our credit facility and the indentures governing our Senior Notes contain operating and financial restrictions that may
restrict our business and financing activities.

Our credit facility and the indentures governing our Senior Notes contain (and any future indebtedness we incur may
contain) a number of restrictive covenants that impose significant operating and financial restrictions on us, including
restrictions on our ability to, among other things, make investments, incur additional indebtedness or issue preferred stock,
consolidate, merge or sell assets, make distributions on capital stock or prepay subordinated indebtedness and create
unrestricted subsidiaries. As a result of these covenants, we are and will continue to be limited in the manner in which we
conduct our business, and we may be unable to engage in favorable business activities or finance future operations or capital
needs.

Our ability to comply with some of the covenants and restrictions contained in our credit facility and the
aforementioned indentures may be affected by events beyond our control. If market or other economic conditions deteriorate,
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our ability to comply with these covenants may be impaired. A failure to comply with the covenants, ratios or tests in our
credit facility or any future indebtedness could result in an event of default under the agreements governing our indebtedness,
which, if not cured or waived, could have a material adverse affect on our business, financial condition and results of
operations. If an event of default under our credit facility occurs and remains uncured, the lenders thereunder:

*  would not be required to lend any additional amounts to us;

«  could elect to declare all borrowings outstanding, together with accrued and unpaid interest and fees, to be due
and payable;

* may have the ability to require us to apply all of our available cash to repay these borrowings; and
*  may prevent us from making debt service payments under our other agreements.

A payment default or an acceleration under our credit facility could result in an event of default and an acceleration
under the aforementioned indentures. If the indebtedness under our Senior Notes were to be accelerated, there can be no
assurance that we would have, or be able to obtain, sufficient funds to repay such indebtedness in full. In addition, our
obligations under the credit facility are collateralized by perfected first priority liens and security interests on substantially all
of our assets, including mortgage liens on oil and natural gas properties having at least 80% of the reserve value as
determined by reserve reports, and if we are unable to repay our indebtedness under the credit facility, the lenders could seek
to foreclose on our assets.

Servicing our debt requires a significant amount of cash, which we may not have available when payments are due, and
our ability to service our debt is largely dependent on our receipt of distributions or other payments from our subsidiary.

Our ability to make scheduled payments of the principal of, to pay interest on or to refinance our indebtedness,
including the notes, will depend upon our future operating performance, which is subject to general economic and
competitive conditions and to financial, business and other factors, many of which we cannot control. In addition, because we
are a holding company, our ability to service our debt is largely dependent on the earnings of our subsidiary and the payment
of those earnings to us in the form of dividends, loans or advances and through repayment of loans or advances from us. Our
subsidiary is legally distinct from us and has no obligation to make funds available to us for such payment. The ability of our
subsidiary to pay dividends, repay intercompany notes or make other advances to us is subject to restrictions imposed by
applicable laws, tax considerations and the agreements governing our subsidiary. In addition, such payment may be restricted
by claims against our subsidiary by its creditors, including suppliers, vendors, lessors and employees.

The availability of borrowings under our credit facility is based on a borrowing base, which is subject to semi-
annual redetermination by our lenders based on their valuation of our proved reserves and the lenders' internal criteria. In the
event the amount outstanding under our credit facility at any time exceeds the borrowing base at such time, we may be
required to repay a portion of our outstanding borrowings on an accelerated basis. In the future, we may incur additional
indebtedness in order to make future acquisitions or to develop our properties, including under our credit facility.

If we do not have sufficient funds on hand to pay our debt, we may be required to seek a waiver or amendment from
our lenders, refinance our indebtedness, sell assets or sell additional shares of securities. Our ability to refinance our
indebtedness will depend on the capital markets and our financial condition at the time. We may not be able obtain such
financing or complete such transactions on terms acceptable to us, or at all. In addition, we may not be able to consummate
an asset sale to raise capital or sell assets at prices that we believe are fair, and proceeds that we do receive may not be
adequate to meet any debt service obligations then due. Our credit facility and the indentures governing our Senior Notes
restrict, but do not completely prohibit, our ability to use the proceeds from asset sales. Our failure to generate sufficient
funds to pay our debts or to undertake any of these actions successfully could result in a default on our debt obligations,
which would materially adversely affect our business, results of operations and financial condition.
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We may not adhere to our proposed drilling schedule, and we may not be able to successfully drill wells that produce oil or
natural gas in commercially viable quantities. Our drilling, completion and workover activities may affect our production.

Although we have budgeted for 75 gross (61 net) operated drilling locations for 2013, we may not be able to drill
those locations within our expected time frame or at all. Our final determination of whether to drill any scheduled or
budgeted wells will be dependent on a number of factors, including the availability and costs of equipment and crews,
economic and industry conditions, prices for oil and gas and the availability of sufficient capital resources.

In addition, we cannot assure you that each well we do drill will produce commercial quantities of oil and natural
gas. The total cost of drilling, completing and operating a well is uncertain before drilling commences. Overruns in budgeted
expenditures are a common risk that can make a particular project uneconomical. The use of seismic data and other
technologies and the study of producing fields in the same area will not enable us to know conclusively prior to drilling each
well whether oil or natural gas will be present or, if present, whether oil or natural gas will be present in commercial
quantities. Our use of seismic data is subject to interpretation and may not accurately identify the presence of natural gas and
oil. Further, many factors may curtail, delay or cancel drilling, including the following:

* delays and restrictions imposed by or resulting from compliance with regulatory requirements;
» changes in laws and regulations applicable to oil and natural gas activities;

»  hazards resulting from unusual or unexpected geological or environmental conditions;
»  shortages of or delays in obtaining equipment and qualified personnel;

»  equipment failures or accidents;

» adverse weather conditions;

*  reductions in oil and natural gas prices;

* land title problems;

» lack of available gathering facilities or delays in construction of gathering facilities;

*  unanticipated transportation costs and delays; and

* limitations in the market for oil and natural gas.

Any of these risks can cause substantial losses, including personal injury or loss of life, damage to or destruction of
property, natural resources and equipment, pollution, environmental contamination or loss of wells and other regulatory
penalties. The occurrence of any of these events could negatively affect our ability to successfully drill wells that produce oil
or natural gas in commercially viable quantities.

To the extent that we do successfully drill wells that produce oil or natural gas, our drilling, completion and
workover activities may affect the timing and amount of production from such wells.

Our commodity derivative arrangements could result in financial losses or could reduce our earnings.

We enter into financial hedge arrangements (commodity derivative agreements) in order to manage our commodity
price risk and to provide a more predictable cash flow from operations. We have not and do not intend to designate our
derivative instruments as hedges for accounting purposes. The fair value of our derivative instruments will be marked to
market at the end of each quarter and the resulting unrealized gains or losses due to changes in the fair value of our derivative
instruments will be recognized in current earnings. Accordingly, our earnings may fluctuate significantly as a result of
changes in fair value of our derivative instruments. Under our credit facility, we may hedge up to 85% of our forecasted
volumes from proved properties with collars, puts or fixed price instruments.

Our actual future production may be significantly higher or lower than we estimate at the time we enter into
derivative contracts for such period. If the actual amount of production is higher than we estimated, we will have greater
commodity price exposure than we intended. If the actual amount of production is lower than the notional amount that is
subject to our derivative financial instruments, we might be forced to satisfy all or a portion of our derivative transactions
without the benefit of the cash flow from our sale of the underlying physical commodity, resulting in a substantial diminution
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of our liquidity. As a result of these factors, our hedging activities may not be as effective as we intend in reducing the
volatility of our cash flows. Derivative instruments also expose us to the risk of financial loss in some circumstances,
including when:

*  production is less than the volume covered by the derivative instruments;
* the counter-party to the derivative instrument defaults on its contract obligations;

* there is an increase in the differential between the underlying price in the derivative instrument and actual prices
received; or

*  the steps we take to monitor our derivative financial instruments do not detect and prevent transactions that are
inconsistent with our risk management strategies.

In addition, depending on the type of derivative arrangements we enter, the agreements could limit the benefit we
would receive from increases in oil prices. We cannot assure you that the hedging transactions we have entered into, or will
enter into, will adequately protect us from fluctuations in oil prices.

We have historically incurred losses and cannot assure investors as to future profitability.

Although we had net income for the years ended 2011 and 2012, we have historically incurred losses from
operations during our history in the oil and natural gas business. While we have developed some of our properties, many of
our properties are in the exploration stage, and to date we have established a limited volume of proved reserves on our
properties. Our ability to be profitable in the future will depend on successfully implementing our acquisition, exploration,
development and production activities, all of which are subject to many risks beyond our control. We cannot assure you that
we will successfully implement our business plan or that we will achieve commercial profitability in the future. Even if we
remain profitable on an annual basis, we cannot assure you that our profitability will be sustainable or increase on a periodic
basis.

The actual quantities and present value of our proved reserves may be lower than we have estimated, In addition, the
present value of future net revenues from our proved reserves will not necessarily be the same as the current market value
of our estimated oil and natural gas reserves.

This annual report on Form 10-K for the year ended December 31, 2012 contains estimates of our proved oil and
natural gas reserves and the estimated future net revenues from these reserves. The process of estimating oil and natural gas
reserves is complex and requires significant decisions and assumptions in the evaluation of available geological, geophysical,
engineering and economic data for each reservoir. Accordingly, these estimates are inherently imprecise. Actual future
production, oil and natural gas prices, revenues, taxes, development and operating expenses, and quantities of recoverable oil
and natural gas reserves most likely will vary from these estimates and vary over time. Such variations may be significant
and could materially affect the estimated quantities and present value of our proved reserves. In addition, we may adjust
estimates of proved reserves to reflect production history, results of exploration and development drilling, results of
secondary and tertiary recovery applications, prevailing oil and natural gas prices and other factors, many of which are
beyond our control. You should also not assume that our initial rates of production of our wells will lead to greater overall
production over the life of the wells, or that early results suggesting lack of reservoir continuity will prove to be accurate.

You should not assume that the present value of future net revenues referred to in this annual report is the current
market value of our estimated oil and natural gas reserves. In accordance with SEC requirements, the estimated discounted
future net cash flows from proved reserves are generally based on the un-weighted average of the closing prices during the
first day of each of the twelve months preceding the end of the fiscal year. Actual future prices and costs may be materially
higher or lower than the prices and costs as of the date of the estimate. Any change in consumption by oil or natural gas
purchasers or in governmental regulations or taxation will also affect actual future net cash flows. The timing of both the
production and the expenses from the development and production of our oil and natural gas properties will affect the timing
of actual future net cash flows from proved reserves and their present value. In addition, the 10% discount factor, which is
required by the SEC to be used in calculating discounted future net cash flows for reporting purposes, is not necessarily the
most appropriate discount factor nor does it reflect discount factors used in the market place for the purchase and sale of oil
and natural gas. .
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Our reserves and production will decline, and unless we replace our oil and natural gas reserves, our business, financial
condition and results of operations will be adversely affected.

Producing oil and natural gas reserves ultimately results in declining production that will vary depending on
reservoir characteristics and other factors. Thus, our future oil and natural gas production and resulting cash flow and
earnings are directly dependent upon our success in developing our current reserves and finding additional recoverable
reserves. We may not be able to develop, find or acquire additional reserves to replace our current and future production at
acceptable costs.

Properties that we have acquired and that we may acquire in the future may not produce oil or natural gas as projected,
and we may be unable to successfully determine reserve potential, identify liabilities associated with the properties or
obtain protection from sellers against them, which could cause us to incur losses.

One of our growth strategies is to pursue selective acquisitions of undeveloped leasehold oil and natural gas
reserves. When we choose to pursue an acquisition, we perform an informal review of the target properties that we believe is
consistent with industry practices. However, these informal reviews are inherently incomplete. Generally, it is not feasible to
review in depth every individual property involved in each acquisition, and we have generally not done so in connection with
our historical acquisitions. Even a detailed review of records and properties may not necessarily reveal existing or potential
problems, nor will it permit us to become sufficiently familiar with the properties to assess fully their deficiencies and
potential. We may not perform, and in connection with our historical acquisitions have generally not performed, an
inspection on every well. Environmental problems, such as subsurface or groundwater contamination, are not necessarily
observable even when an inspection is undertaken. Even if problems are identified, we may not be able to obtain effective
contractual protection against all or part of those problems, and we often may assume environmental and other risks and
liabilities in connection with the acquired properties, as has generally been the case with respect to properties acquired to
date.

Our business involves numerous operating hazards and exposure 1o significant weather and climate risks. We have not
insured and cannot fully insure against all risks related to our operations, which could result in substantial claims for
which we are underinsured or uninsured.

We have not insured and cannot fully insure against all risks and have not attempted to insure fully against risks
where the cost of available coverage is excessive relative to the perceived risks presented. In addition, certain pollution and
environmental risks generally are not insurable. Our exploration, drilling and other activities are subject to risks such as:

«  adverse weather conditions, natural disasters and other environmental disturbances;
+ fires and explosions;
«  theft or vandalism of oilfield equipment and supplies, especially in areas of increased activity;

«  environmental hazards, such as uncontrollable flows of natural gas, oil, brine, well fluids, toxic gas or other
pollution into the environment, including groundwater and shoreline contamination;

+  abnormally pressured formations;
equipment malfunctions and/or mechanical failure on high-volume wells;

»  personal injuries and death, including insufficient worker compensation coverage for third-party contractors
who provide drilling services; and

+  security breaches or terroristic acts.

In particular, our operations in North Dakota, Montana and Wyoming are conducted in areas subject to extreme
weather conditions and often in difficult terrain. Primarily in the winter and spring, our operations are often curtailed because
of cold, snow and wet conditions. Unusually severe weather could further curtail these operations, including drilling of new
wells or production from existing wells, and depending on the severity of the weather, could have a material adverse effect on
our business, financial condition and results of operations. In addition, weather conditions and other events could temporarily
impair our ability to transport our oil and natural gas production.
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As is customary with industry practice, operators generally indemnify drilling contractors and oilfield service
companies (collectively, contractors) against certain losses suffered by the operator and third parties resulting from a well
blowout or fire or other uncontrolled flow of hydrocarbons, regardless of the relative fault of the contractor.

We do not carry business interruption insurance coverage. Losses and liabilities arising from uninsured and
underinsured events, which could arise from even one catastrophic accident, could reduce the funds available for our
exploration, development and production activities and could materially and adversely affect our business, results of
operations and financial condition.

We have limited control over activities in properties we do not operate, which could reduce our production and revenues,
affect the timing and amounts of capital requirements and potentially result in a dilution of our respective ownership
interest in the event we are unable to make any required capital contributions.

We do not operate all of the properties in which we have an interest. As a result, we may have a limited ability to
exercise influence over normal operating procedures, expenditures or future development of underlying properties and their
associated costs. For all of the properties that are operated by others, we are dependent on their decision-making with respect
to day-to-day operations over which we have little control. The failure of an operator of wells in which we have an interest to
adequately perform operations, or an operator's breach of applicable agreements, could reduce production and revenues we
receive from that well. The success and timing of our drilling and development activities on properties operated by others
depend upon a number of factors outside of our control, including the timing and amount of capital expenditures, the
available expertise and financial resources, the inclusion of other participants and the use of technology. Since we do not own
the majority interest in many of the wells we do not operate, we may not be in a position to remove the operator in the event
of poor performance.

In particular, we are party to a joint venture agreement with a third party that relates to the development of certain of
our properties in Dunn County, North Dakota. Pursuant to this agreement, we are required to pay 50% of the drilling
expenses attributable to our joint venture's proportionate interest incurred in the area of mutual interest. If the expenses
associated with our joint venture partner's exploration activity exceed our current expectations or if our joint venture partner
mobilizes additional drilling rigs in the future, we may be required to make significantly higher capital contributions to
satisfy our proportionate share of the exploration costs. If such capital contributions are required, we may not be able to
obtain the financing necessary to satisfy our obligations or we may have to reallocate our anticipated capital expenditure
budget. In the event that we do not participate in future capital contributions with respect to this joint venture agreement or
any other agreements relating to properties we do not operate, our respective ownership interest could be diluted.

We depend on a limited number of purchasers for sales of our oil and natural gas. We are exposed to credit risk if one or
more of our significant purchasers becomes insolvent and fails to Ppay amounts owed to us.

For the year ended December 31, 2012, approximately 60% of our oil and natural gas revenues were from three
purchasers. It is possible that one or more of our purchasers will become financially distressed and default on their
obligations to us. Furthermore, bankruptcy of one or more of our purchasers, or some other similar procedure, might make it
difficult for us to collect all or a significant portion of amounts owed by the purchasers. Our inability to collect our accounts
receivable could have a material adverse effect on our results of operations.

The concentration of credit risk in a single industry affects our overall exposure to credit risk because purchasers
may be similarly affected by changes in economic and other conditions. Although we have not been directly affected, we are
aware that some refiners have filed for bankruptcy protection, which has caused the affected producers to not receive
payment for the production that was delivered. If economic conditions deteriorate, it is likely that additional, similar
situations will occur which will expose us to added risk of not being paid for oil or natural gas that we deliver. We do not
obtain credit protections such as letters of credit, guarantees or prepayments from our purchasers. We are unable to predict
what impact the financial difficulties of any of our purchasers may have on our future results of operations and liquidity.
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Our interests are held in the form of leases that we may be unable to retain and the title to our properties may be defective.

Our properties are held under leases and working interests in leases. Generally, the leases we are a party to provide
for a fixed term, but contain a provision that allows us to extend the term of the lease so long as we are producing oil or
natural gas in quantities to meet the required payments under the lease. If we or the holder of a lease fails to meet the specific
requirements of the lease regarding delay rental payments, continuous production or development, or similar terms, portions
of the lease may terminate or expire. There can be no assurance that any of the obligations required to maintain each lease
will be met. The termination or expiration of our leases or the working interests relating to leases may reduce our opportunity
to exploit a given prospect for oil and natural gas production and thus have a material adverse effect on our business, results
of operation and financial condition.

It is our practice in acquiring interests in oil and natural gas leases not to undergo the expense of retaining lawyers to
fully examine the title to the interest to be placed under lease or already placed under lease. Rather, we rely upon the
judgment of oil and natural gas lease brokers or landmen who actually do the field work in examining records in the
appropriate governmental office before attempting to place under lease a specific interest. We believe that this practice is
widely followed in the oil and natural gas industry.

Prior to drilling a well for oil and natural gas, it is the normal practice in the oil and natural gas industry for the
person or company acting as the operator of the well to hire a lawyer to examine the title to the unit within which the
proposed oil and natural gas well is to be drilled. Frequently, as a result of such examination, curative work must be done to
correct deficiencies in the marketability of the title. The work entails expense and might include obtaining an affidavit of
heirship or causing an estate to be administered. The examination made by the title lawyers may reveal that the oil and
natural gas lease or leases are worthless, having been purchased in error from a person who is not the owner of the mineral
interest desired. In such instances, the amount paid for such oil and natural gas lease or leases may be lost.

Our significant inventory of undeveloped acreage and large percentage of undeveloped proved reserves may create
additional economic risk.

Our success is largely dependent upon our ability to develop our significant inventory of future drilling locations,
undeveloped acreage and undeveloped reserves. As of December 31, 2012, approximately 54% of our total proved reserves
were undeveloped. To the extent our drilling results are not as successful as we anticipate, natural gas and oil prices decline,
or sufficient funds are not available to drill these locations and reserves, we may not capture the expected or projected value
of these properties. In addition, delays in the development of our reserves or increases in costs to drill and develop such
reserves will reduce the PV-10 value of our estimated proved undeveloped reserves and future net revenues estimated for
such reserves and may result in some projects becoming uneconomic.

We depend on our key management personnel and technical experts and the loss any of these individuals could adversely
affect our business.

If we lose the services of our key management personnel, technical experts or are unable to attract additional
qualified personnel, our business, financial condition, results of operations, development efforts and ability to grow could
suffer. We have assembled a team of engineers and geologists who have considerable experience in applying advanced
horizontal drilling and completion technology to explore for and to develop oil and natural gas. We depend upon the
knowledge, skill and experience of these experts to assist us in improving the performance and reducing the risks associated
with our participation in oil and natural gas exploration and development projects. In addition, the success of our business
depends, to a significant extent, upon the abilities and continued efforts of our management.

The sale of our oil and natural gas production depends in part on gathering, transportation and processing facilities. Any
limitation in the availability of, or our access to, those facilities would interfere with our ability to market the oil and
natural gas that we produce and could adversely impact our drilling program, cash flows and results of operations.

We deliver oil and natural gas through gathering, processing and pipeline systems that we do not own. The amount
of oil and natural gas that we can produce and sell is subject to the accessibility, availability, proximity and capacity of these
gathering, processing and pipeline systems. In particular, natural gas produced in the Bakken has a high Btu content that
requires gas processing to remove the natural gas liquids before it can be redelivered into transmission pipelines. Industry-
wide in the Williston Basin, there is currently a shortage of gas gathering and processing capacity. Such shortage has limited
our ability to sell our gas production. As a result, the majority of our gas from the Bakken wells to date has been flared.
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The lack of availability of capacity in any of the gathering, processing and pipeline systems, and in particular the
processing facilities, could result in our inability to realize the full economic potential of our production or in a reduction of
the price offered for our production. Additionally, if we were prohibited from flaring natural gas due to environmental or
other regulations, then we would be forced to shut-in producing wells, which would also adversely impact our drilling
program. Any significant change in market factors or other conditions affecting these infrastructure systems and facilities, as
well as any delays in constructing new infrastructure systems and facilities or any changes in regulatory requirements
affecting flaring activities, could harm our business and, in turn, our financial condition, results of operations and cash flows.

Operations on the Fort Berthold Indian Reservation of the Three Affiliated Tribes in North Dakota are subject to various
JSederal and tribal regulations and laws, any of which may increase our costs and delay our operations.

Various federal agencies including the Office of Natural Resources Revenue (formerly the Minerals Management
Service) and the BIA, along with the Three Affiliated Tribes, promulgate and enforce regulations pertaining to operations on
the Fort Berthold Indian Reservation. In addition, the Three Affiliated Tribes is a sovereign nation having the right to enforce
laws and regulations independent from federal, state and local statutes and regulations. These tribal laws and regulations
include various taxes, fees and other conditions that apply to lessees, operators and contractors conducting operations on
Native American tribal lands. Lessees and operators conducting operations on tribal lands are generally subject to the Native
American tribal court system. One or more of these factors may increase our costs of doing business on the Fort Berthold
Indian Reservation and may have an adverse impact on our ability to effectively transport products within the Fort Berthold
Indian Reservation or to conduct our operations on such lands.

We may have difficulty managing our growth and the related demands on our resources, and the integration of significant
acquisitions may be difficult.

In recent years, we have experienced significant growth through the expansion of our drilling program and through
significant acquisitions. As a result of our growth, we may experience difficulties in finding and retaining additional qualified
personnel. In an effort to meet the demands of our planned activities, we may be required to supplement our staff with
contract and consulting personnel until we are able to hire new employees. In addition, our management may not be able to
successfully or efficiently manage our growth and significant indebtedness. As a result, we may be unable to fully execute
our plans, which could have a material adverse effect on our growth, results of operations and our ability to pay amounts
owed in respect of our long term indebtedness.

We periodically evaluate potential acquisitions of reserves, properties, prospects and leaseholds and other strategic
transactions, any of which acquisitions would likely result in additional growth and strains on our resources. Successful
acquisitions require an assessment of numerous factors, and the accuracy of these assessments is inherently uncertain. Our
review will not reveal all existing or potential problems nor will it permit us to become sufficiently familiar with the
properties to fully assess their deficiencies and potential recoverable reserves. We often are not entitled to contractual
indemnification for environmental liabilities and acquire properties on an “as is” basis, and if we are entitled to
environmental indemnification, we often are entitled to only limited indemnification. Significant acquisitions and other
strategic transactions may involve other risks, including diversion of our management's attention, challenge and cost of
integrating acquired operations and failure to realize the full benefit that we expect. The process of integrating operations
could cause an interruption of, or loss of momentum in, the activities of our business. Members of our senior management
may be required to devote considerable amounts of time to this integration process, which will decrease the time they will
have to manage our business. If our senior management is not able to effectively manage the integration process, or if any
significant business activities are interrupted as a result of the integration process, our business could suffer.
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Risks Relating to Our Industry

0Oil and natural gas prices are volatile. A substantial or extended decline in oil prices, an expansion in the differential
between market prices and the price we receive and, to a lesser extent, a decrease in natural gas prices, could adversely
affect our financial position, financial results, cash flows, access to capital and ability to grow.

Historically, the markets for natural gas and oil have been volatile and they are likely to continue to be volatile. As
with most other companies involved in resource exploration and development, we may be adversely affected by future
increases in the costs of conducting exploration, development and resource extraction that may not be fully offset by
increases in the price received on sales of oil or natural gas. Our focus on exploration activities therefore exposes us to
greater risks than are generally encountered in later-stage oil and natural gas property development companies.

The economic success of any drilling project will depend on numerous factors, including:

«  our ability to drill, complete and operate wells;

«  our ability to estimate the volumes of recoverable reserves relating to individual projects;
« rates of future production;

+ future commodity prices received; and

«  investment and operating costs and possible environmental liabilities.

Wide fluctuations in natural gas and oil prices may result from relatively minor changes in the supply of and demand
for natural gas and oil, market uncertainty and other factors that are beyond our control. Historically, the markets for oil and
natural gas have been volatile. These markets will likely continue to be volatile in the future. The prices a producer may
expect and its level of production depend on numerous factors beyond its control, such as:

« worldwide and domestic supplies of natural gas and oil;

«  weather conditions;

« the level of consumer demand;

+ the price and availability of alternative fuels;

« technological advances affecting energy consumption;

+ the proximity and capacity of natural gas pipelines and other transportation facilities;
 the price and level of foreign imports;

+  domestic and foreign governmental regulations and taxes;

« the nature and extent of regulation relating to carbon dioxide and other greenhouse gas emissions;
+  the actions of the Organization of Petroleum Exporting Countries;

+  political instability or armed conflict in oil-producing regions; and

«  overall domestic and global economic conditions.

Volatile oil and natural gas prices make it difficult to estimate the value of producing properties in an acquisition
and often cause disruption in the market for oil and natural gas producing properties, as buyers and sellers have difficulty
agreeing on such value. Price volatility also makes it difficult to budget for and project the return on acquisitions and
development and exploitation projects.

Lower oil and natural gas prices may not only decrease revenues on a per unit basis, but also may reduce the amount

of oil and natural gas that can be economically produced. Lower prices will also negatively affect the value of proved
reserves.
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Our revenues, operating results, profitability and future rate of growth depend primarily upon the prices we receive
for oil and, to a lesser extent, natural gas, that we sell. Prices also affect the amount of cash flow available for capital
expenditures and our ability to borrow money or raise additional capital. A reduction in oil and gas prices may result in a
decrease in the borrowing base or maximum credit available to us under our credit facility. In addition, we may need to
record asset carrying value write-downs if prices fall, as was the case in 2008 and 2007.

To attempt to reduce our price risk, we have implemented a strategy to hedge a portion of our expected future
production. We cannot assure you that such transactions will reduce the risk or minimize the effect of any decline in oil or
natural gas prices. Any substantial or extended decline in the prices of or demand for oil would have a material adverse effect
on our financial condition and results of operations and could adversely affect our financial position, financial results, cash
flows, access to capital and ability to grow.

Lower oil and natural gas prices may cause us to record ceiling test write-downs.

We use the full cost method of accounting to account for our oil and natural gas operations. Accordingly, we
capitalize the cost to acquire, explore for and develop oil and natural gas properties. Under full cost accounting rules, the net
capitalized costs of oil and natural gas properties may not exceed a “full cost ceiling” which is based upon the present value of
estimated future net cash flows from proved reserves, including the effect of hedges in place, discounted at 10%, plus the
lower of cost or fair market value of unproved properties. If at the end of any fiscal period we determine that the net
capitalized costs of oil and natural gas properties exceed the full cost ceiling, we must charge the amount of the excess to
earnings in the period then ended. This is called a “ceiling test write-down.” This charge does not impact cash flow from
operating activities, but does reduce our net income and stockholders' equity. While we did not recognize any ceiling test
write-downs for the year ended December 31, 2012, we may recognize write-downs in the future if commodity prices
continue to decline or if we experience substantial downward adjustments to our estimated proved reserves.

Conducting operations in the oil and natural gas industry subjects us to complex laws and regulations that can have a
material adverse effect on the cost, manner and feasibility of doing business.

Companies that explore for and develop, produce and sell oil and natural gas in the United States are subject to
extensive federal, state, local and tribal laws and regulations, including complex tax and environmental laws and the
corresponding regulations, and are required to obtain various permits and approvals from federal, state, local and tribal
agencies and authorities. Our ability to obtain, sustain and renew these permits on acceptable terms and without unfavorable
restrictions or conditions is subject to a change in regulations and policies and to the discretion of the applicable
governmental agencies or authorities, among other factors. Our inability to obtain, or our loss of or denial of extensions of,
any of these permits could limit our ability to conduct our operations as planned. In addition, we may be required to make
large expenditures to comply with governmental regulations. Matters subject to regulation include:

*  drilling permits, bonds and reports‘conceming operations;

+  drilling and casing wells, plugging and abandoning wells and reclamation and restoration of propetties;
«  well stimulation processes;

»  air and water quality, water discharge and disposal, and noise levels;

*  location and spacing of wells, unitization and pooling of properties;

+ rights-of-way and easements;

»  gathering, storage, transportation and marketing of oil and natural gas;

* reclamation and remediation, environmental protection, and habitat and endangered species protection;
« safety precautions;

+ taxation; and

*  waste transport and disposal.
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Failure to comply with these laws and regulations may result in the suspension or termination of operations and
subject us to liabilities and administrative, civil and criminal penalties. Compliance costs can be significant. Moreover, these
laws and regulations could change in ways that substantially increase the costs of doing business. Any such liabilities,
penalties, suspensions, terminations or regulatory changes could materially and adversely affect our business, financial
condition and results of operations.

Developments in the global financial system may have impacts on our liquidity and financial condition that we currently
cannot predict.

Global financial markets may have a material adverse impact on our business and our financial condition, and we
may face challenges if conditions in the financial markets are inadequate to finance our activities at a reasonable cost of
capital. There continues to be concern over the worldwide economic outlook, geopolitical issues, the availability and costs of
credit, the negative impact on economic growth resulting from the combination of federal income tax increases and
government spending restrictions which occurred at the end of the calendar year 2012 in the U.S. and the sovereign debt
crisis, all of which have contributed to increased volatility in the global financial markets and commodity prices and
diminished expectations for the global economy. We are unable to predict the duration or severity of the current economic
situation or its impact on our business. As a result, our ability to access the capital markets or borrow money may be
restricted or made more expensive at a time when we would like, or need, to raise capital, which could have an adverse
impact on our flexibility to react to changing economic and business conditions and on our ability to fund our operations and
capital expenditures in the future. The economic situation could have an impact on our lenders or customers, causing them to
fail to meet their obligations to us, and on the liquidity of our operating partners, resulting in delays in operations or their
failure to make required payments. Also, market conditions could have an impact on our natural gas and oil derivatives
transactions if our counterparties are unable to perform their obligations or seek bankruptcy protection. Additionally,
developments in the global financial system could lead to further reductions in the demand for natural gas and oil, or further
reductions in the prices of natural gas and oil, or both, which could have a negative impact on our financial position, results
of operations and cash flows. While the ultimate outcome and impact of the current financial situation cannot be predicted, it
may have a material adverse effect on our future liquidity, results of operations and financial condition.

Our operations are subject to environmental, health and safety, and historic preservation laws and regulations that may
expose us to significant costs and liabilities.

Our oil and natural gas exploration and production operations are subject to stringent and complex federal, state,
local and tribal laws and regulations governing environmental protection, health and safety and historic preservation. These
laws and regulations include, but are not limited to, the Clean Air Act, CWA, OPA, RCRA, CERCLA, SDWA, ESA, NEPA,
OSHA, the National Historic Preservation Act, and the Native American Graves Protection and Repatriation Act, and their
state counterparts and similar statutes, which provide for civil, criminal and administrative penalties and other sanctions for
violation of their requirements. These laws and regulations impose numerous obligations on us and our operations. Several
governmental authorities, such as the EPA, the BIA, the BLM and analogous state agencies, have the power to enforce
compliance with these laws and regulations and the permits issued thereunder. The interpretation and enforcement of these
laws, regulations and permits has tended to become more stringent over time. Failure to comply with these laws, regulations
and permits may result in the assessment of administrative, civil or criminal penalties; the imposition of investigatory,
remedial or monitoring obligations; and the issuance of injunctions limiting or prohibiting some or all of our operations.

There is inherent risk of incurring significant environmental costs and liabilities in the performance of our
operations because of our handling of petroleum hydrocarbons and wastes, air emissions and wastewater discharges related to
our operations, our ownership and operation of real property, including acquired properties, and historical industry operations
and waste disposal practices. Under certain environmental laws and regulations, we could be subject to strict, joint and
several liability for the removal or remediation of contamination at properties we currently own, lease or operate or have
owned, leased or operated in the past or to which we have sent waste. These laws often impose liability even if the owner,
lessee or operator was not responsible for the contamination or the contamination resulted from actions taken in compliance
with all applicable laws in effect at the time. Private parties, including the owners of properties upon which our wells are
drilled or where our petroleum hydrocarbons or wastes are taken for reclamation or disposal, may bring claims against us for
property damage or personal injury, including as a result of exposure to hazardous materials, or to enforce compliance with,
or seek damages under, applicable environmental laws and regulations. In addition, the risk of accidental spills or releases
could expose us to significant liabilities that could have a material adverse effect on our financial condition or results of
operations. Changes in environmental laws and regulations occur frequently, and such changes could require us to make
significant expenditures to attain and maintain compliance and may otherwise have a material adverse effect on the results of
our operations and our competitive position or financial condition. We may not be able to recover some or any of these costs
from insurance or other relevant third parties.
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The regulations of “over-the-counter” derivatives introduced by the Dodd-Frank Wall Street Reform and Consumer
Protection Act (the “Dodd-Frank Act”) could adversely impact our hedging strategy.

Through its comprehensive new regulatory regime for derivatives, the Dodd-Frank Act imposes mandatory clearing,
exchange-trading and margin requirements on many derivatives transactions (including formerly unregulated over-the-
counter derivatives) in which we may engage. The Dodd-Frank Act also creates new categories of regulated market
participants who will be subject to significant new capital, registration, recordkeeping, reporting, disclosure, business conduct
and other regulatory requirements. While the Commodity Futures Trading Commission, or CFTC, and other federal agencies
have adopted, and continue to adopt, numerous regulations pursuant to the Dodd-Frank Act, many of the key concepts and
defined terms under the Dodd-Frank Act have not yet been delineated by rules and regulations to be adopted by the CFTC
and other applicable regulatory agencies. As a consequence, it is difficult to predict the aggregate effect the Dodd-Frank Act
and the regulations promulgated thereunder may have on our hedging activities.

Whether and to what extent we will be subject to the rules and regulations promulgated under the Dodd-Frank Act
will depend on the final rules and definitions adopted by the CFTC and other regulators. The possible effect of the Dodd-
Frank Act could be to increase our overall costs of entering into derivatives transactions. In particular, on November 18, 2011
the CFTC published final rules under the Dodd-Frank Act establishing position limits for certain, energy commodity futures
and options contracts and economically equivalent swaps, futures and options. The position limit levels set the maximum
amount of covered contracts that a trader may own or control separately or in combination, net long or short. The final rules
also contain limited exemptions from position limits which will be phased in over time for certain bona fide hedging
transactions and positions that were established in good faith before the initial limits become effective. The final rules have
been subject to legal challenge. Thus, the timing of implementation of the final rules on position limits, their applicability to,
and impact on us and the success of any legal challenge to their validity remain uncertain, and there can be no assurance that
they will not have a material adverse impact on us by affecting the prices of or market for commodities relevant to our
operations and/or reducing the availability to us of commodity derivatives. Further, new margin requirements and capital
charges, even if not directly applicable to us, may cause an increase in the pricing of derivatives transactions sold by market
participants to whom such requirements apply. Administrative costs, due to new requirements such as registration,
recordkeeping, reporting, and compliance, even if not directly applicable to us, may also be reflected in higher pricing of
derivatives. New exchange-trading and trade reporting requirements may lead to reductions in the liquidity of derivative
transactions, causing higher pricing or reduced availability of derivatives, adversely affecting the performance of our hedging
strategies. Additionally, the financial counterparties to our derivative instruments may be required to spin off some of their
derivatives activities to a separate entity, which may not be as creditworthy as the current counterparty.

The Dodd-Frank Act could result in the cost of executing our hedging strategy increasing significantly, which could
potentially result in an undesirable decrease in the amount of oil production we hedge. If our hedging costs increase and we
are required to post cash collateral, our business would be adversely affected as a result of reduced cash flow and reduced
liquidity. Additionally, in the event that we hedge lower quantities in response to higher hedging costs and increased margin
requirements, our exposure to changes in commodity prices would increase, which could result in decreased cash flows.

Federal and state legislation and regulatory initiatives relating to hydraulic fracturing could result in increased costs and
additional operating restrictions or delays.

Hydraulic fracturing is a common practice that is used to stimulate production of hydrocarbons from tight
formations. The process involves the injection of water, sand and chemicals under pressure into rock formations to fracture
the surrounding rock and stimulate production. There has been increasing public controversy regarding hydraulic fracturing
with regard to use of fracturing fluids, impacts on drinking water supplies, use of waters, and the potential for impacts to
surface water, groundwater, air quality and the environment generally. A number of lawsuits and enforcement actions have
been initiated implicating hydraulic fracturing practices. Additional legislation or regulation could make it more difficult to
perform hydraulic fracturing, cause operational delays, increase our operating costs or make it easier for third parties
opposing the hydraulic fracturing process to initiate legal proceedings. New legislation or regulations in the future could have
the effect of prohibiting the use of hydraulic fracturing, which would prevent us from completing our wells as planned and
would have a material adverse effect on production from our wells. If these legislative and regulatory initiatives cause a
material delay or decrease in our drilling or hydraulic fracturing activities, our business and profitability could be materially

impacted.
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Changes in tax laws may impair our results of operations.

The current administration's proposed budget for the 2013 fiscal year and recently proposed legislation would, if
enacted, make significant changes to United States tax laws, including the elimination of certain key U.S. federal income tax
preferences currently available to oil and gas exploration and production companies. These changes include, but are not
limited to, (i) the repeal of the percentage depletion allowance for oil and gas properties, (ii) the elimination of current
deductions for intangible drilling and development costs, (iii) the elimination of the deduction for certain U.S. production
activities, (iv) the repeal of the passive loss exception for working interests in oil and gas properties and (v) an extension of
the amortization period for certain geological and geophysical expenditures. It is not possible at this time to predict how
legislation or new regulations that may be adopted to address these proposals would impact our business, but any such future
laws and regulations could adversely affect the amount of our taxable income or loss.

Possible regulation related to global warming and climate change could have an adverse effect on our operations and
demand for oil and gas.

Studies over recent years have indicated that emissions of certain gases may be contributing to warming of the
Earth's atmosphere. In response to these studies, governments have begun adopting domestic and international climate
change regulations that require reporting and reductions of the emission of greenhouse gases. Methane, a primary component
of natural gas, and carbon dioxide, a by-product of the burning of oil, natural gas and refined petroleum products, are
considered greenhouse gases. In the United States, at the state level, many states, either individually or through multi-state
regional initiatives, have begun implementing legal measures to reduce emissions of greenhouse gases, primarily through the
planned development of emission inventories or regional greenhouse gas cap and trade programs or have begun considering
adopting greenhouse gas regulatory programs. At the federal level, Congress has considered legislation that could establish a
cap and trade system for restricting greenhouse gas emissions in the United States. The ultimate outcome of this federal
legislative initiative remains uncertain.

In addition to pending climate legislation, the EPA has issued greenhouse gas monitoring and reporting regulations.
Beyond measuring and reporting, the EPA issued an “Endangerment Finding” under section 202(a) of the Clean Air Act,
concluding that greenhouse gas pollution threatens the public health and welfare of current and future generations. The
finding served as a first step to issuing regulations that require permits for and reductions in greenhouse gas emissions for
certain facilities. Moreover, the EPA has begun regulating greenhouse gas emission from certain facilities pursuant to the
Prevention of Significant Deterioration and Title V provisions of the Clean Air Act.

In the courts, several decisions have been issued that may increase the risk of claims being filed by government
entities and private parties against companies that have significant greenhouse gas emissions. Such cases may seek to
challenge air emissions permits that greenhouse gas emitters apply for and seek to force emitters to reduce their emissions or
seek damages for alleged climate change impacts to the environment, people, and property.

Any existing or future laws or regulations that restrict or reduce emissions of greenhouse gases could require us to
incur increased operating and compliance costs. In addition, such laws and regulations may adversely affect demand for the
fossil fuels we produce, including by increasing the cost of combusting fossil fuels and by creating incentives for the use of
alternative fuels and energy.

The oil and natural gas industry is subject to significant competition, which may adversely affect our ability to compete.

Oil and natural gas exploration is intensely competitive and involves a high degree of risk. In our efforts to acquire
oil and natural gas producing properties, we compete with other companies that have greater resources. Many of these
companies not only explore for and produce oil and natural gas, but also conduct refining and petroleum marketing
operations on a worldwide basis. Their competitive advantages may negatively impact our ability to acquire prospective
properties, develop reserves, attract and retain quality personnel and raise capital. Their competitive advantages may also
better enable our competitors to sustain the impact of higher exploration and production costs, oil and natural gas price
volatility, productivity variances among properties, competition from alternative fuel sources and technologies, overall
industry cycles and other factors related to our industry.
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Our operations and demand for our products are affected by seasonal factors, which may lead to fluctuations in our
operating results.

Our operating results are likely to vary due to seasonal factors. Demand for oil and natural gas products will
generally increase during the winter because they are often used as heating fuels. The amount of such increased demand will
depend to some extent upon the severity of winter. Because of the seasonality of our business and continuous fluctuations in
the prices of our products, our operating results are likely to fluctuate from period to period.

The lack of availability or high cost of drilling rigs, equipment, supplies, insurance, personnel and oil field services could
adversely affect our ability to execute our exploration and development plans on a timely basis and within our budget.

Our industry is cyclical and, from time to time, there is a shortage of drilling rigs, equipment, supplies or qualified
personnel. Due to our significant growth, among other things, we continue to experience a lack of resources and services.
During these periods, the costs and delivery times of rigs, equipment and supplies tend to increase, in some cases
substantially. In addition, the demand for, and wage rates of, qualified drilling rig crews rise as the number of active rigs in -
service increases within a geographic area. If increasing levels of exploration and production result in response to strong
prices of oil and natural gas, the demand for oilfield services will likely rise, and the costs of these services will likely
increase, while the quality of these services may suffer. While we currently have six drilling rigs under contract, these
contracts have limited remaining tenors. Five of the contracts expire in 2013 and one expires in 2015. Thus, the future lack
of availability or high cost of drilling rigs, as well as any future lack of availability or high costs of other equipment, supplies,
insurance or qualified personnel, in the areas in which we operate could materially and adversely affect our business and
results of operations.

Risks Relating to Our Common Stock
Future sales or other issuances of our common stock could depress the market for our common stock.

We may seek to raise additional funds through one or more public offerings of our common stock, in amounts and at
prices and terms determined at the time of the offering. Any sales of large quantities of our common stock could reduce the
price of our common stock, and, to the extent that we raise additional capital by issuing equity securities, our existing
stockholders' ownership will be diluted.

Our common stock has experienced price and volume volatility.

The price of our common stock may be impacted by any of the following, some of which may have little or no
relation to our company or industry:

«  investor perception of our Company and the oil and natural gas industry, including industry trends;
«  domestic and international economic and capital market conditions; including fluctuations in commodity prices;
+  responses to quarter-to-quarter variations in our results of operations;

«  announcements of significant acquisitions, strategic alliances, joint ventures or capital commitments by us or
our competitors;

» additions or departures of key personnel;

« sales or purchases of our common stock by large stockholders or our insiders;

«  accounting pronouncements or changes in accounting rules that affect our financial reporting; and
o changes in legal, tax and regulatory compliance unrelated to our performance.

In addition, the stock market in general and the market for natural gas and oil exploration companies in particular
have experienced extreme price and volume fluctuations that have often been unrelated or disproportionate to the operating
results or asset values of those companies. These broad market and industry factors may seriously impact the market price
and trading volume of our common shares regardless of our actual operating performance.
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We have not paid cash dividends on our common stock and do not anticipate paying any dividends on our common stock
in the foreseeable future.

We do not anticipate paying cash dividends on our common stock in the foreseeable future. Payment of future cash
dividends, if any, will be at the discretion of our board of directors and will depend on our financial condition, results of
operations, contractual restrictions, capital requirements, business prospects and other factors that our board of directors
considers relevant. Furthermore, our credit facility prohibit us from paying dividends with respect to our common stock.
Accordingly, investors may only see a return on their investment if the value of our securities appreciates.

Our constating documents permit us to issue an unlimited number of shares without shareholder approval.

Our Articles of Continuation permit us to issue an unlimited number of shares of our common stock. Subject to the
requirements of any exchange on which we may be listed, we will not be required to obtain the approval of shareholders for
the issuance of additional shares of our common stock. Issuances of shares of our common stock will result in immediate
dilution to existing shareholders and may have an adverse effect on the value of their shareholdings.

Sale, or the availability for sale, of substantial amounts of our common stock could adversely affect the value of our
common stock.

No prediction can be made as to the effect, if any, that future sales of our common stock, or the availability of
common stock for future sales, will have on the market price of our common stock. We have several stockholders that hold a
significant number of shares of our common stock. Sales of substantial amounts of our common stock in the public market
and the availability of shares for future sale, including by one or more of our significant stockholders or shares of our
common stock issuable upon exercise of outstanding options to acquire shares of our common stock, could adversely affect
the prevailing market price of our common stock. This in turn would adversely affect the fair value of the common stock and
could impair our future ability to raise capital through an offering of our equity securities.

ITEM 1B. UNRESOLVED STAFF COMMENTS

Not applicable.
ITEM3. LEGAL PROCEEDINGS

We have no material legal proceedings pending, and we do not know of any material proceedings contemplated by
governmental authorities. There are no material proceedings to which any director, officer or any of our affiliates, any owner
of record or beneficially of more than five percent of any class of our voting securities, or any associate of any such director,
officer, our affiliates, or security holder, is a party adverse to us or our consolidated subsidiary or has a material interest
adverse to us or our consolidated subsidiary.

ITEM 4. MINE SAFETY DISCLOSURES

These disclosures are not applicable to us.
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PARTII

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

Market Information

Shares of our common stock, no par value, are issued in registered form. The transfer agent for the shares is
Computershare Trust Company Inc., 100 University Avenue, 9" Floor, Toronto, Ontario M5J 2Y 1. Our common stock began
trading on the NYSE on August 4, 2011 under the symbol “KQG”. Prior to that, from June 21, 2006 through August 3, 2011,
our common stock traded on the NYSE MKT. On February 27, 2013, there were 80 holders of record of our Common Stock
which does not include the shareholders for whom shares are held in a nominee or street name. The following table sets forth
our common stock high and low prices by quarter for 2011 and 2012.

NYSE

Quarter Ended High Low
December 31, 2012 $ 997 $ 8.03
September 30, 2012 $ 992 § 7.50
June 30, 2012 $ 1015 S 6.92
March 31, 2012 $ 1090 $ 8.58
December 31, 2011 $ 995 § 3.59
September 30, 2011 $ 703 $ 437
June 30, 2011 $ 744 § 4.90
March 31, 2011 $ 770 $ 5.44
Dividend Policy

We have never paid any cash dividends on our common stock and do not anticipate paying any dividends in the
foreseeable future. Our current business plan is to retain any future earnings to finance the expansion and development of our
business. Any future determination to pay cash dividends will be at the discretion of our board of directors, and will be
dependent upon our financial condition, results of operations, capital requirements, limitations under our credit facility and
Senior Notes (defined below) and other factors as our board may deem relevant at that time.
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Comparison of Cumulative Return

The following graph compares the cumulative return on a $100 investment in our common stock over the last five
fiscal years beginning January 1, 2008 through December 31, 2012, to that of the cumulative return on a $100 investment in
the S&P 500 Composite, NYSE Arca Oil, and the Dow Jones U.S. Oil & Gas Index for the same period. In calculating the
cumulative return, reinvestment of dividends, if any, is assumed. The indices are included for comparative purpose only. This
graph is not “soliciting material,” is not deemed filed with the SEC and is not to be incorporated by reference in any of our
filings under the Securities Act or the Exchange Act, whether made before or after the date hereof and irrespective of any
general incorporation language in any such filing,

COMPARISON OF CUMULATIVE TOTAL RETURN
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12/31/07 12/31/08 12/31/09 12/31/10 12/31/11 12/31/12
Kodiak Oil & Gas Corp. $ 100 $ 14 $ 101 $ 300 $ 432 § 402
S&P 500 Composite $ 100 $ 63 $ 80 § 92 3 94 $ 109
NYSE Arca Oil Index $ 100 $ 65 $ 733 85 § 89 $ 93
Dow Jones U.S. Oil & Gas $ 100 $§ 64 $ 75 8 90 $ 94 $ 98
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Exchange Controls

Canada has no system of exchange controls. There are no exchange restrictions on borrowing from foreign countries
nor on the remittance of dividends, interest, royalties and similar payments, management fees, loan repayments, settlement of
trade debts, or the repatriation of capital. However, dividends remitted to U.S. Holders, as defined below, generally will be
subject to Canadian withholding tax.

Except as provided in the Investment Canada Act (the “Act”), as amended by the Canada-United States Free Trade
Implementation Act (Canada) and the Canada- United States Free Trade Agreement, there are no limitations specific to the
rights of non-Canadians to hold or vote our common stock under the laws of Canada or the Yukon Territory or in our charter
documents. Our company is not a “Canadian business,” as defined in the Act; therefore, the limitations in the Act do not apply
to our company.

Certain United States Federal Income Tax Considerations

The following is a general summary of certain material U.S. federal income tax considerations applicable to a U.S.
Holder (as defined below) arising from and relating to the acquisition, ownership, and disposition of common shares of the
Company.

This summary is for general information purposes only and does not purport to be a complete analysis or listing of all
potential U.S. federal income tax considerations that may apply to a U.S. Holder arising from and relating to the acquisition,
ownership, and disposition of common shares. Except as specifically set forth below, this summary does not discuss
applicable tax reporting requirements. In addition, this summary does not take into account the individual facts and
circumstances of any particular U.S. Holder that may affect the U.S. federal income tax consequences to such U.S. Holder,
including specific tax consequences to a U.S. Holder under an applicable tax treaty. Accordingly, this summary is not intended
to be, and should not be construed as, legal or U.S. federal income tax advice with respect to any U.S. Holder. Each U.S.
Holder should consult its own tax advisor regarding the U.S. federal, U.S. federal alternative minimum, U.S. federal estate and
gift, U.S. state and local tax, and foreign tax consequences relating to the acquisition, ownership and disposition of common
shares.

No legal opinion from U.S. legal counsel or ruling from the Internal Revenue Service (the “IRS”) has been requested,
or will be obtained, regarding the U.S. federal income tax consequences of the acquisition, ownership, and disposition of
common shares. This summary is not binding on the IRS, and the IRS is not precluded from taking a position that is different
from, and contrary to, the positions taken in this summary. In addition, because the authorities on which this summary is based
are subject to various interpretations, the IRS and the U.S. courts could disagree with one or more of the positions taken in this
summary.

Scope of this Summary
Authorities

This summary is based on the Internal Revenue Code of 1986, as amended (the “Code™), Treasury Regulations
(whether final, temporary, or proposed), published rulings of the IRS, published administrative positions of the IRS, U.S. court
decisions, the Convention Between Canada and the United States of America with Respect to Taxes on Income and on
Capital, signed September 26, 1980, as amended (the “Canada-U.S. Tax Convention™), and U.S. court decisions that are
applicable and, in each case, as in effect and available, as of the date of this document. Any of the authorities on which this
summary is based could be changed in a material and adverse manner at any time, and any such change could be applied on a
retroactive or prospective basis which could affect the U.S. federal income tax considerations described in this summary. This
summary does not discuss the potential effects, whether adverse or beneficial, of any proposed legislation that, if enacted,
could be applied on a retroactive or prospective basis.

U.S. Holders

For purposes of this summary, the term “U.S. Holder” means a beneficial owner of common shares that is for U.S.
federal income tax purposes:

« an individual who is a citizen or resident of the U.S.;

«  acorporation (or other entity taxable as a corporation for U.S. federal income tax purposes) organized under the
laws of the U.S., any state thereof or the District of Columbia;

«  an estate whose income is subject to U.S. federal income taxation regardless of its source; or
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* atrust that (1) is subject to the primary supervision of a court within the U.S. and the control of one or more U.S.
persons for all substantial decisions or (2) has a valid election in effect under applicable Treasury regulations to
be treated as a U.S. person.

Non-U.S. Holders

For purposes of this summary, a “non-U.S. Holder” is a beneficial owner of common shares that is not a U.S. Holder.
This summary does not address the U.S. federal income tax consequences to non-U.S. Holders arising from and relating to the
acquisition, ownership, and disposition of common shates. Accordingly, a non-U.S. Holder should consult its own tax advisor
regarding the U.S. federal, U.S. federal alternative minimum, U.S. federal estate and gift, U.S. state and local tax, and foreign
tax consequences (including the potential application of and operation of any income tax treaties) relating to the acquisition,
ownership, and disposition of common shares.

U.S. Holders Subject to Special U.S. Federal Income Tax Rules Not Addressed

This summary does not address the U.S. federal income tax considerations applicable to U.S. Holders that are subject
to special provisions under the Code, including the following U.S. Holders: (a) U.S. Holders that are tax-exempt
organizations, qualified retirement plans, individual retirement accounts, or other tax-deferred accounts; (b) U.S. Holders that
are financial institutions, underwriters, insurance companies, real estate investment trusts, or regulated investment companies;
(c) U.S. Holders that are dealers in securities or currencies or U.S. Holders that are traders in securities that elect to apply a
mark-to-market accounting method; (d) U.S. Holders that have a “functional currency” other than the U.S. dollar; (e) U.S.
Holders that own common shares as part of a straddle, hedging transaction, conversion transaction, constructive sale, or other
arrangement involving more than one position; (f) U.S. Holders that acquired common shares in connection with the exercise
of employee stock options or otherwise as compensation for services; (g) U.S. Holders that hold common shares other than as
a capital asset within the meaning of Section 1221 of the Code (generally, property held for investment purposes);

(h) partnerships and other pass-through entities (and investors in such partnerships and entities); or (j) U.S. Holders that own
or have owned (directly, indirectly, or by attribution) 10% or more of the total combined voting power of the outstanding
shares of the Company. This summary also does not address the U.S. federal income tax considerations applicable to U.S.
Holders who are (a) U.S. expatriates or former long-term residents of the U.S. subject to Section 877 of the Code, (b) persons
that have been, are, or will be a resident or deemed to be a resident in Canada for purposes of the Tax Act; (c) persons that use
or hold, will use or hold, or that are or will be deemed to use or hold common shares in connection with carrying on a business
in Canada; (d) persons whose common shares constitute “taxable Canadian property” under the Tax Act; or (e) persons that
have a permanent establishment in Canada for the purposes of the Canada-U.S. Tax Convention. U.S. Holders that are subject
to special provisions under the Code, including U.S. Holders described immediately above, should consult their own tax
advisor regarding the U.S. federal, U.S. federal alternative minimum, U.S. federal estate and gift, U.S. state and local tax, and
foreign tax consequences relating to the acquisition, ownership and disposition of common shares.

If an entity that is classified as a partnership for U.S. federal income tax purposes holds common shares, the U.S.
federal income tax consequences to such partnership and the partners of such partnership generally will depend on the
activities of the partnership and the status of such partners. Partners of entities that are classified as partnerships for U.S.
federal income tax purposes should consult their own tax advisor regarding the U.S. federal income tax consequences arising
from and relating to the acquisition, ownership, and disposition of common shares.

Tax Consequences Not Addressed
This summary does not address the U.S. state and local, U.S. federal estate and gift, U.S. federal alternative minimum
tax or foreign tax consequences to U.S. Holders of the acquisition, ownership, and disposition of common shares. Each U.S.

Holder should consult its own tax advisor regarding the U.S. state and local, U.S. federal estate and gift, U.S. federal
alternative minimum tax and foreign tax consequences of the acquisition, ownership, and disposition of common shares.
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U.S. Federal Income Tax Consequences of the Acquisition, Ownership, and Disposition of Common Shares

If the Company is not considered a “passive foreign investment company” (a “PFIC”, as defined below) at any time
during a U.S. Holder’s holding period, the following sections will generally describe the U.S. federal income tax
consequences to U.S. Holders of the acquisition, ownership, and disposition of the Company’s common shares.

Distributions on Common Shares

A U.S. Holder that receives a distribution, including a constructive distribution, with respect to the Company’s
common shares will be required to include the amount of such distribution in gross income as a dividend (without reduction
for any applicable Canadian tax withheld from such distribution) to the extent of the current or accumulated “earnings and
profits” of the Company. To the extent that a distribution exceeds the current and accumulated “earnings and profits” of the
Company, such distribution will be treated (a) first, as a tax-free return of capital to the extent of a U.S. Holder’s tax basis in
the common shares and, (b) thereafter, as gain from the sale or exchange of such common shares (see “Disposition of
Common Shares” below). However, the Company does not intend to maintain the calculations of earnings and profits in
accordance with U.S. federal income tax principles, and each U.S. Holder should therefore assume that any distribution by the
Company with respect to common shares will constitute ordinary dividend income. Dividends received on common shares
generally will not be eligible for the «dividends received deduction.” Subject to applicable limitations, dividends paid by the
Company to non-corporate U.S. Holders, including individuals, generally will be eligible for the preferential tax rates
applicable to long-term capital gains for dividends, provided certain holding period and other conditions are satisfied,
including that the Company not be classified as a PFIC (as defined below) in the tax year of distribution or in the preceding
tax year. The dividend rules are complex, and each U.S. Holder should consult its own tax advisor regarding the dividend
rules. .

Disposition of Common Shares

A U.S. Holder will recognize a gain or loss on the sale or other taxable disposition of common shares in an amount
equal to the difference, if any, between (a) the amount of cash plus the fair market value of any property received and (b) such
U.S. Holder’s tax basis in the common shares sold or otherwise disposed of. Subject to the PFIC rules discussed below, any
such gain or loss generally will be capital gain or loss, which will be long-term capital gain or loss if common shares are held
for more than one year.

Preferential tax rates apply to long-term capital gains of a U.S. Holder that is an individual, estate, or trust. There are
currently no preferential tax rates for long-term capital gains of a U.S. Holder that is a corporation. Deductions for capital
losses are subject to significant limitations under the Code.

Receipt of Foreign Currency

The amount of any distribution paid in foreign currency to a U.S. Holder in connection with the ownership of
common shares, or on the sale, exchange or other taxable disposition of common shares, generally will be equal to the U.S.
dollar value of such foreign currency based on the exchange rate applicable on the date of receipt (regardless of whether such
foreign currency is converted into U.S. dollars at that time). A U.S. Holder that receives foreign currency and converts such
foreign currency into U.S. dollars at a conversion rate other than the rate in effect on the date of receipt may have a foreign
currency exchange gain or loss, which generally would be treated as U.S. source ordinary income or loss. If the foreign
currency received is not converted into U.S. dollars on the date of receipt, a U.S. Holder will have a basis in the foreign
currency equal to its U.S. dollar value on the date of receipt. Each U.S. Holder should consult its own U.S. tax advisor
regarding the U.S. federal income tax consequences of receiving, owning, and disposing of foreign currency.

Foreign Tax Credit

As described above under the heading “Exchange Controls,” dividends paid to U.S. Holders generally will be subject
to Canadian withholding tax. A U.S. Holder who pays (whether directly or through withholding) foreign income tax with
respect to dividends paid on common shares generally will be entitled, at the election of such U.S. Holder, to receive either a
deduction or a credit for such foreign income tax paid. Generally, a credit will reduce a U.S. Holder’s U.S. federal income tax
liability on a dollar-for-dollar basis, whereas a deduction will reduce a U.S. Holder’s income subject to U.S. federal income
tax. This election is made on a year-by-year basis and applies to all foreign taxes paid (whether directly or through
withholding) by a U.S. Holder during a year.

Complex limitations apply to the foreign tax credit, including the general limitation that the credit cannot exceed the
proportionate share of a U.S. Holder’s U.S. federal income tax liability that such U.S. Holder’s “foreign source” taxable
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income bears to such U.S. Holder’s worldwide taxable income. In applying this limitation, a U.S. Holder’s various items of
income and deduction must be classified, under complex rules, as either “foreign source” or “U.S. source.” In addition, this
limitation is calculated separately with respect to specific categories of income. Dividends paid by the Company generally will
constitute “foreign source” income and generally will be categorized as “passive income.” Gain or loss recognized by a U.S.
Holder on the sale or other taxable disposition of common shares generally will be treated as “U.S. source” for purposes of
applying the U.S. foreign tax credit rules unless the gain is subject to tax in Canada and is resourced as “foreign source” under
the Canada-U.S. Tax Convention and such U.S. Holder elects to treat such gain or loss as “foreign source.”

The foreign tax credit rules are complex, and each U.S. Holder should consult its own tax advisor regarding the
foreign tax credit rules.

Additional Tax on Passive Income

Certain individuals, estates and trusts whose income exceeds certain thresholds will be required to pay a 3.8%
Medicare surtax on “net investment income” including, among other things, dividends and net gain from disposition of
property (other than property held in a trade or business). U.S. Holders should consult with their own tax advisors regarding
the effect, if any, of this tax on their ownership and disposition of common shares.

Passive Foreign Investment Company Rules

If the Company were to constitute a PFIC (as defined below) for any year during a U.S. Holder’s holding period, then
certain different and potentially adverse tax consequences would apply to such U.S. Holder’s acquisition, ownership and
disposition of common shares. The Company does not believe that it was a PFIC for the tax year ended December 31, 2011,
and based on current business plans and financial projections, the Company does not expect that it will be a PFIC for the tax
year ending December 31, 2013. The determination of whether the Company will be a PFIC for a taxable year depends, in
part, on the application of complex U.S. federal income tax rules, which are subject to differing interpretations. In addition,
whether the Company will be a PFIC for its current taxable year depends on the assets and income of the Company over the
course of each such taxable year and, as a result, cannot be predicted with certainty as of the date of this document.
Consequently, there can be no assurance regarding the Company’s PFIC status for any taxable year during which U.S. Holders
hold common shares, and there can be no assurance that the IRS will not challenge the determination made by the Company
concerning its PFIC status.

The Company generally will be a PFIC under Section 1297 of the Code if, for a taxable year, (a) 75% or more of the
gross income of the Company for such taxable year is passive income or (b) 50% or more of the assets held by the Company
either produce passive income or are held for the production of passive income, based on the quarterly average of the fair
market value of such assets. “Gross income” generally includes all revenues less the cost of goods sold, plus income from
investments and from incidental or outside operations or sources, and “passive income” includes, for example, dividends,
interest, certain rents and royalties, certain gains from the sale of stock and securities, and certain gains from commodities
transactions. Active business gains arising from the sale of commodities generally are excluded from passive income if
substantially all of a foreign corporation’s commodities are (a) stock in trade of such foreign corporation or other property of a
kind which would properly be included in inventory of such foreign corporation, or property held by such foreign corporation
primarily for sale to customers in the ordinary course of business, (b) property used in the trade or business of such foreign
corporation that would be subject to the allowance for depreciation under Section 167 of the Code, or (c) supplies of a type
regularly used or consumed by such foreign corporation in the ordinary course of its trade or business.

In addition, for purposes of the PFIC income test and asset test described above, if the Company owns, directly or
indirectly, 25% or more of the total value of the outstanding shares of another corporation, the Company will be treated as if it
(a) held a proportionate share of the assets of such other corporation and (b) received directly a proportionate share of the
income of such other corporation. In addition, for purposes of the PFIC income test and asset test described above, “passive
income” does not include any interest, dividends, rents, or royalties that are received or accrued by the Company from a
“related person” (as defined in Section 954(d)(3) of the Code), to the extent such items are properly allocable to the income of
such related person that is not passive income.

Under certain attribution rules, if the Company is a PFIC, U.S. Holders will be deemed to own their proportionate
share of any subsidiary of the Company which is also a PFIC (a “Subsidiary PFIC”), and will be subject to U.S. federal
income tax on (i) a distribution on the shares of a Subsidiary PFIC or (ii) a disposition of shares of a Subsidiary PFIC, both as
if the holder directly held the shares of such Subsidiary PFIC.

Under the default PFIC rules, a U.S. Holder would be required to treat any gain recognized upon a sale or disposition
of our common shares as ordinary (rather than capital), and any resulting U.S. federal income tax may be increased by an
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interest charge which is not deductible by non-corporate U.S. Holders. Rules similar to those applicable to dispositions will
generally apply to distributions in respect of our common shares which exceed a certain threshold level.

While there are U.S. federal income tax elections that sometimes can be made to mitigate these adverse tax
consequences (including, without limitation, the “QEF Election” and the “Mark-to-Market Election™), such elections are
available in limited circumstances and must be made in a timely manner. U.S. Holders are urged to consult their own tax
advisers regarding the potential application of the PFIC rules to the ownership and disposition of our common shares, and the
availability of certain U.S. tax elections under the PFIC rules.

U.S. Holders should be aware that, for each taxable year, if any, that the Company or any Subsidiary PFIC is a PFIC,
the Company can provide no assurances that it will satisfy the record keeping requirements of a PFIC, or that it will make
available to U.S. Holders the information such U.S. Holders require to make a QEF Election under Section 1295 of the Code
with respect of the Company or any Subsidiary PFIC. Each U.S. Holder should consult its own tax advisor regarding the
availability of, and procedure for making, a QEF Election with respect to the Company and any Subsidiary PFIC.

The above discussion is only a brief summary of the PFIC rules. The PFIC rules are complex, and each U.S. Holder
should consult its own financial advisor, legal counsel, or accountant regarding the PFIC rules and how the PFIC rules may
affect the U.S. federal income tax consequences of the acquisition, ownership, and disposition of common shares.

Information Reporting; Backup Withholding Tax

Under U.S. federal income tax law and Treasury Regulations, certain categories of U.S. Holders must file
information returns with respect to their investment in, or involvement in, a foreign corporation. For example, U.S. return
disclosure obligations (and related penalties) are imposed on individuals who are U.S. Holders that hold certain specified
foreign financial assets in excess of $50,000. The definition of specified foreign financial assets includes not only financial
accounts maintained in foreign financial institutions, but also, unless held in accounts maintained by a financial institution,
any stock or security issued by a non-U.S. person, any financial instrument or contract held for investment that has an issuer or
counterparty other than a U.S. person and any interest in a foreign entity. U. S. Holders may be subject to these reporting
requirements unless their common shares are held in an account at a domestic financial institution. Penalties for failure to file
certain of these information returns are substantial. U.S. Holders should consult with their own tax advisors regarding the
requirements of filing information returns under these rules, including the requirement to file an IRS Form 8938 for prior tax
years in which the obligation to file such form was suspended.

Payments made within the U.S. or by a U.S. payor or U.S. middleman, of dividends on, and proceeds arising from the
sale or other taxable disposition of, common shares will generally be subject to information reporting and backup withholding
tax, at the rate of 28% , if a U.S. Holder (a) fails to furnish such U.S. Holder’s correct U.S. taxpayer identification number
(generally on Form W-9), (b) furnishes an incorrect U.S. taxpayer identification number, (c) is notified by the IRS that such
U.S. Holder has previously failed to properly report items subject to backup withholding tax, or (d) fails to certify, under
penalty of perjury, that such U.S. Holder has furnished its correct U.S. taxpayer identification number and that the IRS has not
notified such U.S. Holder that it is subject to backup withholding tax. However, certain exempt persons generally are excluded
from these information reporting and backup withholding rules. Backup withholding is not an additional tax. Any amounts
withheld under the U.S. backup withholding tax rules will be allowed as a credit against a U.S. Holder’s U.S. federal income
tax liability, if any, or will be refunded, if such U.S. Holder furnishes required information to the IRS in a timely manner.
Each U.S. Holder should consult its own tax advisor regarding the information reporting and backup withholding rules.

Issuer Purchases of Equity Securities

During the fiscal year ended December 31, 2012, neither the Company nor any affiliated purchaser purchased any of
the Company’s equity securities.
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ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth selected consolidated financial data as of and for the years ended December 31, 2008
through December 31, 2012. The data as of and for the fiscal years ended December 31 for the respective years was derived
from our historical consolidated financial statements and the accompanying notes included elsewhere in this Annual Report
on Form 10-K and in our prior Annual Reports on Form 10-K, as applicable.

The following selected consolidated financial information should be read in conjunction with “Item 7.
Management’s Discussion and Analysis of Financial Conditions and Results of Operations” and the consolidated financial
statements and the notes thereto included in “Item 8. Financial Statements and Supplementary Data” presented elsewhere in
this Annual Report on Form 10-K. Also see “Recently Adopted Accounting Pronouncements” included in the notes to the
consolidated financial statements included elsewhere in this Annual Report on Form 10-K.

For the Years Ended December 31,

2012 2011 2010 2009 2008
(In thousands, except per share data)
Consolidated Statements of Income Information:
Revenues:
Oil sales $ 390425 $ 115692 $ 30212 $ 10,652 $ 5,397
Gas sales 18,265 4,294 783 625 1,372
Total revenues 408,690 119,986 30,995 11,277 6,769
Operating expenses:
Oil and gas production 85,498 26,885 6,795 2,220 3,579
Depletion, depreciation, amortization and
accretion 155,634 32,068 8,234 3,159 4,172
Asset impairment — — — — 47,500
General and administrative 34,528 19,495 12,190 8,522 8,212
Total operating expenses 275,660 78,448 27,219 13,901 63,463
Operating income (loss) 133,030 41,538 3,776 (2,624) (56,694)
Other income (expense):
Gain (loss) on commodity price risk management
activities 44,602 (20,114) (6,146) — —
Interest income (expense), net (22,911) (18,887) 39 53 196
Other income 3,663 1,338 7 8 —
Total other income (expense) 25,354 (37,663) (6,178) 61 196
Income (loss) before income taxes 158,384 3,875 (2,402) (2,563) (56,498)
Income tax expense 26,800 — — — —
Net income (loss) $ 131,584 § 3875 § (2402) $ (2,563) § (56,498)
_—m—— —————me— et e

Net income (loss) per share:

Basic $ 050 $ 002 $ (0.02) $ (0.02) $§ (0.62)
Diluted . $§ 049 § 002 § (002 $ (00D 5 (060

Other Financial Information:
Net cash provided by operating activities
Net cash used in investing activities

$ 272679 $ 53913 $ 10315 $ 939 § (2,174)
$ (1,348,07) $ (590,749) $ (200,009) $ (28,155) $ (20,911)

Net cash provided by financing activities $ 1,017,855 § 517,242 $ 266,007 $ 36,064 $ 17,651
Consolidated Balance Sheet Information:

Total assets $ 2,373,636 $1,699477 § 369937 $ 79683 $ 39,016
Long-term debt $ 1,100,622 $ 750,000 $ 40,000 $ — 3 —
Total stockholders’ equity $ 1,033,472 § 839,680 $ 299,047 $ 69,928 $ 32,998

41



ITEM7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following discussion and analysis should be read in conjunction with the “Selected Financial Data” in Item 6
above and our historical consolidated financial statements and the accompanying notes included elsewhere in this Annual
Report on Form 10-K.

Overview

We are an independent energy company focused on the exploration, exploitation, acquisition and production of
crude oil and natural gas in the Rocky Mountain region of the United States. Our corporate strategy is to internally identify
prospects, acquire lands encompassing those prospects and evaluate those prospects using subsurface geology and
geophysical data and exploratory drilling. Using this strategy, we have developed an oil and natural gas portfolio of proved
reserves, as well as development and exploratory drilling opportunities on high potential conventional and unconventional oil
and natural gas prospects.

Our oil and natural gas reserves and operations are primarily concentrated in the Williston Basin of North Dakota
and Montana and, to a lesser extent, the Green River Basin of Wyoming and Colorado. The most significant prospects in our
portfolio are our assets in the Williston Basin, where the principal target of drilling is the Bakken Shale hydrocarbon system
highlighted by production from the Middle Bakken member, located between two Bakken shales that serve as the source
rock, and the TFS member, positioned immediately below the Lower Bakken Shale. As of December 31, 2012, we owned an
interest in approximately 228,200 gross (154,400 net) acres in the Williston Basin and have an interest in 268 gross (121.9
net) producing wells in the Williston Basin.

Oil and Gas Property Acquisitions
The following is a summary of our acquisitions during the last two fiscal years:
January 2012 Acquisition

On January 10, 2012, we acquired certain oil and gas leaseholds, overriding royalty interests and producing
properties located ip North Dakota, and various other related rights, permits, contracts, equipment and other assets, including
the assignment and assumption of a drilling rig contract (the “January 2012 Acquisition”). The effective date for this
acquisition was September 1, 2011. The producing properties acquired in January 2012 contributed revenue to us for the
years ended December 31, 2012 and 2011 of $33.6 million and $0, respectively. Oil and gas proved reserves acquired were
-~ 11,891.3 MBOE.

We closed this acquisition for aggregate consideration of approximately $638.2 million. This consideration was
comprised of (i) 5,055,612 shares of the Company's common stock and (ii) cash consideration in an amount equal to
approximately $588.4 million. We funded the cash balance due at closing through the release from escrow of the proceeds
from our November 2011 high yield debt and equity offering.

Through this acquisition, we acquired approximately 50,000 net leasehold acres and net production of
approximately 3,600 barrels of oil equivalent per day located primarily in McKenzie and Williams Counties, N.D. We
operate substantially all of the leasehold acquired through this acquisition.

October 2011 Acquisition

On October 28, 2011, we acquired interests in approximately 13,400 net acres of Williston Basin leaseholds, and
related producing properties located primarily in Williams County, North Dakota along with various other related rights,
permits, contracts, equipment and other assets. The seller in this transaction received cash consideration of approximately
$248.2 million. The effective date for the acquisition was August 1, 2011, The producing properties acquired in October 2011
contributed revenue to us for the years ended December 31, 2012 and 2011 of $27.2 million and $5.6 million, respectively.
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June 2011 Acquisition

On June 30, 2011, we acquired interests in approximately 25,000 net acres of Williston Basin leaseholds and related
producing properties located in McKenzie County, North Dakota along with various other related rights, permits, contracts,
equipment and other assets for a combination of cash and stock. The seller in this transaction received 2,500,000 shares of the
Company’s common stock valued at approximately $14.0 million and cash consideration of approximately $71.5 million.
The effective date for the acquisition was April 1, 2011. The producing properties acquired in June 2011 contributed revenue
to us for the years ended December 31, 2012 and 2011 of $1.5 million and $1.4 million, respectively.

2012 Capital Expenditures and 2013 Capital Budget
The following table sets forth our actual capital expenditures for the years ended December 31,2012,2011, and

2010 and our capital expenditures budget for 2013. Capital expenditures include cash expenditures, accrued expenditures, oil
and gas property acquisitions through the issuance of common stock and are net of divestitures (in millions).

For the Years Ended December 31,

2013 Budget 2012 Actual 2011 Actual 2010 Actual
Costs incurred:
Acquisitions(1)
Proved oil and gas properties $ — 3 3228 § 1525 $ 322
Unproved oil and gas properties — 313.1 168.0 77.2
Asset retirement obligations —_ 0.8 0.3 0.2
Total acquisitions — 636.7 320.8 109.6
Capital Expenditures
Operated drilling and completion costs 600.0 664.5 1942 63.3
Non-operated drilling and completion costs 140.0 145.9 66.4 35
Total drilling and completion costs 740.0 810.4 260.6 66.8
Salt water disposal wells and facilities 23.0 10.2 — —
Leasehold acquisitions 12.0 17.9 14.9 18.5
Total capital expenditures 775.0 838.5 275.5 85.3
Asset retirement obligations — 4.1 13 0.6
Capitalized interest — 46.0 8.4 0.5
Total capital expenditures including non-cash items 775.0 888.6 285.2 86.4
Total capitalized costs $ 7750 § 1,523 § 6060 $ 196.0
) Includes acquisitions accounted for as business combinations.

The table below summarizes the wells spud and completed during the year ended December 31, 2012 as a result of
our 2012 capital expenditures. For the year ended December, 31 2012, we incurred capital expenditures of $810.4 million
related to drilling and completion operations (exclusive of our January 2012 Acquisition). At December 31, 2012, we had 18
gross (14.0 net) operated and 16 gross (1.5 net) non-operated wells waiting on completion.

Spud Completed
Gross Net Gross Net
For the Year Ended December 31, 2012
Operated wells 69 57.1 64 52.4
Non-operated wells 77 13.6 60 10.2
‘ 146 70.7 124 62.6
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Industry wide, exploration and development activity in the Williston Basin continued at a high level in 2012.
During the year, our drilling operations benefited from improved efficiencies resulting in decreased spud-to-rig-release
drilling times. As the Basin has experienced a significant increase in third party oil field services over the past year and
operators gain efficiencies through more pad drilling, we have seen improved field services and reduced costs. During the
year, our completed well costs trended downward from approximately $12 million per well, including surface facilities and
pipeline connections, to approximately $11 million by year end. Further, we recently renegotiated agreements with certain
suppliers, which we expect will reduce our drilling and completion costs to approximately $10 million per well in early 2013.

Our Board of Directors approved a $775.0 million capital expenditure budget for 2013, all of which is allocated to
oil and gas activities in the Williston Basin of North Dakota. We have allocated $600.0 million to the drilling and completion
of 75 gross (61 net) operated wells; $140.0 million to non-operated drilling and completion activities for 14 net wells; and
$35.0 million for water disposal systems, well connections and acreage acquisitions. We anticipate funding this capital
program through existing cash on hand, our expected cash flow from operations, and borrowing capacity expected to be
available under our credit facility. As of the date of this filing, we had a borrowing base and total commitment for the credit
facility of $450.0 million, of which $400.0 million is currently available.

The following chart illustrates our expected capital allocation by operating area:

Grizzly/Wildrose
13%

Dunn County , Polar37%
12%

Koala 12%

Smokey 27%

We are currently operating seven drilling rigs and anticipate operating six to seven drilling rigs for the majority of
2013. Our rig termination schedule allows us to adjust capital expenditures in reaction to economic conditions such as a
decline in crude oil prices.

We are proceeding with a pilot program to test 12 wells within a drilling spacing unit in each of our Polar and
Smokey operating areas. In each project, six wells will target the Middle Bakken and six wells will target intervals within the
Three Forks Formation.

The Polar pilot project wells are being drilled from three four-well pads. Geologic and geophysical work on the
DSU will include cores and high-resolution logs to evaluate the Middle Bakken and all benches of the TFS. In addition, a
micro seismic program is planned to further evaluate completion procedure effectiveness.

In our Smokey block, two wells within the test DSU are now producing, and three additional well bores have
recently been drilled into the same DSU. We expect to drill the remaining seven wells following drilling of the Polar pilot

program.

Water disposal and oil and gas lines are being constructed in each of the test areas and should be operational before
completion activities begin. Results from these pilot projects will be evaluated throughout 2013.
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Our 2013 capital expenditure budget is subject to various factors, including market conditions, oilfield services and
equipment availability, commodity prices and drilling results. While we continue to explore opportunities to expand our
acreage position, our current budget is primarily allocated to drilling and completing wells. If we choose to pursue the
acquisition of significant additional leaseholds, we would need to increase our budget accordingly.

Other factors that could cause us to further adjust our capital expenditure budget include, among other things,
increases or decreases in service and material costs, the formation of joint ventures with other exploration and production
companies, the divestiture of non-strategic assets, changes in commodity prices or well performance that differ from our
forecasts, any of which could affect our operating cash flow.

Liquidity and Capital Resources

Our 2013 drilling program is designed to provide flexibility in identifying suitable well locations and in the timing
and size of capital investment. We plan to finance our 2013 capital expenditure budget of $775.0 million and our obligations
under our Senior Notes and other contractual commitments through existing cash on hand, cash flows from operations and
borrowing capacity expected to be available under our credit facility, as discussed in more detail below:

Sources of Capital

Cash flow from operations. We expect our cash flow from operations to continue to increase commensurate with our
anticipated increase in sales volumes. We have been able to increase our volumes on a quarter over quarter basis for the past
three years. This increase is directly related to our successful operations as we have developed our properties. If we are able
to continue to drill and complete our wells as anticipated and they produce at rates similar to those generated by our existing
wells, subject to the changes in the market price of crude oil, we would expect our production rates and operating cash flows
to continue to increase as we continue to develop our properties.

Credit facility. As of December 31, 2012, our maximum credit available under the credit facility is $750.0 million
with a current borrowing base and aggregate commitments of $450.0 million. As of December 31, 2012, we had available
borrowings under the credit facility of $155.0 million. All proceeds from the issuance of the $350.0 million aggregate
principal amount of 5.50% senior notes (defined below) in January 2013 were used to reduce amounts outstanding under our
credit facility. As of the date of this filing, we have $400.0 million available under this credit facility. The ability to
maintain and increase this facility and borrow additional funds is dependent on a number of variables, including our proved
reserves, and assumptions regarding the price at which oil and natural gas can be sold. Further, we expect that our borrowing
base will increase with the addition of proved properties resulting from our ongoing drilling and completion activities. We
are subject to restrictive covenants under the credit facility. For further details on our credit facility and Senior Notes please
refer to Note 5-Long-Term Debt under Item 8 in this Annual Report.

Capital Requirements Outlook

We are dependent on our anticipated cash flows from operations and the expected borrowing availability under our
credit facility to fund our 2013 capital expenditures budget, our obligations under our Senior Notes and other contractual
commitments (please refer to Note 5-Long-Term Debt and Note 14-Commitments and Contingencies under Item 8 in this
Annual Report for further details). While we expect such sources of capital to be sufficient for such purposes, there can be no
assurance that we will achieve our anticipated future cash flows from operations, that credit will be available under our credit
facility when needed, or that we would be able to complete alternative transactions in the capital markets, if needed. Our
ability to obtain financing on commercially reasonable terms is dependent on a number of factors, many of which we cannot
control, including changes in our credit rating, interest rates, market perceptions of us and the oil and natural gas exploration
and production industry and tax burdens due to new tax laws.
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If our existing and potential sources of liquidity are not sufficient to satisfy such commitments and to undertake our
currently planned expenditures, we believe that we have the flexibility in our commitments to alter our drilling program.
Since we operate the majority of our acreage, we have the ability to adjust our drilling schedule to reflect a change in
commodity price or oil field service environment. The majority of our acreage is currently producing and the remaining
acreage could be held by production within the primary term of the lease, even with a reduced number of drilling rigs. If we
were not successful in obtaining sufficient funding or completing an alternative transaction on a timely basis on terms
acceptable to us, we would be required to curtail our planned expenditures or restructure our operations (including reducing
our rig count and sub-contracting our pressure pumping services agreement, either of which may in certain circumstances
result in termination fees depending on the timing and requirements of the underlying agreements), we would be unable to
implement our original exploration and drilling program, and we may be unable to service our debt obligation or satisfy our
contractual obligations.

Senior Notes

8.125% Senior Notes due 2019. In November 2011, we issued in a private placement at par $650.0 million principal
amount of 8.125% senior notes due December 1, 2019 (which notes were subsequently exchanged for SEC registered notes
pursuant to the Exchange Offer (defined below) (the “Original 2019 Notes™). The net proceeds from such issuance were
primarily used to finance our January 2012 Acquisition and to repay in ful<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>